
HSBC HOLDINGS PLC
Form 6-K
May 27, 2011

FORM 6-K

SECURITIES AND EXCHANGE COMMISSION

Washington, D.C. 20549

Report of Foreign Private Issuer

Pursuant to Rule 13a - 16 or 15d - 16 of

the Securities Exchange Act of 1934

For the month of May

HSBC Holdings plc

42nd Floor, 8 Canada Square, London E14 5HQ, England

(Indicate by check mark whether the registrant files or will file annual reports under cover of Form 20-F or Form
40-F).

Form 20-F   X              Form 40-F ......

(Indicate by check mark whether the registrant by furnishing the information contained in this Form is also thereby
furnishing the information to the Commission pursuant to Rule 12g3-2(b) under the Securities Exchange Act of 1934).

Yes.......          No    X

(If "Yes" is marked, indicate below the file number assigned to the registrant in connection with Rule 12g3-2(b): 82-
..............).

Edgar Filing: HSBC HOLDINGS PLC - Form 6-K

1





UNITED STATES SECURITIES AND
EXCHANGE COMMISSION

Washington, D.C. 20549

________________

FORM 8-K

Pursuant to Section 13 or 15(d) of
The Securities Exchange Act of 1934

Date of Report: May 27, 2011

________________

Commission file number 1-8198

HSBC FINANCE CORPORATION
(Exact name of registrant as specified in its charter)

Delaware 86-1052062
(State of Incorporation)

26525 North Riverwoods Boulevard
Mettawa, Illinois

(IRS Employer Identification Number)
60045

(Address of principal executive offices) (Zip Code)

(224) 544-2000
Registrant's telephone number, including area code

Check the appropriate box below if the Form 8-K filing is intended to simultaneously satisfy the filing obligation of
the registrant under any of the following provisions:

o    Written communications pursuant to Rule 425 under the Securities Act (17 CFR 230.425)

o    Soliciting material pursuant to Rule 14a-12 under the Exchange Act (17 CFR 240.14a-12)

o    Pre-commencement communications pursuant to Rule 14d-2(b) under the Exchange Act (17 CFR 240.14d-2(b))

o    Pre-commencement communications pursuant to Rule 13e-4(c) under the Exchange Act (17 CFR 240.13e-4(c))
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Item 8.01 Other Events

On May 11, 2011, HSBC Finance Corporation (the "Company") filed its Quarterly Report on Form 10-Q for the
quarter ended March 31, 2011 (the "March 2011 Form 10-Q") with the Securities and Exchange Commission
("SEC"). In the March 2011 Form 
10-Q, the Company presented updated business segment disclosures as discussed more fully below. HSBC Finance
Corporation may also be referred to in this Form 8-K as "we," "us," or "our."

The supplemental information included in this Form 8-K provides changes to prior disclosures included in our Annual
Report on Form 10-K for the fiscal year ended December 31, 2010 (the "2010 Form 10-K") related to segment results
as contained in Note 24, "Business Segments" of the audited consolidated financial statements as well as in Part II,
Item 7., "Management's Discussion and Analysis of Financial Condition and Results of Operations." The
supplemental information should be read in conjunction with the 2010 Form 10-K, which was filed with the SEC on
February 28, 2011.

SEGMENT CHANGES

During 2010, changes were made to the management structure within HSBC North America which resulted in the
alignment of our Management to be focused on the legal entity results of our business operations. During the first
quarter of 2011, we re-evaluated and made changes to the financial information used to manage our business,
including the scope and content of the financial data being reported to our Management, consistent with this more
legal entity focus of our Management. As a result, beginning in the first quarter of 2011, our operating results are now
monitored and reviewed and trends are evaluated on a legal entity basis in accordance with IFRSs ("IFRS Basis"),
which is the basis on which we report results to our parent, HSBC Holdings plc. However we continue to monitor
capital adequacy, establish dividend policy and report to regulatory agencies on a U.S. GAAP basis.

Prior to the first quarter of 2011, we reported our results on an IFRS Management Basis which were IFRSs results
which assumed that the General Motors and Union Plus credit card portfolios, the private label card portfolio and the
real estate secured receivables which had been transferred to HSBC Bank USA, National Association had not been
sold and remained on our balance sheet and the revenues and expenses related to these receivables remained in our
income statement.

As a result of the changes discussed above, beginning in the first quarter of 2011 and going forward, the Company
changed the composition of segment profit (loss) from an IFRS Management Basis of reporting to an IFRS Basis of
reporting in order to align with its revised internal reporting structure. Segment financial information has been restated
for all periods presented to reflect this new segmentation. There have been no other changes in the basis of the
Company's segmentation or measurement of segment profit as compared with the presentation in the 2010 Form 10-K.

* * * * * * * * * * * * * * * *

Attached hereto as Exhibit 99.01 and incorporated by reference herein are updated historical consolidated financial
statements of HSBC Finance Corporation which reflect the updated business segment disclosures. Also attached
hereto as Exhibit 99.02 and incorporated by reference herein are updated historical segment results included in Part II,
Item 7. Management's Discussion and Analysis of Financial Condition and Results of Operations in the 2010
Form 10-K. The historical consolidated financial statements and segment disclosures included in Exhibit 99.01 and
Exhibit 99.02, respectively, shall serve as the historical consolidated financial statements and segment disclosures of
HSBC Finance Corporation for existing and future filings made pursuant to the Securities Act of 1933, as amended,
until the Company files its Annual Report on Form 10-K for the fiscal year ended December 31, 2011.
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Item 9.01 Financial Statements and Exhibits.

Exhibits.

Exhibit
No.

Description

99.01 Historical audited consolidated financial statements of HSBC Finance
Corporation, reflecting the change in segment composition. Also
included is the Report of Independent Registered Public Accounting
Firm dated February 28, 2011, except as to Note 24, which is dated as
of May 27, 2011.

99.02 Historical segment results of HSBC Finance Corporation included in
Part II, Item 7. Management's Discussion and Analysis of Financial
Condition and Results of Operations, reflecting the change in segment
composition.

99.03 Consent of KPMG LLP.
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Signature

Pursuant to the requirements of the Securities Exchange Act of 1934, the registrant has duly caused this report to be
signed on its behalf by the undersigned hereunto duly authorized.

HSBC FINANCE CORPORATION
(Registrant)

By: /s/  MIKE A. REEVES
Mike A. Reeves

Executive Vice President
and Chief Financial Officer

Dated: May 27, 2011
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EXHIBIT 99.01

Report of Independent Registered Public Accounting Firm

The Board of Directors and Shareholder
HSBC Finance Corporation:

We have audited the accompanying consolidated balance sheets of HSBC Finance Corporation, an indirect
wholly-owned subsidiary of HSBC Holdings plc, and subsidiaries as of December 31, 2010 and 2009 and the related
consolidated statements of income (loss), changes in shareholders' equity, and cash flows for each of the years in the
three-year period ended December 31, 2010. These consolidated financial statements are the responsibility of HSBC
Finance Corporation's management. Our responsibility is to express an opinion on these consolidated financial
statements based on our audits.

We conducted our audits in accordance with the standards of the Public Company Accounting Oversight Board
(United States). Those standards require that we plan and perform the audit to obtain reasonable assurance about
whether the financial statements are free of material misstatement. An audit includes examining on a test basis,
evidence supporting the amounts and disclosures in the financial statements. An audit also includes assessing the
accounting principles used and significant estimates made by management, as well as evaluating the overall financial
statement presentation. We believe that our audits provide a reasonable basis for our opinion.

In our opinion, the consolidated financial statements referred to above present fairly, in all material respects, the
financial position of HSBC Finance Corporation and subsidiaries as of December 31, 2010 and 2009, and the results
of their operations and their cash flows for each of the years in the three-year period ended December 31, 2010 in
conformity with U.S. generally accepted accounting principles.

We also have audited, in accordance with the standards of the Public Company Accounting Oversight Board (United
States), HSBC Finance Corporation's internal control over financial reporting as of December 31, 2010, based on
criteria established in Internal Control - Integrated Framework issued by the Committee of Sponsoring Organizations
of the Treadway Commission (COSO), and our report dated February 28, 2011 expressed an unqualified opinion on
the effectiveness of HSBC Finance Corporation's internal control over financial reporting.

