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This document, the accompanying Base Disclosure Statement, and any relevant Terms and Condltlons are not an
offer to sell and it is not an offer to buy interests in any of the securities comprising the S&P 500° Daily Risk Control
5% Excess Return Index (the “Index”). All disclosures contained in this document regarding the Index, including its
make-up, method of calculation and changes in its components, are derived from publicly available information.
That information reflects the policies of and is subject to change by, S&P Dow Jones Indices LLC. S&P
Dow Jones Indices LLC has no obligation to continue to publish, and may discontinue the publication of
the Index at any time.

Below is a description of the material terms of the Index. The information contained herein is furnished as a matter
of information only. Neither we nor any of our affiliates has undertaken any independent review or due diligence of
such information.

The S&P 500° Daily Risk Control 5% Excess Return Index

The Index is designed to track the return of the S&P 500 Total Return Index (“SPXT") in excess of the overnight U.S.
dollar overnight LIBOR interest rate. The Index is rebalanced and reweighted daily between the SPXT and a
borrowing cost component, in order to seek to maintain a target volatility of 5%.

The Index is intended to provide a performance benchmark for the U.S. equity markets, while seeklng greater stability
and a reduction in the overall risk level of the SPXT. The Index utilizes the existing S&P 500® Index methodology,
plus an overlying mathematical algorithm designed to control the level of risk of the SPXT by establishing a specific
volatility target and dynamically adjusting the exposure to the SPXT based on its observed historical volatility. If the
risk level reaches a higher threshold, the cash level is increased in order to maintain the target volatility. If the risk
level is lower, then the Index will employ leverage to maintain the target volatility.

The Index is designed to track an unfunded investment in the SPXT. In other words, the Index calculates the return
on an investment in the SPXT where the investment was made through the use of borrowed funds. Thus, the return
of the Index will be equal to that of the SPXT less the associated borrowing costs. The Index represents a portfolio
consisting of the SPXT and a borrowing cost component accruing interest based on the overnight U.S. dollar LIBOR
interest rate. The Index is rebalanced and reweighted daily between the SPXT and a borrowing cost component, in
order to seek to maintain the target volatility of 5%. There are no guarantees that the Index will achieve its stated
targets.

For information related to the criteria for inclusion in the SPXT and |nformat|on on how the SPXT is calculated, please
refer to “—The S&P 500° Total Return Index” and “—The S&P 500® Index” below.

The return of the Index consists of two components: (1) the return on the position in the SPXT and (2) the associated
borrowing costs of the investment funds, depending upon whether the position is leveraged or deleveraged. For
example, if the exposure to the SPXT is 80%, the remaining 20% will not accumulate borrowing costs in the Index. If
the leverage factor is greater than 100%, the full exposure will be charged borrowing costs, which are deducted from
the Index.

As an excess return index, the Index represents an unfunded position in the SPXT. The borrowing rate is generally
based on the overnight U.S. dollar LIBOR interest rate. S&P Dow Jones Indices LLC may use other successor
interest rates if the overnight U.S. dollar LIBOR interest rate cannot be obtained. A 360-day year is assumed for the
interest calculations in accordance with U.S. banking practices.

The Index is dynamically adjusted to target a 5% level of volatility. Volatility is calculated as a function of historical
returns, which uses exponential weightings to give more significance to recent observations. Short- and long-term
measures of volatility are used to cause the Index to deleverage quickly, but increase exposure more gradually on a
relative basis. The short-term and long-term decay factors, which are numbers greater than zero and less than one
that determine the weight of each daily return in the calculation of historical variance, are 0.94 (94%) and 0.97 (97%),
respectively. If the risk level reaches a higher threshold, the cash level is increased in order to maintain the target
volatility. If the risk level is lower, then the Index will employ leverage to maintain the targeted level of volatility.
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The Index includes a leverage factor that changes based on realized historical volatility. A leverage factor greater than 1
represents a leveraged position and a leverage factor less than 1 represents a deleveraged position. The maximum leverage
factor the Index may have is 1.50 (150%).