/s/  KPMG LLP

Chicago, Illinois
February 28, 2011, except as to Note 24
which is as of May 27, 2011
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CONSOLIDATED STATEMENT OF INCOME (LOSS)

 Year Ended December 31, 2010 2009 2008
(in millions)

Finance and other interest income $7,208 $8,887 $13,616
Interest expense on debt held by:
HSBC affiliates 147 246 499
Non-affiliates 2,876 3,583 5,181
Net interest income 4,185 5,058 7,936
Provision for credit losses 6,180 9,650 12,410
Net interest income (loss) after provision for credit losses (1,995) (4,592) (4,474)
Other revenues:
Insurance revenue 274 334 417
Investment income 99 109 124
Net other-than-temporary impairment losses(1) - (25) (54)
Derivative related income (expense) (379) 300 (306)
Gain (loss) on debt designated at fair value and related
derivatives 741 (2,125) 3,160
Fee income 188 650 1,687
Enhancement services revenue 404 484 700
Gain on bulk receivable sales to HSBC affiliates - 50 -
Gain on receivable sales to HSBC affiliates 540 469 260
Servicing and other fees from HSBC affiliates 666 748 545
Lower of cost or fair value adjustment on receivables held
for sale 2 (374) (514)
Other income (expense) 32 92 (68)
Total other revenues 2,567 712 5,951
Operating expenses:
Salaries and employee benefits 597 1,119 1,594
Occupancy and equipment expenses, net 92 182 238
Other marketing expenses 314 184 350
Real estate owned expenses 274 199 342
Other servicing and administrative expenses 814 947 1,020
Support services from HSBC affiliates 1,092 925 922
Amortization of intangibles 143 157 178
Goodwill and other intangible asset impairment charges - 2,308 329
Policyholders' benefits 152 197 199
Operating expenses 3,478 6,218 5,172
Loss from continuing operations before income tax benefit (2,906) (10,098) (3,695)
Income tax benefit 1,007 2,632 1,087
Loss from continuing operations (1,899) (7,466) (2,608)
Discontinued Operations (Note 3);
 (Loss) gain from discontinued operations before income
tax (26) 29 (227)
Income tax benefit (expense) 9 (13) 52
(Loss) income from discontinued operations (17) 16 (175)
Net loss $(1,916) $(7,450) $(2,783)
____________
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(1) During 2009, $36 million of gross other-than-temporary impairment losses on
securities available-for-sale were recognized, of which $11 million was
recognized in accumulated other comprehensive income (loss) ("AOCI").

The accompanying notes are an integral part of the consolidated financial statements.
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CONSOLIDATED BALANCE SHEET

December 31, 2010 2009
(in millions,
except share

data)
Assets
Cash $175 $289
Interest bearing deposits with banks 1,016 17
Securities purchased under agreements to resell 4,311 2,850
Securities  available-for-sale 3,371 3,187
Receivables, net (including $6.3 billion and $6.8 billion at
December 31, 2010 and 2009, respectively, collateralizing
long-term debt) 61,333 74,308
Receivables held for sale 4 3
Intangible assets, net 605 748
Properties and equipment, net 202 201
Real estate owned 962 592
Derivative financial assets 75 -
Deferred income taxes, net 2,491 2,887
Other assets 1,791 4,563
Assets of discontinued operations 196 4,908
Total assets $76,532 $94,553
Liabilities
Debt:
Due to affiliates (including $436 million at December 31, 2010
carried at fair value) $8,255 $9,043
Commercial paper 3,156 4,291
Long-term debt (including $20.8 billion and $26.7 billion at
December 31, 2010 and 2009, respectively, carried at fair value
and $4.1 billion and $4.7 billion at December 31, 2010 and 2009,
respectively, collateralized by receivables) 54,616 68,880
Total debt 66,027 82,214
Insurance policy and claim reserves 982 996
Derivative related liabilities 2 60
Liability for postretirement benefits 265 268
Other liabilities 1,519 1,822
Liabilities of discontinued operations 17 814
Total liabilities 68,812 86,174
Shareholders' equity
Redeemable preferred stock:
Series B (1,501,100 shares authorized, $0.01 par value,
575,000 shares issued) 575 575
Series C (1,000 shares authorized, $0.01 par value, 1,000 shares
issued) 1,000 -
Common shareholder's equity:
Common stock ($0.01 par value, 100 shares authorized;
66 shares and 65 shares issued at December 31, 2010 and 2009,
respectively) - -
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Additional paid-in capital 23,321 23,119
Accumulated deficit (16,685)(14,732)
Accumulated other comprehensive loss (491) (583)
Total common shareholder's equity 6,145 7,804
Total liabilities and shareholders' equity $76,532 $94,553

The accompanying notes are an integral part of the consolidated financial statements.
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CONSOLIDATED STATEMENT OF CHANGES IN SHAREHOLDERS' EQUITY

2010 2009 2008
(dollars are in millions)

Preferred stock
Balance at the beginning of period 575 575 575
Issuance of Series C preferred stock 1,000 - -
Balance at the end of period $1,575 $575 $575
Common shareholder's equity
Common stock
Balance at beginning and end of period $- $- $-
Additional paid-in capital
Balance at beginning of period $23,119 $21,485 $18,227
Excess of book value over consideration received on
sale of U.K. Operations to an HSBC affiliate - - (196)
Excess of book value over consideration received on
sale of Canadian Operations to an HSBC affiliate - - (46)
Capital contribution from parent 200 2,685 3,500
Return of capital to parent - (1,043) -
Employee benefit plans, including transfers and other 2 (8) -
Balance at end of period $23,321 $23,119 $21,485
 (Accumulated deficit) retained earnings
Balance at beginning of period $(14,732) $(7,245) $(4,423)
Net loss (1,916) (7,450) (2,783)
Dividend equivalents on HSBC's Restricted Share Plan - - (2)
Dividends:
Preferred stock (37) (37) (37)
Common stock - - -
Balance at end of period $(16,685) $(14,732) $(7,245)
Accumulated other comprehensive income (loss)
Balance at beginning of period $(583) $(1,378) $(220)
Net change in unrealized gains (losses), net of tax, on:
Derivatives classified as cash flow hedges 57 684 (610)
Securities  available-for-sale, not other-than temporarily
impaired 40 92 (53)
Other-than-temporarily impaired debt securities
available-for-sale(1) 3 (7) -
Postretirement benefit plan adjustment, net of tax (8) 4 (1)
Foreign currency translation adjustments, net of tax - 22 (120)
Other comprehensive income (loss), net of tax 92 795 (784)
Reclassification of foreign currency translation and
pension adjustments to additional paid-in capital
resulting from sale of U.K. Operations - - (380)
Reclassification of foreign currency translation and
pension adjustments to additional paid-in capital
resulting from sale of Canadian Operations - - 6
Balance at end of period $(491) $(583) $(1,378)
Total common shareholder's equity $6,145 $7,804 $12,862
Comprehensive income ( loss)
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Net loss $(1,916) $(7,450) $(2,783)
Other comprehensive income (loss) 92 795 (784)
Comprehensive income (loss) $(1,824) $(6,655) $(3,567)
Preferred stock
Number of shares at beginning of period 575,000 575,000 575,000
Number of shares of Series C preferred stock issued 1,000 - -
Number of shares at the end of period 576,000 575,000 575,000
Common stock
Number of shares at beginning of period 65 60 57
Number of shares of common stock issued to parent 1 5 3
Number of shares at end of period 66 65 60
____________

(1) During 2010, gross other-than-temporary impairment ("OTTI") recoveries on
available-for-sale securities totaled $4 million, all relating to the non-credit
component of OTTI previously recorded in accumulated other comprehensive
income ("AOCI"). During 2009, $36 million of gross OTTI losses on securities
available-for-sale were recognized, of which $11 million were recognized in
AOCI.

The accompanying notes are an integral part of the consolidated financial statements.
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CONSOLIDATED STATEMENT OF CASH FLOWS

Year Ended December 31, 2010 2009 2008
(in millions)

Cash flows from operating activities
Net loss $(1,916) $(7,450) $(2,783)
Loss from discontinued operations (17) 16 (175)
Loss from continuing operations (1,899) (7,466) (2,608)
Adjustments to reconcile net income to net cash provided
by (used in) operating activities:
Provision for credit losses 6,180 9,650 12,410
Gain on bulk sale of receivables to HSBC Bank USA,
National Association ("HSBC Bank USA") - (50) -
Gain on receivable sales to HSBC affiliates (540) (469) (260)
Goodwill and other intangible impairment charges - 2,308 329
Loss on sale of real estate owned, including lower of cost
or market adjustments 128 101 229
Insurance policy and claim reserves (53) (18) (41)
Depreciation and amortization 179 202 243
Mark-to-market on debt designated at fair value and
related derivatives 48 2,880 (2,924)
Gain on sale of Visa Class B shares - - (11)
Deferred income tax (benefit) provision 315 (247) (13)
Net change in other assets 2,813 (754) (206)
Net change in other liabilities (306) (584) (804)
Originations of loans held for sale (33,799) (38,089) (24,884)
Sales and collections on loans held for sale 34,343 38,786 25,114
Foreign exchange and derivative movements on
long-term debt and net change in non-FVO related
derivative assets and liabilities (630) (594) (161)
Change in accrued finance income related to December
2009 charge-off policy changes and nonaccrual policy
change for re-aged loans - 541 -
Other-than-temporary impairment on securities - 25 54
Lower of cost or fair value adjustments on receivables
held for sale (2) 374 514
Other, net 438 185 148
Cash provided by operating activities-continuing
operations 7,215 6,781 7,129
Cash provided by operating activities-discontinued
operations 609 593 1,496
Net cash provided by (used in) operating activities 7,824 7,374 8,625
Cash flows from investing activities
Securities:
Purchased (1,051) (536) (452)
Matured 452 363 538
Sold 216 166 175
Net change in short-term securities available-for-sale 274 52 (510)

(1,461) (1,825) 481
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Net change in securities purchased under agreements to
resell
Net change in interest bearing deposits with banks (999) 8 251
Proceeds from sale of affiliate preferred shares to HSBC
Holdings Plc - 242 -
Proceeds from sale of Low Income Housing Tax Credit
Investment Funds to HSBC Bank USA - 106 -
Proceeds from sale of Visa Class B shares - - 11
Receivables:
Net (originations) collections 4,623 6,170 4,452
Purchases and related premiums (45) (43) (48)
Proceeds from sales of real estate owned 1,338 1,467 1,591
Proceeds from bulk sale of receivables to HSBC Bank
USA - 6,045 -
Proceeds from sales of real estate secured receivables
held in portfolio to a third party - - 1,116
Properties and equipment:
Purchases (15) (51) (77)
Sales - - 50
Cash provided by (used in) investing activities-continuing
operations 3,332 12,164 7,578
Cash provided by (used in) investing
activities-discontinued operations 3,613 5,227 2,622
Net cash provided by (used in) investing activities 6,945 17,391 10,200
Cash flows from financing activities
Debt:
Net change in short-term debt (1,135) (5,348) 1,914
Net change in due to affiliates (1,553) (4,225) 2,184
Long-term debt issued 1,714 4,078 4,075
Long-term debt retired (14,734) (19,312) (29,029)
Issuance of preferred stocks 1,000 - -
Insurance:
Policyholders' benefits paid (80) (95) (95)
Cash received from policyholders 66 58 54
Capital contribution from parent 200 2,410 3,500
Return of capital to parent - (1,043) -
Shareholder's dividends (37) (37) (37)
Cash provided by (used in) financing
activities-continuing operations (14,559) (23,514) (17,434)
Cash provided by (used in) financing
activities-discontinued operations (346) (1,195) (1,893)
Net cash provided by (used in) financing activities (14,905) (24,709) (19,327)
Effect of exchange rate changes on cash - - (26)
Net change in cash (136) 56 (528)
Cash at beginning of period(1) 311 255 783
Cash at end of period(2) $175 $311 $255
Supplemental Cash Flow Information:
Interest paid $3,222 $4,183 $6,069
Income taxes paid during period 26 98 46
Income taxes refunded during period 4,135 1,030 264
Supplemental Noncash Activities:
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Fair value of properties added to real estate owned $1,834 $1,275 $2,137
Transfer of receivables to held for sale 2,910 609 19,335
Transfer of receivables to held for investment - 1,294 -
Extinguishment of indebtedness related to bulk receivable
sale (431) (6,077) -
Issuance of subordinated debt exchanged for senior debt 1,939 - -
Extinguishment of senior debt exchanged for
subordinated debt (1,797) - -
Redemption of junior subordinated notes underlying the
mandatorily redeemable preferred securities of the
Household Capital Trust VIII for common stock - (275) -
____________

(1) Cash at beginning of period includes $22 million, $17 million and $204 million
for discontinued operations as of December 31, 2010, 2009 and 2008,
respectively.

(2) Cash at end of period includes $22 million and $17 million for discontinued
operations as of December 31, 2009 and 2008, respectively.

The accompanying notes are an integral part of the consolidated financial statements.
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

1.  Organization

HSBC Finance Corporation is an indirect wholly owned subsidiary of HSBC North America Holdings Inc. ("HSBC
North America"), which is an indirect wholly-owned subsidiary of HSBC Holdings plc ("HSBC"). HSBC Finance
Corporation and its subsidiaries may also be referred to in these notes to the consolidated financial statements as "we,"
"us" or "our." HSBC Finance Corporation provides middle-market consumers with several types of loan products in
the United States. Our lending products currently include MasterCard, Visa, American Express and Discover credit
card receivables ("Credit Card") as well as private label receivables. A portion of new credit card and all new private
label originations are sold on a daily basis to HSBC Bank USA, National Association ("HSBC Bank USA"). We also
offer specialty insurance products in the United States and Canada. Historically, our lending products have also
included real estate secured, auto finance and personal non-credit card receivables in the United States, the United
Kingdom and Canada and tax refund anticipation loans and related products in the United States. Additionally, we
also previously offered credit and specialty insurance in the United Kingdom. We have two reportable segments: Card
and Retail Services and Consumer. Our Card and Retail Services segment includes our credit card operations,
including private label credit cards. Our Consumer segment consists of our run-off Consumer Lending and Mortgage
Services businesses.

2.  Summary of Significant Accounting Policies and New Accounting Pronouncements

Summary of Significant Accounting Policies

Basis of Presentation  The consolidated financial statements have been prepared on the basis that we will continue as a
going concern. Such assertion contemplates the significant loss recognized in recent years and the challenges we
anticipate with respect to a near-term return to profitability under prevailing and forecasted economic conditions.
HSBC continues to be fully committed and has the capacity to continue to provide the necessary capital and liquidity
to fund continuing operations.

The consolidated financial statements include the accounts of HSBC Finance Corporation and all subsidiaries
including all variable interest entities ("VIEs") in which we are the primary beneficiary. HSBC Finance Corporation
and its subsidiaries may also be referred to in these notes to consolidated financial statements as "we," "us," or "our."

On January 1, 2010, we adopted new guidance issued by the Financial Accounting Standards Board in June 2009
related to VIEs. The new guidance eliminated the concept of qualifying special purpose entities ("QSPEs") that were
previously exempt from consolidation and changed the approach for determining the primary beneficiary of a VIE,
which is required to consolidate the VIE, from a quantitative approach focusing on risk and reward to a qualitative
approach focusing on (a) the power to direct the activities of the VIE and (b) the obligation to absorb losses and/or the
right to receive benefits that could be significant to the VIE. We assess whether an entity is a VIE and, if so, whether
we are its primary beneficiary at the time of initial involvement with the entity and on an ongoing basis. A VIE must
be consolidated by its primary beneficiary, which is the entity with the power to direct the activities of a VIE that most
significantly impact its economic performance and the obligation to absorb losses of, or the right to receive benefits
from, the VIE that could potentially be significant to the VIE. We are involved with VIEs primarily in connection with
our collateralized funding transactions. See Note 15, "Long-Term Debt," for additional discussion of those activities
and the use of VIEs.

The preparation of financial statements in conformity with accounting principles generally accepted in the
United States of America requires management to make estimates and assumptions that affect the amounts reported in
the financial statements and accompanying notes. Actual results could differ from those estimates. Unless otherwise
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indicated, information included in these notes to consolidated financial statements relates to continuing operations for
all periods presented. In 2010, we completed the sale of our auto finance receivable servicing operations and auto
finance receivables portfolio to Santander Consumer USA and we exited the Taxpayer Financial Services business. As
a result, both of these businesses are now reported as discontinued operations. See Note 3, "Discontinued Operations,"
for further details. Certain reclassifications have been made to prior period amounts to conform to the current year
presentation.

Securities purchased under agreements to resell  Securities purchased under agreements to resell are treated as
collateralized financing transactions and are carried at the amounts at which the securities were acquired plus accrued
interest. Interest income earned on these securities is included in net interest income.
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Securities  We maintain investment portfolios of debt securities (comprised primarily of corporate debt securities) in
both our noninsurance and insurance operations. Our entire investment securities portfolio is classified as
available-for-sale. Available-for-sale investment securities are intended to be invested for an indefinite period but may
be sold in response to events we expect to occur in the foreseeable future. These investments are carried at fair value
with changes in fair value recorded as adjustments to common shareholder's equity in other comprehensive income
(loss), net of income taxes.

When the fair value of a security has declined below its amortized cost basis, we evaluate the decline to assess if it is
considered other-than-temporary. To the extent that such a decline is deemed to be other-than-temporary, an
other-than-temporary impairment loss is recognized in earnings equal to the difference between the security's cost and
its fair value except that beginning in 2009, only the credit loss component of such a decline is recognized in earnings
for a debt security that we do not intend to sell and for which it is not more-likely-than-not that we will be required to
sell prior to recovery of its amortized cost basis. A new cost basis is established for the security that reflects the
amount of the other-than-temporary impairment loss recognized in earnings.

Cost of investment securities sold is determined using the specific identification method. Realized gains and losses
from the investment portfolio are recorded in investment income. Interest income earned on the noninsurance
investment portfolio is classified in the statements of income in net interest income, while investment income from the
insurance portfolio is recorded in investment income. Accrued investment income is classified with investment
securities.

For cash flow presentation purposes, we consider available-for-sale securities with original maturities less than
90 days as short term, and thus any purchases, sales and maturities are presented on a net basis.

Receivables Held for Sale  Receivables are classified as held for sale when management does not have the intent to
hold the receivable for the foreseeable future. Such receivables are carried at the lower of aggregate cost or fair value
with any subsequent write downs or recoveries charged to other income. Unearned income, unamortized deferred fees
and costs on originated receivables, and discounts on purchased receivables are recorded as an adjustment of the cost
of the receivable and are not reflected in earnings until the receivables are sold.