Calculation of Index Return

The formula for calculating the return of the Index is as follows:
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The Index Value at time t can then be calculated as:
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Substituting the first equation above into the second equation and expanding yields:
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Where:

Interest Rater.; = the interest rate set for the Index. The interest rate is the overnight U.S. dollar LIBOR interest rate. A 360-day
year is assumed for the interest calculations in accordance with U.S. banking practices.

D1+ = the number of calendar days between day t-1 and day t

rb = the last Index rebalancing date

K = the leverage factor, calculated as:

Min(Max K, Target Volatility/Realized Volatilityp.q)

Underlying Index; = the level of the SPXT on day t

Underlying Indexy, = the level of the SPXT as of the previous rebalancing date
Max K = the maximum leverage factor allowed in the Index (150%)

Target Volatility = the target level of volatility set for the Index (5%)

Realized Volatility,. = The historical realized volatility of the SPXT as of the close of d trading days prior to the previous
rebalancing date rb, where a trading day is defined as a day on which the SPXT is calculated.

Realized Volatility; = The historical realized volatility of the Index. The realized volatility measure used for the Index is
an exponentially weighted moving average historical volatility measure.

d = The number of days between when volatility is observed and the rebalancing date. For example, if d = 2, the
historical volatility of the SPXT as of the close two days prior to the rebalancing date will be used to calculate the
leverage factor K.

Calculation of Volatility

The realized volatility is calculated as the maximum of two exponentially weighted moving averages, one measuring short-term
and one measuring long-term volatility.

Realized Volatility; = Max (Realized Volatilitys, Realized Volatility, ;)



Where:

S,t = The short-term volatility measure at time t, calculated as:
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L.t = The long-term volatility measure at time t, calculated as:
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To = the start date for the Index

n = the number of days inherent in the return calculation used for determining volatility. If n = 1 daily returns are used,
while if n = 2 two day returns are used, and so forth.

m = the N" trading date prior to To
N = the number of trading days observed for calculating initial variance as of the start date of the Index.

As = The short-term decay factor used for exponential weighting. The decay factor is a number greater than zero and
less than one that determines the weight of each daily return in the calculation of historical variance. The short-term
decay factor for the Index is 94%.

AL = The long-term decay factor used for exponential weighting. The decay factor is a number greater than zero and
less than one that determines the weight of each daily return in the calculation of historical variance. The long-term
decay factor for the Index is 97%.

as,m, = Weight of date t in the short-term volatility calculation, as calculated based on the following formula:

Os, =(1-As )*As
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aLmi = Weight of date t in the long-term volatility calculation, as calculated based on the following formula:
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The interest rate, maximum leverage, target volatility and decay factors are defined in relation to the Index and are generally
held constant throughout the life of the Index. The leverage position changes at each rebalancing based on changes in realized
volatility. There is a two-day lag between the calculation of the leverage factor, based on the ratio of target volatility to realized
volatility, and the implementation of that leverage factor in the Index.

The S&P 500° Total Return Index

We have derived all information contained in this document regarding the SPXT, including, without limitation, its make-up,
method of calculation and changes in its components, from publicly available information, without independent verification. This
information reflects the policies of, and is subject to change by, S&P Dow Jones Indices LLC. S&P Dow Jones Indices LLC has
no obligation to continue to publish, and may discontinue the publication of, the SPXT.

The SPXT represents the total return earned on a portfolio that tracks the S&P 500 Index (“SPX"), and reinvests dividend
income in the SPX, not in the specific stock paying the dividend. In the SPX, changes in the index level reflect changes in stock
prices. In the SPXT, changes in the index level reflect both movements in stock prices and the reinvestment of dividend income.

The SPXT is calculated from the SPX and daily total dividend returns. The first step is to calculate the total dividend paid on a
given day and convert this figure into points of the SPX:

TotalDailyDividend = Z Dividend, * Shares,

where Dividend is the dividend per share paid for stock i and Shares are the shares of the stocks composing the SPX. This is
done for each trading day. Dividend; is generally zero, except for four times a year when it goes ex-dividend for the quarterly
dividend payment. Some stocks do not pay a dividend and Dividend is always zero. Total Daily Dividend is measured in dollars.
This is converted to index points by dividing by the divisor for the SPX:

TotalDailyDividend
Divisor

IndexDividend =

The next step is to apply the usual definition of a total return from a financial instrument to the SPX. The first equation below
gives the definition. The second equation below applies it to the SPX:
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where the Total Return and the daily total return for the index (DTR) is stated as a decimal. The DTR is used to update the
SPXT from one day to the next:

Total Return Index, = (Total Return Index,_, )*(1+ DIR, )

The SPXT reflects both ordinary and special dividends. Ordinary cash dividends are applied on the ex-date in calculating the
SPXT. Special dividends are those dividends that are outside of the normal payment pattern established historically by the
issuer of the stocks composing the SPX. These may be described by the issuer as “special,” “extra,” “year-end,” or “return of
capital.” Whether a dividend is funded from operating earnings or from other sources of cash does not affect the determination
of whether it is ordinary or special. Special dividends are treated as corporate actions with offsetting price and divisor
adjustments.



The S&P 500% Index

The SPX is intended to provide an indication of the pattern of common stock price movement. The calculation of the level of the
SPX, discussed below in further detail, is based on the relative value of the aggregate Market Value (as defined below) of the
common stocks of 500 companies as of a particular time compared to the aggregate average Market Value of the common
stocks of 500 similar companies during the base period of the years 1941 through 1943. S&P Dow Jones Indices LLC chooses
companies for inclusion in the SPX with the aim of achieving a distribution by broad industry groupings that approximates the
distribution of these groupings in the common stock population of the Standard & Poor’s Stock Guide Database, which S&P
Dow Jones Indices LLC uses as an assumed model for the composition of the total market. S&P Dow Jones Indices LLC may
from time to time in its sole discretion, add companies to or delete companies from, the SPX to achieve these objectives.

Relevant criteria employed by S&P Dow Jones Indices LLC include the viability of the particular company, the extent to which
that company represents the industry group to which it is assigned, the extent to which the market price of that company’s
common stock is generally responsive to changes in the affairs of the respective industry and the market value and trading
activity of the common stock of that company. Ten main industry groups comprise the SPX: Information Technology, Financials,
Consumer Staples, Health Care, Energy, Industrials, Consumer Discretionary, Utilities, Materials and Telecommunication
Services. Changes in the SPX are reported daily in the financial pages of many major newspapers, on Bloomberg Professional®
service under the symbol “SPX” and on S&P Dow Jones Indices LLC’s website. Information contained in S&P Dow Jones
Indices LLC’s website is not incorporated by reference in, and should not be considered a part of, this document.

Computation of the SPX

Prior to March 2005, the Market Value of a component stock was calculated as the product of the market price per share and
the total number of outstanding shares of the component stock. In March 2004, S&P Dow Jones Indices LLC announced that it
would transition the SPX to float adjusted market capitalization weights. The transition began in March 2005 and was completed
in September 2005. S&P Dow Jones Indices LLC'’s criteria for selecting stocks for the SPX was not changed by the shift to float
adjustment. However, the adjustment affects each company’s weight in the SPX (i.e., its Market Value). Currently, S&P Dow
Jones Indices LLC calculates the SPX based on the total float-adjusted market capitalization of each component stock, where
each stock’s weight in the SPX is proportional to its float-adjusted Market Value.

Under the float adjustment, the share counts used in calculating the SPX reflect only those shares that are available to
investors, not all of a company’s outstanding shares. The float adjustment excludes shares that are closely held by control
groups, other publicly traded companies or government agencies.

All shareholdings representing more than 5% of a stock’s outstanding shares, other than holdings by “block owners,” are
removed from the float for purposes of calculating the SPX. Generally, these “control holders” will include officers and directors,
private equity, venture capital and special equity firms, other publicly traded companies that hold shares for control, strategic
partners, holders of restricted shares, ESOPs, employee and family trusts, foundations associated with the company, holders of
unlisted share classes of stock, government entities at all levels (other than government retirement/pension funds) and any
individual person who controls a 5% or greater stake in a company as reported in regulatory filings. However, holdings by block
owners, such as depositary banks, pension funds, mutual funds and ETF providers, 401(k) plans of the company, government
retirement/pension funds, investment funds of insurance companies, asset managers and investment funds, independent
foundations and savings and investment plans, will ordinarily be considered part of the float.