Receivables  Finance receivables are carried at amortized cost, which represents the principal amount outstanding, net
of any unearned income, charge-offs, unamortized deferred fees and costs on originated loans, purchase accounting
fair value adjustments and premiums or discounts on purchased loans. Finance receivables are further reduced by
credit loss reserves and unearned credit insurance premiums and claims reserves applicable to credit risk on our
consumer receivables. Finance income, which includes interest income, unamortized deferred fees and costs on
originated receivables and premiums or discounts on purchased receivables, is recognized using the effective yield
method. Premiums and discounts, including purchase accounting adjustments on receivables, are recognized as
adjustments to the yield of the related receivables. Origination fees, which include points on real estate secured loans,
are deferred and generally amortized to finance income over the estimated life of the related receivables, except to the
extent they offset directly related lending costs.

Provision and Credit Loss Reserves  Provision for credit losses on receivables is made in an amount sufficient to
maintain credit loss reserves at a level considered adequate, but not excessive, to cover probable incurred losses of
principal, accrued interest and fees, including late, over limit and annual fees, in the existing loan portfolio. We
estimate probable incurred losses for consumer receivables using a roll rate migration analysis that estimates the
likelihood that a loan will progress through the various stages of delinquency and ultimately charge-off. This analysis
considers delinquency status, loss experience and severity and takes into account whether loans are in bankruptcy,
have been re-aged, or are subject to forbearance, an external debt management plan, hardship, modification, extension
or deferment. Our credit loss reserves also take into consideration the loss severity expected based on the underlying
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collateral, if any, for the loan in the event of default based on historical and recent trends. Delinquency status may be
affected by customer account management policies and practices, such as the re-age of accounts, forbearance
agreements, extended payment plans, modification arrangements, and deferments. When customer account
management policies, or changes thereto, shift loans from a "higher" delinquency bucket to a "lower" delinquency
bucket, this will be reflected in our roll rate statistics. To the extent that restructured accounts have a greater
propensity to roll to higher delinquency buckets, this will be captured in the roll rates. Since the loss reserve is
computed based on the composite of all these calculations, this increase in roll rate will be applied to receivables in all
respective buckets, which will increase the overall reserve level. In addition, loss reserves on consumer receivables are
maintained to reflect our judgment of portfolio risk factors which may not be fully reflected in the statistical roll rate
calculation. Risk factors considered in establishing loss reserves on consumer receivables include product mix,
bankruptcy trends, geographic concentrations, loan product features such as adjustable rate loans, economic
conditions such as national and local trends in unemployment, housing markets and interest rates, portfolio seasoning,
account management policies and practices, current levels of charge-offs and delinquencies, changes in laws and
regulations and other items which can affect consumer payment patterns on outstanding receivables such as natural
disasters and global pandemics.

While our credit loss reserves are available to absorb losses in the entire portfolio, we specifically consider the credit
quality and other risk factors for each of our products. We recognize the different inherent loss characteristics in each
of our products, and for certain products their vintages, as well as customer account management policies and
practices and risk management/collection practices. Charge-off policies are also considered when establishing loss
reserve requirements. We also consider key ratios such as reserves to nonperforming loans, reserves as a percentage of
net charge-offs, reserves as a percentage of two-months-and-over contractual delinquency and months coverage ratios
in developing our loss reserve estimate. Loss reserve estimates are reviewed periodically and adjustments are reported
in earnings when they become known. As these estimates are influenced by factors outside our control, such as
consumer payment patterns and economic conditions, there is uncertainty inherent in these estimates, making it
reasonably possible that they could change.

Provisions for credit losses on consumer loans for which we have modified the terms of the loan as part of a troubled
debt restructuring ("TDR Loans") are determined using a discounted cash flow impairment analysis. Loans which
have been granted a permanent modification, a twelve-month or longer modification, or two or more consecutive
six-month modifications are considered TDR Loans as it is generally believed that the borrower is experiencing
financial difficulty and a concession has been granted. Modifications may include changes to one or more terms of the
loan, including but not limited to, a change in interest rate, an extension of the amortization period, a reduction in
payment amount and partial forgiveness or deferment of principal. TDR Loans are considered to be impaired loans.
Interest income on TDR Loans is recognized in the same manner as loans which are not TDRs. Once a loan is
classified as a TDR, it continues to be reported as such until it is paid off or charged-off.

Charge-Off and Nonaccrual Policies and Practices  Our consumer charge-off and nonaccrual policies vary by product
and are summarized below:

Product Charge-off Policies and
Practices

Nonaccrual Policies and
Practices(1)

Real estate secured(2) Beginning in December
2009, carrying value in
excess of net realizable
value less cost to sell are
generally charged-off at or
before the time foreclosure
is completed or settlement
is reached with the
borrower but, in any event,

Interest income accruals are
suspended when principal
or interest payments are
more than three months
contractually past due.
Beginning in October 2009,
interest accruals are
resumed and suspended
interest is recognized when
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generally no later than the
end of the month in which
the account becomes six
months contractually
delinquent. If foreclosure
is not pursued (which
frequently occurs on loans
in the second lien position)
and there is no reasonable
expectation for recovery
(insurance claim, title
claim, pre-discharge
bankrupt account), the
account is generally
charged-off no later than
the end of the month in
which the account
becomes six months
contractually delinquent.

the customer makes the
equivalent of six qualifying
payments under the terms of
the loan, while maintaining
a current payment status at
the point of the sixth
payment. If the re-aged
receivable again becomes
more than three months
contractually delinquent,
any interest accrued beyond
three months delinquency is
reversed.

Prior to December 2009,
carrying values in excess
of net realizable value
were charged-off at or
before the time foreclosure
was completed or when
settlement was reached
with the borrower. If
foreclosure was not
pursued and there was no
reasonable expectation for
recovery, generally the
account was charged-off
no later than by the end of
the month in which the
account became eight
months contractually
delinquent.

Prior to October 2009, upon
re-age interest accruals
were resumed and all
suspended interest was
recognized. For Consumer
Lending, if the re-aged
receivable again became
more than three months
contractually delinquent,
any interest accrued beyond
three months delinquency
was reversed.

Auto finance(3) Carrying values in excess
of net realizable value are
charged off at the earlier of
the following:
•   the collateral has been
repossessed and sold,
•   the collateral has been in
our possession for more
than 30 days, or
•   the loan becomes
120 days contractually
delinquent (prior to
January 2009, 150 days
contractually delinquent).

Interest income accruals are
suspended and the portion
of previously accrued
interest expected to be
uncollectible is written off
when principal payments
are more than two months
contractually past due and
resumed when the
receivable becomes less
than two months
contractually past due.
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Credit card Generally charged-off by
the end of the month in
which the account
becomes six months
contractually delinquent.

Interest generally accrues
until charge-off.

Personal non-credit
card(4)

Beginning in December
2009, accounts are
generally charged-off by
the end of the month in
which the account
becomes six months
contractually delinquent.
Prior to December 2009,
accounts were generally
charged-off the month
following the month in
which the account became
nine months contractually
delinquent and no payment
was received in six
months, but in no event
exceeded 12 months
contractually delinquent
(except in our discontinued
United Kingdom business
which did not include a
recency factor).

Interest income accruals are
suspended when principal
or interest payments are
more than three months
contractually past due.
Interest subsequently
received is generally
recorded as collected and
accruals are not resumed
upon a re-age when the
receivable becomes less
than three months
contractually delinquent.
For PHL's prior to October
2009 upon re-age, interest
accruals were resumed and
suspended interest accruals
were recognized. If the
receivable again becomes
more than three months
contractually delinquent,
any interest accrued beyond
three months delinquency is
reversed.

____________

(1) For our discontinued United Kingdom business, interest income accruals were
suspended when principal or interest payments were more than three months
contractually delinquent.

(2) For our discontinued United Kingdom business, real estate secured carrying
values in excess of net realizable value were charged-off at the time of sale.

(3) Our Auto Finance business is now reported as discontinued operations as a
result of the sale of our auto finance receivable servicing operations and auto
finance receivables during 2010. See Note 3, "Discontinued Operations," for
additional information. For our discontinued Canadian business, interest income
accruals on auto loans were suspended and the portion of previously accrued
interest expected to be uncollectible was written off when principal payments
are more than three months contractually past due and resumed when the
receivables become less than three months contractually past due.

(4) For our discontinued Canadian business, delinquent personal non-credit card
receivables were charged off when no payment is received in six months but in
no event is an account to exceed 12 months contractually delinquent.
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Charge-off involving a bankruptcy for our credit card receivables occurs by the end of the month at the earlier of
60 days after notification or 180 days delinquent. For auto finance receivables, bankrupt accounts were charged off at
the earlier of (i) 60 days past due and 60 days after notification, or (ii) the end of the month in which the account
becomes 120 days contractually delinquent. Prior to January 2009, auto finance accounts involving a bankruptcy were
charged-off no later than the end of the month in which the loan became 210 days contractually delinquent.

Delinquency status for loans is determined using the contractual method which is based on the status of payments
under the loan. An account is generally considered to be contractually delinquent when payments have not been made
in accordance with the loan terms. Delinquency status may be affected by customer account management policies and
practices such as the restructure, re-age or modification of accounts.

Payments applied to nonaccrual loans are generally applied first to reduce the current interest on the earliest payment
due with any remainder applied to reduce the principal balance associated with that payment due.

Transfers of Financial Assets and Securitizations  Transfers of financial assets in which we have surrendered control
over the transferred assets are accounted for as sales. In assessing whether control has been surrendered, we consider
whether the transferee would be a consolidated affiliate, the existence and extent of any continuing involvement in the
transferred financial assets and the impact of all arrangements or agreements made contemporaneously with, or in
contemplation of, the transfer, even if they were not entered into at the time of transfer. Control is generally
considered to have been surrendered when (i) the transferred assets have been legally isolated from us and our
consolidated affiliates, even in bankruptcy or other receivership, (ii) the transferee (or, if the transferee is an entity
whose sole purpose is to engage in securitization or asset-backed financing that is constrained from pledging or
exchanging the assets it receives, each third-party holder of its beneficial interests) has the right to pledge or exchange
the assets (or beneficial interests) it received without any constraints that provide more than a trivial benefit to us, and
(iii) neither we nor our consolidated affiliates and agents have (a) both the right and obligation under any agreement to
repurchase or redeem the transferred assets before their maturity, (b) the unilateral ability to cause the holder to return
specific financial assets that also provides us with a more-than-trivial benefit (other than through a cleanup call) and
(c) an agreement that permits the transferee to require us to repurchase the transferred assets at a price so favorable
that it is probable that it will require us to repurchase them.

If the sale criteria are met, the transferred financial assets are removed from our balance sheet and a gain or loss on
sale is recognized. If the sale criteria are not met, the transfer is recorded as a secured borrowing in which the assets
remain on our balance sheet and the proceeds from the transaction are recognized as a liability (a "secured financing").
For the majority of financial asset transfers, it is clear whether or not we have surrendered control. For other transfers,
such as in connection with complex transactions or where we have continuing involvement such as servicing
responsibilities, we generally obtain a legal opinion as to whether the transfer results in a true sale by law.

We have used collateral funding transactions for certain real estate secured, credit card and personal non-credit card
receivables where it provides an attractive source of funding. All collateralized funding transactions remaining on our
balance sheet have been structured as secured financings.

Properties and Equipment, Net  Properties and equipment are recorded at cost, net of accumulated depreciation and
amortization. For financial reporting purposes, depreciation is provided on a straight-line basis over the estimated
useful lives of the assets which generally range from 3 to 40 years. Leasehold improvements are amortized over the
lesser of the useful life of the improvement or the term of the lease. Maintenance and repairs are expensed as incurred.

Repossessed Collateral  Collateral acquired in satisfaction of a loan is initially recognized at the lower of amortized
cost or its fair value less estimated costs to sell and reported as either real estate owned or within other assets
depending on the collateral. A valuation allowance is created to recognize any subsequent declines in fair value less
estimated costs to sell. These values are periodically reviewed and adjusted against the valuation allowance but not in
excess of cumulative losses previously recognized subsequent to the date of repossession. Adjustments to the
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valuation allowance, costs of holding repossessed collateral, and any gain or loss on disposition are credited or
charged to operating expense.

Insurance  Insurance revenues on monthly premium insurance policies are recognized when billed. Insurance revenues
on the remaining insurance contracts are recorded as unearned premiums and recognized into income based on the
nature and terms of the underlying contracts. Liabilities for credit insurance policies are based upon estimated
settlement amounts for both reported and incurred but not yet reported losses. Liabilities for future benefits on annuity
contracts and specialty and corporate owned life insurance products are based on actuarial assumptions as to
investment yields, mortality and withdrawals.

Intangible Assets  Intangible assets currently consist of purchased credit card relationships and related programs, other
loan related relationships, technology and customer lists. Intangible assets are amortized over their estimated useful
lives on a straight-line basis. These useful lives range from 7 years for certain technology and other loan related
relationships to approximately 10 years for certain purchased credit card relationships and related programs.
Intangible assets are reviewed for impairment using discounted cash flows annually, or earlier if events indicate that
the carrying amounts may not be recoverable. We consider significant and long-term changes in industry and
economic conditions to be our primary indicator of potential impairment. Impairment charges, when required, are
calculated using discounted cash flow models, using inputs and assumptions consistent with those used by market
participants.

Goodwill  Goodwill represents the excess purchase price over the fair value of identifiable assets acquired less
liabilities assumed from business combinations. Goodwill is not amortized, but is reviewed for impairment annually
using a discounted cash flow methodology. This methodology utilizes cash flow estimates based on internal forecasts
updated to reflect current economic conditions and revised economic projections at the review date and discount rates
that we believe adequately reflect the risk and uncertainty in our internal forecasts and are appropriate based on the
implicit market rates in current comparable transactions. Impairment may be reviewed as of an interim date if
circumstances indicate that the carrying amount may not be recoverable. We consider significant and long-term
changes in industry and economic conditions to be our primary indicator of potential impairment.

The goodwill impairment analysis is a two step process. The first step, used to identify potential impairment, involves
comparing each reporting unit's fair value to its carrying value, including goodwill. If the fair value of a reporting unit
exceeds its carrying value, including allocated goodwill, there is no indication of impairment and no further
procedures are required. If the carrying value including allocated goodwill exceeds fair value, the second step is
performed to quantify the impairment amount, if any. If the implied fair value of goodwill, as determined using the
same methodology as used in a business combination, is less than the carrying value of goodwill, an impairment
charge is recorded for the excess. An impairment recognized cannot exceed the amount of goodwill assigned to a
reporting unit. Subsequent reversals of goodwill impairment are not permitted. As of December 31, 2009, all of the
goodwill previously recorded has been written off.

Derivative Financial Instruments  All derivatives are recognized on the balance sheet at their fair value. At the
inception of a hedging relationship, we designate the derivative as a fair value hedge, a cash flow hedge, or if the
derivative does not qualify in a hedging relationship, a non-hedging derivative. Fair value hedges include hedges of
the fair value of a recognized asset or liability and certain foreign currency hedges. Cash flow hedges include hedges
of the variability of cash flows to be received or paid related to a recognized asset or liability and certain foreign
currency hedges.

Changes in the fair value of derivatives designated as fair value hedges, along with the change in fair value on the
hedged risk, are recorded as derivative related income (expense) in the current period. Changes in the fair value of
derivatives designated as cash flow hedges, to the extent effective as a hedge, are recorded in accumulated other
comprehensive income (loss) and reclassified into net interest margin in the period during which the hedged item
affects earnings. Changes in the fair value of derivative instruments not designated as hedging instruments and
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ineffective portions of changes in the fair value of hedging instruments are recognized in other revenue as derivative
related income (expense) in the current period. Realized gains and losses as well as changes in the fair value of
derivative instruments associated with fixed rate debt we have designated at fair value are recognized in other
revenues as gain (loss) on debt designated at fair value and related derivatives in the current period.

For derivative instruments designated as qualifying hedges, we formally document all relationships between hedging
instruments and hedged items. This documentation includes our risk management objective and strategy for
undertaking various hedge transactions, as well as how hedge effectiveness and ineffectiveness will be measured. This
process includes linking derivatives to specific assets and liabilities on the balance sheet. We also formally assess,
both at the hedge's inception and on a quarterly basis, whether the derivatives that are used in hedging transactions are
highly effective in offsetting changes in fair values or cash flows of hedged items. This assessment is conducted using
statistical regression analysis. When as a result of the quarterly assessment, it is determined that a derivative is not
expected to continue to be highly effective as a hedge or that it has ceased to be a highly effective hedge, we
discontinue hedge accounting as of the beginning of the quarter in which such determination was made.

When hedge accounting is discontinued because it is determined that the derivative no longer qualifies as an effective
hedge, the derivative will continue to be carried on the balance sheet at its fair value, with changes in its fair value
recognized in current period earnings. For fair value hedges, the formerly hedged asset or liability will no longer be
adjusted for changes in fair value and any previously recorded adjustments to the carrying value of the hedged asset or
liability will be amortized in the same manner that the hedged item affects income. For cash flow hedges, amounts
previously recorded in accumulated other comprehensive income (loss) will be reclassified into income in the same
manner that the hedged item affects income.

If the hedging instrument is terminated early, the derivative is removed from the balance sheet. Accounting for the
adjustments to the hedged asset or liability or adjustments to accumulated other comprehensive income (loss) are the
same as described above when a derivative no longer qualifies as an effective hedge.

If the hedged asset or liability is sold or extinguished, the derivative will continue to be carried on the balance sheet
until termination at its fair value, with changes in its fair value recognized in current period earnings. The hedged
item, including previously recorded mark-to-market adjustments, is derecognized immediately as a component of the
gain or loss upon disposition.

Foreign Currency Translation  Effects of foreign currency translation in the statements of cash flows, primarily a
result of the specialty insurance products we offer in Canada, were offset against the cumulative foreign currency
adjustment within accumulated other comprehensive income, except for the impact on cash. Foreign currency
transaction gains and losses are included in income as they occur.

Prior to the sale of our U.K. and Canadian Operations in 2008, the functional currency for each of these foreign
subsidiaries was its local currency. Assets and liabilities of these subsidiaries were translated at the rate of exchange in
effect on the balance sheet date. Translation adjustments resulting from this process were accumulated in common
shareholder's equity as a component of accumulated other comprehensive income (loss). Income and expenses were
translated at the average rate of exchange prevailing during the year.