Treasury stock, stock options, restricted shares, equity participation units, warrants, preferred stock, convertible stock, and
rights are not part of the float. Shares of a U.S. company traded in Canada as exchangeable shares are normally part of the
float unless those shares form a control block. If a company has multiple classes of stock outstanding, shares in an unlisted or
non-traded class are treated as a control block.

For each stock, an investable weight factor (“IWF”) is calculated by dividing the available float shares, defined as the total
shares outstanding less shares held in one or more of the three groups listed above where the group holdings exceed 5% of the
outstanding shares, by the total shares outstanding. The float-adjusted index is then calculated by dividing the sum of the IWF
multiplied by both the price and the total shares outstanding for each stock by an index divisor (the “Divisor”). For companies
with multiple classes of stock, S&P Dow Jones Indices LLC calculates the weighted average IWF for each stock using the
proportion of the total company market capitalization of each share class as weights.

The SPX is also calculated using a base-weighted aggregate methodology: the level of the SPX reflects the total Market Value
of all the component stocks relative to the SPX base period of 1941-43. The daily calculation of the SPX is computed by
dividing the Market Value of the SPX component stocks by a Divisor, which is adjusted from time to time as discussed below.

The simplest capitalization weighted index can be thought of as a portfolio consisting of all available shares of the stocks in the
index. While this might track this portfolio’s value in dollar terms, it would probably yield an unwieldy number in the trillions.
Therefore, the actual number used in the SPX is scaled to a more easily handled number, currently in the thousands, by
dividing the portfolio Market Value by the Divisor.



Ongoing maintenance of the SPX includes monitoring and completing the adjustments for additions and deletions of the
constituent companies, share changes, stock splits, stock dividends and stock price adjustments due to company restructurings
or spin-offs. Continuity in the level of the SPX is maintained by adjusting the Divisor for all changes in the SPX constituents’
share capital after the base period of 1941-43 with the level of the SPX as of the base period set at 10. Some corporate actions,
such as stock splits and stock dividends do not require Divisor adjustments because following a stock split or stock dividend,
both the stock price and number of shares outstanding are adjusted by S&P Dow Jones Indices LLC so that there is no change
in the Market Value of the component stock. All stock split and dividend adjustments are made after the close of trading on the
day before the ex-date.

To prevent the level of the SPX from changing due to corporate actions, all corporate actions which affect the total Market
Value of the SPX also require a Divisor adjustment. By adjusting the Divisor for the change in total Market Value, the level of
the SPX remains constant. This helps maintain the level of the SPX as an accurate barometer of stock market performance and
ensures that the movement of the SPX does not reflect the corporate actions of individual companies in the SPX. All Divisor
adjustments are made after the close of trading and after the calculation of the closing levels of the SPX. As noted in the
preceding paragraph, some corporate actions, such as stock splits and stock dividends, require simple changes in the common
shares outstanding and the stock prices of the companies in the SPX and do not require Divisor adjustments.

The table below summarizes the types of index maintenance adjustments and indicates whether or not a Divisor adjustment is
required.

Divisor
Type of Corporate Action Comments Adjustment

Company added/deleted N_et_ change in market value determines Yes
Divisor adjustment.

Change in shares outstanding Any combination of secondary issuance, Yes

share repurchase or buy back—share

counts revised to reflect change.

Stock split Share count revised to reflect new count. No
Divisor adjustment is not required since the
share count and price changes are
offsetting.

Spin-off If spun-off company is not being added to Yes
the index, the divisor adjustment reflects
the decline in Index Market Value (i.e., the
value of the spun-off unit).

Spin-off Spun-off company added to the index, no No
company removed from the index.

Spin-off Spun-off company added to the index, Yes
another company removed to keep number
of names fixed. Divisor adjustment reflects
deletion.

Change in IWF Increasing (decreasing) the IWF increases Yes
(decreases) the total market value of the
index. The Divisor change reflects the
change in market value caused by the
change to an IWF.

Special dividend When a company pays a special dividend Yes
the share price is assumed to drop by the
amount of the dividend; the divisor
adjustment reflects this drop in Index
Market Value.



Divisor
Type of Corporate Action Comments Adjustment

Rights offering Each shareholder receives the right to buy Yes
a proportional number of additional shares
at a set (often discounted) price. The
calculation assumes that the offering is
fully subscribed. Divisor adjustment reflects
increase in market cap measured as the
shares issued multiplied by the price paid.