Share-Based Compensation  We account for all awards of HSBC stock granted to employees under various share
option, restricted share, restricted stock units and employee stock purchase plans using the fair value based
measurement method of accounting. The fair value of the rewards granted is recognized as expense over the requisite
service period (e.g., vesting period), generally one, three or five years for options and three years for restricted share
awards. The fair value of each option granted, measured at the grant date, is calculated using a methodology that is
based on the underlying assumptions of the Black-Scholes option pricing model.
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Compensation expense relating to restricted share awards is based upon the fair value of the shares on the date of
grant.

Pension and Other Postretirement Benefits  We recognize the funded status of our postretirement benefit plans on the
consolidated balance sheets with the offset to accumulated other comprehensive income (loss), net of tax. Net
postretirement benefit cost charged to current earnings related to these plans is based on various actuarial assumptions
regarding expected future experience.

Certain of our employees are participants in various defined contribution and other non-qualified supplemental
retirement plans. Our contributions to these plans are charged to current earnings.

Through various subsidiaries, we maintain various 401(k) plans covering substantially all employees. Employer
contributions to the plan, which are charged to current earnings, are based on employee contributions.

Income Taxes  HSBC Finance Corporation is included in HSBC North America's consolidated federal income tax
return and in various combined state income tax returns. As such, we have entered into a tax allocation agreement
with HSBC North America and its subsidiary entities ("the HNAH Group") included in the consolidated returns which
governs the current amount of taxes to be paid or received by the various entities included in the consolidated return
filings. Generally, such agreements allocate taxes to members of the HNAH Group based on the calculation of tax on
a separate return basis, adjusted for the utilization or limitation of tax credits of the consolidated group. To the extent
all the tax attributes available cannot be currently utilized by the consolidated group, the proportionate share of the
utilized attribute is allocated based on each affiliate's percentage of the available attribute computed in a manner that
is consistent with the taxing jurisdiction's laws and regulations regarding the ordering of utilization. In addition, we
file some unconsolidated state tax returns.

We recognize deferred tax assets and liabilities for the future tax consequences related to differences between the
financial statement carrying amounts of existing assets and liabilities and their respective tax bases, and for tax credits
and net operating and other losses. Deferred tax assets and liabilities are measured using the enacted tax rates and laws
that will be in effect when the deferred tax items are expected to be realized. If applicable, valuation allowances are
recorded to reduce deferred tax assets to the amounts we conclude are more-likely-than-not to be realized. Since we
are included in HSBC North America's consolidated federal tax return and various combined state tax returns, the
related evaluation of the recoverability of the deferred tax assets is performed at the HSBC North America legal entity
level. We look at the HNAH Group's consolidated deferred tax assets and various sources of taxable income,
including the impact of HSBC and HNAH Group tax planning strategies, in reaching conclusions on recoverability of
deferred tax assets. The HNAH Group evaluates deferred tax assets for recoverability using a consistent approach
which considers the relative impact of negative and positive evidence, including historical financial performance,
projections of future taxable income, future reversals of existing taxable temporary differences, tax planning strategies
and any available carryback capacity. In evaluating the need for a valuation allowance, the HNAH Group estimates
future taxable income based on management approved business plans, future capital requirements and ongoing tax
planning strategies, including capital support from HSBC necessary as part of such plans and strategies. This process
involves significant management judgment about assumptions that are subject to change from period to period. Only
those tax planning strategies that are both prudent and feasible, and for which management has the ability and intent to
implement, are incorporated into our analysis and assessment.

Where a valuation allowance is determined to be necessary at the HNAH consolidated level, such allowance is
allocated to principal subsidiaries within the HNAH Group in a manner that is systematic, rational and consistent with
the broad principles of accounting for income taxes. The methodology allocates the valuation allowance to the
principal subsidiaries based primarily on the entity's relative contribution to the growth of the HNAH consolidated
deferred tax asset against which the valuation allowance is being recorded.
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Further evaluation is performed at the HSBC Finance Corporation legal entity level to evaluate the need for a
valuation allowance where we file separate company state income tax returns. Investment tax credits generated by
leveraged leases are accounted for using the deferral method. Changes in estimates of the basis in our assets and
liabilities or other estimates recorded at the date of our acquisition by HSBC are recorded through earnings. Prior to
the adoption on January 1, 2009 of guidance issued by the FASB with respect to business combinations, these changes
in estimates were adjusted against goodwill when it was determined that the difference pertained to a balance
originating prior to our acquisition by HSBC.

Transactions with Related Parties  In the normal course of business, we enter into transactions with HSBC and its
subsidiaries. These transactions occur at prevailing market rates and terms and include funding arrangements,
derivative execution, purchases and sales of receivables, sales of businesses, servicing arrangements, information
technology services, item processing and statement processing services, banking and other miscellaneous services,
human resources, corporate affairs and other shared services in North America and beginning in 2010 also included
tax, finance, compliance and legal.
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New Accounting Pronouncements Adopted

Accounting for Transfers of Financial Assets  In June 2009, the FASB issued guidance which amended the accounting
for transfers of financial assets by eliminating the concept of a qualifying special-purpose entity ("QSPE") and
provided additional guidance with regard to the accounting for transfers of financial assets. The guidance became
effective for all interim and annual periods beginning after November 15, 2009. The adoption of this guidance on
January 1, 2010 did not have any impact on our financial position or results of operations.

Accounting for Consolidation of Variable Interest Entities  In June 2009, the FASB issued guidance which amended
the accounting rules related to the consolidation of variable interest entities ("VIE"). The guidance changed the
approach for determining the primary beneficiary of a VIE from a quantitative risk and reward model to a qualitative
model, based on control and economics. The guidance became effective for all interim and annual periods beginning
after November 15, 2009. The adoption of this guidance on January 1, 2010 did not have an impact on our financial
position or results of operations. See Note 25, "Variable Interest Entities," in these consolidated financial statements
for additional information.

Improving Disclosures about Fair Value Measurements  In January 2010, the FASB issued guidance to improve
disclosures about fair value measurements. The guidance requires entities to disclose separately the amounts of
significant transfers in and out of Level 1 and Level 2 fair measurements and describe the reasons for those transfers.
It also requires the Level 3 reconciliation to be presented on a gross basis, while disclosing purchases, sales, issuances
and settlements separately. The guidance became effective for interim and annual financial periods beginning after
December 15, 2009 except for the requirement to present the Level 3 reconciliation on a gross basis, which is effective
for interim and annual periods beginning after December 15, 2010. We adopted the new disclosure requirements in
their entirety effective January 1, 2010. See Note 26, "Fair Value Measurements" in these consolidated financial
statements.

Subsequent Events  In February 2010, the FASB amended certain recognition and disclosure requirements for
subsequent events. The guidance clarified that an entity that either (a) is an SEC filer, or (b) is a conduit bond obligor
for conduit debt securities that are traded in a public market is required to evaluate subsequent events through the date
the financial statements are issued and in all other cases through the date the financial statements are available to be
issued. The guidance eliminated the requirement to disclose the date through which subsequent events are evaluated
for an SEC filer. The guidance was effective upon issuance. Adoption did not have an impact on our financial position
or results of operations.

Derivatives and Hedging  In March 2010, the FASB issued a clarification on the scope exception for embedded credit
derivatives. The guidance eliminated the scope exception for credit derivatives embedded in interests in securitized
financial assets, unless the credit derivative is created solely by subordination of one financial debt instrument to
another. The guidance became effective beginning in the third quarter of 2010. Adoption did not have any impact to
our financial position or results of operations.

Loan Modifications  In April 2010, the FASB issued guidance affecting the accounting for loan modifications for
those loans that are acquired with deteriorated credit quality and are accounted for on a pool basis. It clarified that the
modifications of such loans do not result in the removal of those loans from the pool even if the modification of those
loans would otherwise be considered a troubled debt restructuring. An entity will continue to be required to consider
whether the pool of assets in which the loan is included is impaired if expected cash flows of the pool change. The
new guidance became effective prospectively for modifications to loans acquired with deteriorating credit quality and
accounted for on a pool basis occurring in the first interim or annual period ending on or after July 15, 2010. Adoption
did not have any impact on our financial position or results of operations.
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Credit Quality and Allowance for Credit Losses Disclosures  In July 2010, the FASB issued guidance to provide more
transparency about an entity's allowance for credit losses and the credit quality of its financing receivables. The
guidance amends the existing disclosure requirements by requiring an entity to provide a greater level of
disaggregated information to assist financial statement users in assessing its credit risk exposures and evaluating the
adequacy of its allowance for credit losses. Additionally, the update requires an entity to disclose credit quality
indicators, past due information, and modification of its financing receivables. The amendment is effective beginning
interim and annual reporting periods ending on or after December 15, 2010. However, in January 2011, the FASB
delayed the disclosure requirements regarding troubled debt restructurings. The new disclosures about troubled debt
restructurings are anticipated to be effective for interim and annual periods ending after June 15, 2011. We adopted
the new disclosures in the amendment, excluding the disclosures related to troubled debt restructurings which have
been delayed, during the year ended December 31, 2010. For purposes of our credit quality and allowance for credit
losses disclosures, we have determined we have one portfolio segment (consumer receivables) and our products
within this portfolio segment represent our receivable classes. See Note 7, "Receivables," and Note 9, "Credit Loss
Reserves," in these consolidated financial statements for the expanded disclosure.