Each of the corporate events exemplified in the table requiring an adjustment to the Divisor has the effect of altering the Market
Value of the component stock and consequently of altering the aggregate Market Value of the SPX component stocks (the
“Post-Event Aggregate Market Value”). In order that the level of the SPX (the “Pre-Event Index Value”) not be affected by the
altered Market Value (whether increase or decrease) of the affected component stock, a new Divisor (“New Divisor”) is derived
as follows:

Post-Event Aggregate Market Value _ Pre-Event Index Value
New Divisor
New Divisor — Post-Event Aggregate Market Value

Pre-Event Index Value

Another large part of the SPX maintenance process involves tracking the changes in the number of shares outstanding of each
of the companies whose stocks are included in the SPX. Four times a year, on a Friday close to the end of each calendar
quarter, the share totals of companies in the SPX are updated as required by any changes in the number of shares outstanding
and then the SPX Divisor is adjusted accordingly. In addition, changes in a company’s shares outstanding of 5% or more due to
mergers, acquisitions, public offerings, private placements, tender offers, Dutch auctions or exchange offers are made as soon
as reasonably possible. Other changes of 5% or more (due to, for example, company stock repurchases, redemptions, exercise
of options, warrants, conversion of preferred stock, notes, debt, equity participations or other recapitalizations) are made
weekly, and are announced on Fridays for implementation after the close of trading on the following Friday (one week later). If a
5% or more change causes a company’s IWF to change by 5 percentage points or more (for example from 0.80 to 0.85), the
IWF will be updated at the same time as the share change, except IWF changes resulting from partial tender offers will be
considered on a case-by-case basis. Changes to an IWF of less than 5 percentage points are implemented at the next IWF
review, which occurs annually. In the case of certain rights issuances, in which the number of rights issued and/or terms of their
exercise are deemed substantial, a price adjustment and share increase may be implemented immediately.

License Agreement with S&P Dow Jones Indices LLC

We or one of our affiliates has entered into a nonexclusive license agreement providing for the license to it, in exchange for a
fee, of the right to use indices owned and published by S&P Dow Jones Indices LLC in connection with some products,
including the CDs.

Standard & Poor's® and S&P® are registered trademarks of Standard & Poor’s Financial Services LLC (“S&P”); Dow Jones® is a
registered trademark of Dow Jones Trademark Holdings LLC (“Dow Jones”); and these trademarks have been licensed for use
by S&P Dow Jones Indices LLC. “Standard & Poor's®,” “S&P 500®” and “S&P®™” are trademarks of S&P and have been licensed
for use by S&P Dow Jones Indices LLC and its affiliates and sublicensed for certain purposes by the Issuer. The Index is a
product of S&P Dow Jones Indices LLC, and has been licensed for use by the Issuer.

The CDs are not sponsored, endorsed, sold or promoted by S&P Dow Jones Indices LLC, Dow Jones, S&P or any of their
respective affiliates (collectively, “S&P Dow Jones Indices”). S&P Dow Jones Indices makes no representation or warranty,
express or implied, to the depositors of the CDs or any member of the public regarding the advisability of investing in certificates
of deposit generally or in the CDs particularly or the ability of the Index to track general market performance. S&P Dow Jones
Indices’ only relationship to the Issuer with respect to the Index is the licensing of the Index and certain trademarks, service
marks and/or trade names of S&P Dow Jones Indices. The Index is determined, composed and calculated by S&P Dow Jones
Indices without regard to the Issuer or the CDs. S&P Dow Jones Indices has no obligation to take the needs of the Issuer or the
depositors of the CDs into consideration in determining, composing or calculating the Index. S&P Dow Jones Indices is not
responsible for and has not participated in the determination of the prices, and amount of the CDs or the timing of the issuance
or sale of the CDs or in the determination or calculation of the equation by which the CDs are to be converted into cash. S&P
Dow Jones Indices has no obligation or liability in connection with the administration, marketing or trading of the CDs. There is
no assurance that investment products based on the Index will accurately track index performance or provide positive
investment returns. S&P Dow Jones Indices LLC is not an investment advisor. Inclusion of a security within the Index is not a
recommendation by S&P Dow Jones Indices to buy, sell, or hold such security, nor is it considered to be investment advice.
Notwithstanding the foregoing, CME Group Inc. and its affiliates may independently issue and/or sponsor financial products



unrelated to the CDs currently being issued by the Issuer, but which may be similar to and competitive with the CDs. In
addition, CME Group Inc. and its affiliates may trade financial products which are linked to the performance of the Index. It is
possible that this trading activity will affect the value of the Index and the CDs.