3.  Discontinued Operations

2010 Discontinued Operations:

Taxpayer Financial Services During the third quarter of 2010, the Internal Revenue Service ("IRS") announced it
would stop providing information regarding certain unpaid obligations of a taxpayer (the "Debt Indicator"), which has
historically served as a significant part of our underwriting process in our Taxpayer Financial Services ("TFS")
business. We determined that, without use of the Debt Indicator, we could no longer offer the product that has
historically accounted for the substantial majority of our TFS loan production and that we might not be able to offer
the remaining products available under the program in a safe and sound manner. As a result, in December 2010, it was
determined that we would not offer any tax refund anticipation loans or related products for the 2011 tax season and
we exited the TFS business. As a result of this decision, our TFS business, which was previously considered a
non-core business, is now reported in discontinued operations. During the fourth quarter of 2010 we recorded closure
costs of $25 million which primarily reflect severance costs and the write off of certain pre-paid assets which are
included as a component of loss from discontinued operations. As a result of this transaction, our TFS business,
previously included in the "All Other" caption within our segment reporting, is now reported as discontinued
operations.

The following summarizes the operating results of our TFS business for the periods presented:

Year Ended December 31, 201020092008
(in millions)

Net interest income and other revenues(1) $68$106 $158
Income from discontinued operations before income tax 20 62 103
____________

(1) Interest expense, which is included as a component of net interest income, has
been allocated to discontinued operations in accordance with our existing
internal transfer pricing policy. This policy uses match funding based on the
expected lives of the assets and liabilities of the business at the time of
origination, subject to periodic review, as demonstrated by the expected cash
flows and re-pricing characteristics of the underlying assets.

The following summarizes the assets and liabilities of our TFS business at December 31, 2010 and 2009 which are
now reported as Assets of discontinued operations and Liabilities of discontinued operations in our consolidated
balance sheet.
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At December 31, 20102009
(in

millions)
Deferred income tax, net $3 $4
Other assets 55 76
Assets of discontinued operations $58 $80
Other liabilities $10 $7
Liabilities of discontinued operations $10 $7

Auto Finance In March 2010, we sold our auto finance receivable servicing operations as well as auto finance
receivables with a carrying value of $927 million, of which $379 million was purchased at estimated fair value from

HSBC Bank USA immediately prior to the sale, to Santander Consumer USA Inc. ("SC USA") for $930 million in
cash. Under the terms of the agreement, our auto finance servicing facilities in San Diego, California and Lewisville,
Texas were assigned to SC USA at the time of close and the majority of the employees from those locations were
offered the opportunity to transfer to SC USA. SC USA then serviced the remainder of our auto finance receivable
portfolio. As the receivables sold were previously classified as held for sale and written down to fair value, we
recorded a gain of $5 million ($3 million after-tax) during the first quarter of 2010 which primarily related to the sale
of the auto servicing platform and reversal of certain accruals related to leases assumed by SC USA.

In August 2010, we sold the remainder of our auto finance receivable portfolio with an outstanding principal balance
of $2.6 billion at the time of sale and other related assets to SC USA. The aggregate sales price for the auto finance
receivables and other related assets was $2.5 billion which included the transfer of $431 million of indebtedness
secured by auto finance receivables, resulting in net cash proceeds of $2.1 billion. We recorded a net loss as a result of
this transaction of $43 million ($28 million after-tax) during the third quarter of 2010. This net loss is included as a
component of loss from discontinued operations. Severance costs recorded as a result of this transaction were less than
$1 million and are included as a component of loss from discontinued operations. As a result of this transaction, our
Auto Finance business, previously included in our Consumer Segment, is now reported as discontinued operations.

The following summarizes the operating results of our Auto Finance business for the periods presented:

Year Ended December 31, 20102009 2008
(in millions)

Net interest income and other revenues(1) $219$548 $960
Loss from discontinued operations before income tax (46) (33) (324)
____________

(1) Interest expense, which is included as a component of net interest income, has
been allocated to discontinued operations in accordance with our existing
internal transfer pricing policy. This policy uses match funding based on the
expected lives of the assets and liabilities of the business at the time of
origination, subject to periodic review, as demonstrated by the expected cash
flows and re-pricing characteristics of the underlying assets.

The following summarizes the assets and liabilities of our Auto Finance business at December 31, 2010 and 2009
which are now reported as Assets of discontinued operations and Liabilities of discontinued operations in our
consolidated balance sheet. Other assets of discontinued operations at December 31, 2010 reflects current income
taxes receivable on our Auto Finance business for the 2010 tax year.

At December 31, 2010 2009
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(in millions)
Cash $- $22
Receivables, net of credit loss reserves of $172 million at
December 31, 2009 - 3,823
Receivables held for sale - 533
Deferred income tax, net 4 123
Other assets 134 327
Assets of discontinued operations $138$4,828
Long-term debt $- $778
Other liabilities 7 29
Liabilities of discontinued operations $7 $807

Prior to the sale of our remaining auto finance receivable portfolio as discussed above, in January 2009, we sold
certain auto finance receivables with an aggregate outstanding principal balance of $3.0 billion to HSBC Bank USA
for an aggregate sales price of $2.8 billion. The sales price was based on an independent valuation opinion based on
the fair values of the receivable in September 2008, the date the transaction terms were agreed upon. As a result, in the
first quarter of 2009 we recorded a gain of $7 million ($4 million after-tax) on the sale of these auto finance
receivables which is now reflected as a component of loss from discontinued operations. We continued to service
these auto finance receivables for HSBC Bank USA for a fee until the sale of our auto finance servicing operations in
March 2010.

2008 Discontinued Operations:

United Kingdom In May 2008, we sold all of the common stock of Household International Europe, the holding
company for our United Kingdom operations ("U.K. Operations") to HSBC Overseas Holdings (UK) Limited
("HOHU"), a subsidiary of HSBC. The sales price was GBP 181 million (equivalent to approximately $359 million at
the time of sale). At the time of the sale, the assets of the U.K. Operations consisted primarily of net receivables of
$4.6 billion and the liabilities consisted primarily of amounts due to HSBC affiliates of $3.6 billion. As a result of this
transaction, HOHU assumed the liabilities of our U.K. Operations outstanding at the time of the sale. Because the sale
was between affiliates under common control, the book value of the investment in our U.K. Operations in excess of
the consideration received at the time of sale which totaled $576 million was recorded as a decrease to common
shareholder's equity. Of this amount, $196 million was reflected as a decrease to additional paid-in-capital and
$380 million was reflected as a decrease to other comprehensive income (loss), primarily related to foreign currency
translation adjustments. There was no tax benefit recorded as a result of this transaction. Our U.K. Operations were
previously reported in the International Segment.

Prior to the sale of our entire U.K. operations in May 2008, we had disposed of our U.K. insurance operations in
November 2007 and our European operations in November 2006 which were part of our U.K. Operations as well as
our U.K. credit card business in December 2005. None of these individual transactions previously qualified for
discontinued operations presentation. However, as a result of reclassifying our entire remaining U.K. Operations as
discontinued, the results of these previous dispositions are now included in our discontinued operation results for all
historical periods.
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The following summarizes the operating results of our U.K. Operations for the periods presented:

Year Ended December 31, 2008
(in
millions)

Net interest income and other revenues $190
Loss from discontinued operations before income tax (14)

Canada On November 30, 2008, we sold the common stock of HSBC Financial Corporation Limited, the holding
company for our Canadian business ("Canadian Operations") to HSBC Bank Canada. The sales price was
approximately $279 million (based on the exchange rate on the date of sale). At the time of the sale, the assets of the
Canadian Operations consisted primarily of net receivables of $3.1 billion, available-for-sale securities of $98 million
and goodwill of $65 million. Liabilities at the time of the sale consisted primarily of long-term debt of $3.1 billion. As
a result of this transaction, HSBC Bank Canada assumed the liabilities of our Canadian Operations outstanding at the
time of the sale. However, we continue to guarantee the long-term and medium-term notes issued by our Canadian
business prior to the sale. As of December 31, 2010, the outstanding balance of the guaranteed notes was $1.5 billion
and the latest scheduled maturity of the notes is May 2012. Because the sale was between affiliates under common
control, the book value of the investment in our Canadian Operations in excess of the consideration received at the
time of sale which totaled $40 million was recorded as a decrease to common shareholder's equity. Of this amount,
$46 million was reflected as a decrease to additional paid-in-capital and $6 million was reflected as an increase to
other comprehensive income (loss), primarily related to foreign currency translation adjustments. There was no tax
benefit recorded as a result of this transaction. Our Canadian Operations were previously reported in the International
Segment.

The following summarizes the operating results of our Canadian Operations for the periods presented:

Year Ended December 31, 2008
(in
millions)

Net interest income and other revenues $486
Income from discontinued operations before income tax 8

4.  Receivable Portfolio Sales to HSBC Bank USA

In January 2009, we sold our General Motors MasterCard receivable portfolio ("GM Portfolio") and our Union Plus
MasterCard/Visa receivable portfolio ("UP Portfolio") with an aggregate outstanding principal balance of $6.3 billion
and $6.1 billion, respectively, to HSBC Bank USA. The aggregate sales price for the GM and UP Portfolios was
$12.2 billion which included the transfer of approximately $6.1 billion of indebtedness, resulting in net cash proceeds
of $6.1 billion. The sales price was determined based on independent valuation opinions based on the fair values of
the pool of receivables in late November and early December 2008, the dates the transaction terms were agreed upon,
respectively. As a result, during the first quarter of 2009 we recorded a gain of $130 million ($84 million after-tax) on
the sale of the GM and UP Portfolios. This gain was partially offset by a loss of $(80) million ($(51) million after-tax)
recorded on the termination of cash flow hedges associated with the $6.1 billion of indebtedness transferred to HSBC
Bank USA as part of these transactions. We retained the customer account relationships and by agreement we sell
additional receivable originations generated under existing and future accounts to HSBC Bank USA on a daily basis at
a sales price for each type of portfolio determined using a fair value which is calculated semi-annually. We continue to
service the receivables sold to HSBC Bank USA for a fee.
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As it relates to our discontinued auto finance operations, in January 2009, we sold certain auto finance receivables
with an aggregate outstanding principal balance of $3.0 billion to HSBC Bank USA for an aggregate sales price of
$2.8 billion. See Note 3, "Discontinued Operations," for additional information.

See Note 23, "Related Party Transactions," for further discussion of the daily receivable sales to HSBC Bank USA
and how fair value is determined.

5.  Strategic Initiatives

As discussed in prior filings, in prior years we performed several comprehensive evaluations of the strategies and
opportunities of our operations. As a result of these various evaluations, we discontinued all new customer account
originations except in our credit card business. There were no strategic initiatives during 2010 related to our
continuing operations. Summarized below are a number of strategic actions which were undertaken in mid-2007, 2008
and 2009 for our continuing operations as a result of our evaluations:
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2009 Strategic Initiatives  During 2009, we undertook a number of actions including the following:

>   Throughout 2009, we decided to exit certain lease arrangements and consolidate a variety of locations across the
United States. The process of closing and consolidating these facilities, which began during the second quarter of
2009, was completed during the fourth quarter of 2010. As a result, we have exited certain facilities and/or
significantly reduced our occupancy space in the following locations: Bridgewater, New Jersey; Minnetonka,
Minnesota; Wood Dale, Illinois; Elmhurst, Illinois; Sioux Falls, South Dakota and Tampa, Florida. Additionally, we
have consolidated our operations in Virginia Beach, Virginia into our Chesapeake, Virginia facility and consolidated
certain servicing functions previously performed in Brandon, Florida to facilities in Buffalo, New York and
Elmhurst, Illinois.

>   In late February 2009, we decided to discontinue new customer account originations for all products by our
Consumer Lending business and close all branch offices.

Summary of restructuring liability related to 2009 strategic initiatives  The following summarizes the changes in the
restructure liability during the year ended December 31, 2010 and 2009, respectively, relating to actions implemented
during 2009:

One-Time
Termination
and
Other
Employee
Benefits

Lease
Termination
and Associated
Costs

Other Total

(in millions)
Year ended December 31, 2010:
Restructuring liability at January 1, 2010 $10 $12 $2 $24
Restructuring costs recorded during the period 1 5 - 6
Restructuring costs paid during the period (7) (10) - (17)
Adjustments to the restructure liability during the period - (1) (2) (3)
Restructure liability at December 31, 2010 $4 $6 $- $10
Year ended December 31, 2009:
Restructuring liability at January 1, 2009 $- $- $- $-
Restructuring costs recorded during the period 79 57 11 147
Restructuring costs paid during the period (69) (45) (9) (123)
Adjustments to the restructure liability during the period - - - -
Restructure liability at December 31, 2009 $10 $12 $2 $24

2008 Strategic Initiatives  During 2008, we undertook a number of actions including the following:

> During the third quarter of 2008, closed servicing facilities located in Jacksonville, Florida and White Marsh,
Maryland in our Card and Retail Services business and redeployed these activities to other facilities in our Card and
Retail Services business.

> Reduced headcount in our Card and Retail Services business during the fourth quarter of 2008; and

> Ceased operations of Solstice Capital Group, Inc, a subsidiary of our Consumer Lending business which originated
real estate secured receivables for resale.
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Summary of Restructuring Liability Related to 2008 Strategic Initiatives  The following summarizes the changes in
the restructure liability during the years ended December 31, 2010, 2009 and 2008 relating to the actions implemented
during 2008:

One-Time
Termination
and
Other
Employee
Benefits

Lease
Termination
and
Associated
Costs

Total

(in millions)
Year ended December 31, 2010:
Restructure liability at January 1, 2010 $- $1 $1
Restructuring costs paid during the period - (1) (1)
Restructure liability at December 31, 2010 $- $- $-
Year ended December 31, 2009:
Restructure liability at January 1, 2009 $6 $4 $10
Restructuring costs paid during the period (6) (1) (7)
Adjustments to the restructuring liability during the
period - (2) (2)
Restructure liability at December 31, 2009 $- $1 $1
Year ended December 31, 2008:
Restructure liability at January 1, 2008 $- $- $-
Restructuring costs recorded during the period 10 6 16
Restructuring costs paid during the period (4) (2) (6)
Restructure liability at December 31, 2008 $6 $4 $10

2007 Strategic Initiatives  Beginning in mid-2007 we undertook a number of actions including the following:

>   Discontinued correspondent channel acquisitions of our Mortgage Services business;

>   Ceased operations of Decision One Mortgage Company;

>   Reduced Consumer Lending branch network to approximately 1,000 branches at December 31, 2007; and

>   Closed our loan underwriting, processing and collections center in Carmel, Indiana.

Summary of Restructuring Liability Related to 2007 Strategic Initiatives  The following summarizes the changes in
the restructure liability during the years ended December 31, 2010, 2009 and 2008 relating to the actions implemented
during 2007:

One-Time
Termination
and
Other
Employee
Benefits

Lease
Termination
and
Associated
Costs

Total

(in millions)
Year ended December 31, 2010:
Restructure liability at January 1, 2010 $- $14 $14

- (14) (14)
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Adjustments to the restructure liability during the
period
Restructure liability at December 31, 2010 $- $- $-
Year ended December 31, 2009:
Restructure liability at January 1, 2009 $1 $17 $18
Restructuring costs paid during the period (1) (3) (4)
Restructure liability at December 31, 2009 $- $14 $14
Year ended December 31, 2008:
Restructure liability at January 1, 2008 $17 $37 $54
Restructuring costs recorded during the period - 4 4
Restructuring costs paid during the period (9) (21) (30)
Adjustments to the restructure liability during the
period (7) (3) (10)
Restructure liability at December 31, 2008 $1 $17 $18

Summary of Strategic Initiatives  The following table summarizes the net cash and non-cash expenses recorded for all
restructuring activities during the years ended December 31, 2010, 2009 and 2008:

One-Time
Termination
and
Other
Employee
Benefits(1)

Lease
Termination
and
Associated
Costs(2)

Other(3)

Fixed Assets
and Other
Non-Cash
Adjustments(4)Total

(in millions)
Year ended December 31, 2010:
2009 Facility Closures $- $5 $- $- $5
2009 Consumer Lending Closure 1 (1) (2) - (2)
2007 Mortgage Services initiatives - (14) - - (14)
Total expense (expense release) $1 $(10) $(2) $- $(11)
Year ended December 31, 2009:
2009 Facility Closures $6 $4 $- $3 $13
2009 Consumer Lending Closure(5) 73 53 11 14 151
2008 Card and Retail Services
initiatives - (2) - - (2)
Total expense (expense release) $79 $55 $11 $17 $162
Year ended December 31, 2008:
2008 Card and Retail Services
initiatives $9 $6 $- $- $15
2008 Solstice Closure 1 - - - 1
2007 Mortgage Services initiatives (4) 2 - - (2)
2007 Consumer Lending initiatives (1) (1) - - (2)
2007 Carmel Facility closure (2) - - - (2)
Total expense (expense release) $3 $7 $- $- $10
____________

(1) One-time termination and other employee benefits are included as a component
of Salaries and employee benefits in the consolidated statement of income
(loss).

(2)
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Lease termination and associated costs are included as a component of
Occupancy and equipment expenses in the consolidated statement of income
(loss).

(3) The other expenses are included as a component of Other servicing and
administrative expenses in the consolidated statement of income (loss).

(4) Includes $32 million fixed asset write-offs during 2009, which were recorded as
a component of Other servicing and administrative expenses in the consolidated
statement of income (loss). Other expenses during 2009 also includes $3 million
relating to stock based compensation and other benefits, a curtailment gain of
$16 million and a reduction of pension expense of $2 million which were
recorded as a component of Salaries and employee benefits in the consolidated
statement of income (loss).

(5) Excludes intangible asset impairment charges of $14 million recorded during
2009.

6.  Securities

Securities consisted of the following available-for-sale investments:

December 31, 2010
Amortized
Cost

Non-Credit
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