S&P DOW JONES INDICES DOES NOT GUARANTEE THE ADEQUACY, ACCURACY, TIMELINESS AND/OR THE
COMPLETENESS OF THE INDEX OR ANY DATA RELATED THERETO OR ANY COMMUNICATION, INCLUDING BUT NOT
LIMITED TO, ORAL OR WRITTEN COMMUNICATION (INCLUDING ELECTRONIC COMMUNICATIONS) WITH RESPECT
THERETO. S&P DOW JONES INDICES SHALL NOT BE SUBJECT TO ANY DAMAGES OR LIABILITY FOR ANY ERRORS,
OMISSIONS, OR DELAYS THEREIN. S&P DOW JONES INDICES MAKES NO EXPRESS OR IMPLIED WARRANTIES, AND
EXPRESSLY DISCLAIMS ALL WARRANTIES, OF MERCHANTABILITY OR FITNESS FOR A PARTICULAR PURPOSE OR
USE OR AS TO RESULTS TO BE OBTAINED BY THE ISSUER, DEPOSITORS OF THE CDS, OR ANY OTHER PERSON OR
ENTITY FROM THE USE OF THE INDEX OR WITH RESPECT TO ANY DATA RELATED THERETO. WITHOUT LIMITING
ANY OF THE FOREGOING, IN NO EVENT WHATSOEVER SHALL S&P DOW JONES INDICES BE LIABLE FOR ANY
INDIRECT, SPECIAL, INCIDENTAL, PUNITIVE, OR CONSEQUENTIAL DAMAGES INCLUDING, BUT NOT LIMITED TO,
LOSS OF PROFITS, TRADING LOSSES, LOST TIME OR GOODWILL, EVEN IF THEY HAVE BEEN ADVISED OF THE
POSSIBLITY OF SUCH DAMAGES, WHETHER IN CONTRACT, TORT, STRICT LIABILITY, OR OTHERWISE. THERE ARE
NO THIRD PARTY BENEFICIARIES OF ANY AGREEMENTS OR ARRANGEMENTS BETWEEN S&P DOW JONES INDICES
AND THE ISSUER, OTHER THAN THE LICENSORS OF S&P DOW JONES INDICES.
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This document is issued by HSBC Bank USA, National Association, which is chartered as a national banking association under the laws of
the United States. As used herein, references to “the Issuer”, “we”, “us” “our” and “the Bank” are to HSBC Bank USA, National Association.
The circulation and distribution of this document in certain countries may be restricted by law. Persons into whose possession this
document may come are required to inform themselves of and to observe any such restrictions. This document and the accompanying Base
Disclosure Statement do not constitute an offer or solicitation at any time to any person in any jurisdiction in which such offer or solicitation is
not authorized or to any person to whom it is unlawful to make such offer or solicitation.

The contents of this document and the accompanying Base Disclosure Statement are confidential and may not be reproduced or further
distributed to any person or entity, whether in whole or in part, for any purpose. The material contained in this document is for information
only and does not constitute investment, legal, tax or other advice or a recommendation to any reader of this material to buy or sell
investments. Neither HSBC Bank USA, National Association nor its affiliates can be held responsible for any investment or disinvestment
decision taken on the basis of the commentary and/or analysis in this document.

HSBC Bank USA, National Association has based this document on information obtained from sources that it believes to be reliable but it
has not independently verified. Care has been taken to ensure the accuracy and completeness of this presentation, but HSBC Bank USA,
National Association and HSBC Group accepts no responsibility for any errors or omissions contained therein. The information contained
in this document is subject to change without notice. It is intended for discussion only and shall not be capable of creating any contractual
or other legal obligations on the part of HSBC Bank USA, National Association or any other HSBC Group company.
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