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HSBC FINANCE CORPORATION

CHARTER OF THE
AUDIT COMMITTEE

Committee Purpose

The Audit Committee is appointed by the Board of Directors HSBC Finance Corporation
(the “ Corporation”) to assist the Board in fulfilling its oversight responsibilities to: (1)
monitor the integrity of the Corporation’s financial reporting processes and systems of
internal controls regarding internal accounting and external financia reporting; (2) review
the Corporation’s compliance with legal and regulatory requirements that may have a
material impact on the Corporation’s financial statements; and (3) monitor the
qualifications, independence and performance of the Corporation’sinternal and independent
auditors.

Committee Composition and M eetings

The Committee shall consist of not less than three voting members. In addition, Directors
who are executive officers of HSBC Holdings plc (“Group”) may serve as non-voting
members. The Chair and all voting members of the Committee shall be independent non-
executive directors. All members shall be financially literate as determined by the Board. At
least one voting member shall be an “audit committee financial expert” as defined by the
Securities and Exchange Commission.

The Committee shall meet with such frequency as it may consider appropriate (but in any
event not less than four times ayear) and shall meet periodically with the senior internal
auditing executive and the independent auditor in executive sessions. Each year, aschedule
of matters to be considered by the Committee at its scheduled meetings will be prepared and
such schedule shall be considered to be an appendix to this Charter. The Committee shall
maintain minutes of all meetings and make regular reports to the Board on all its activities
sinceitslast report.

Committee Responsibilities
The Committee shall have the following responsibilities, powers, direction and authorities:

To review and discuss with management, internal audit staff and the independent auditors
the critical accounting principles, policies and practices, significant judgments, financial
reporting and internal accounting controls and the internal audit functions of the Corporation
and its subsidiaries that could impact the integrity of the Corporation’s financial statements.

To review and discuss with management, internal audit staff and the independent auditors
the annual audited financial statements, including critical accounting policies and
disclosures made in “Management’ s Discussion and Analysis of Financial Condition and
Results of Operations” and to recommend to the Board whether the audited financial
statements should be included in the Corporation’s Form 10-K.
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To review and discuss with management, internal audit staff and the independent auditors
the Corporation’s quarterly financial statements prior to the filing of its quarterly reports on
Form 10-Q, including the results of the independent auditors' reviews of the quarterly
financia statements and disclosures made in “Management’ s Discussion and Analysis of
Financial Condition and Results of Operations” .

To provide half-yearly assurance to the Group Audit Committee that the Committee has no
reason to believe that the information contained in the Corporation’s financial statements
included in Forms 10-K and 10-Q has not been fairly stated, and such other matters as may
be agreed from time to time. The certification provided shall include a representation as to
whether Committee members are considered to be independent.

To discuss with management generally the parameters and manner of presentation of
financia information and guidance provided to rating agencies. The Committee need not
discuss in advance the particulars of any financial information or guidance provided to the
rating agencies.

To meet periodically with the Chief Compliance Officer to discuss the Corporation’s major
compliance exposures and the steps management has taken to monitor and control such
exposures, including the manner in which the regulatory and legal requirements of pertinent
jurisdictions are evaluated and addressed. The Chief Compliance Officer shall report on the
process and procedures utilized to conform the Corporation’s compliance program to Group
policies. Upon request of the Board, the Committee will provide the Board with negative
assurance as to such regulatory and legal requirements as the Committee deems possible.

To meet periodically with the Chief Risk Officer to discuss the Corporation’s major credit
and operations risks and the steps management has taken to monitor and control such risks.

To meet periodically with representatives of the Corporation’s Asset/Liability Management
Committee to discuss the Corporation’s major financial risk exposures and the steps
management has taken to monitor and control such exposures.

To review with senior management, including the General Counsel and representatives of
the Corporation’s Disclosure Committee, guidelines and policies to govern the process for
assessing and managing other risk topics, including regulatory compliance risk, litigation
risk, and reputational risk. The Committee will review materials as the Disclosure
Committee may request, including reports and minutes of the Disclosure Committee.

To review reports from management of the steps it has taken to monitor and control
exposures to other selected risks.

To review and discuss with management, the independent auditor and the internal audit
staff, the adequacy and effectiveness of the Corporation’sinternal financial controls and the
Corporation’ s disclosure controls and procedures, and management reports thereon. Inits
review of adequacy and effectiveness of the Corporation’sinternal financial control system,
the Committee will consider the adequacy of resources, qualifications and experience of
staff of the accounting and financial reporting function, and their training programs and
budget. The Committee shall review management’ s quarterly representation letter to the
independent auditor to determine that the independent auditor is advised of any significant
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deficiencies, aswell as material weaknesses in internal controls of which the Committeeis
aware.

To review the terms of engagement of the independent auditor and to discuss with the
independent auditor its audit plans and procedures, including the general approach, scope
and timing of the audit of the Corporation and its subsidiaries.

To review and discuss with the independent auditor the matters required to be discussed by
Statement on Auditing Standards No. 61 relating to the conduct of the annual audit.

To review the independent auditor’ s management letter, management’ s response, and the
status of action taken in response to the findings of the independent auditor.

To review and monitor the qualifications, competence, objectivity and independence of the
independent auditor, which review shall include review of areport from the independent
auditor at least annually regarding: (a) the independent auditor’sinternal quality control
procedures; (b) any material issues raised by its most recent quality control review, or a peer
review of the auditor, or by any inquiry or investigation by government or professional
authorities within the preceding five years with respect to one or more independent audits by
the independent auditor; (c) any steps taken to deal with any such issues; and (d) all

rel ationships between the independent auditor and the Corporation.

To appoint, re-appoint and remove the independent auditor, subject in each case to
acknowledgment by the Board and ratification by the Corporation’s common sharehol der.

To oversee the rotation of the lead (or coordinating) audit partners having primary
responsibility for the audit and the audit partner responsible for reviewing the audit, as
required by law.

In accordance with procedures approved by the Committee, to approve all feesto be paid to
the independent auditor and to approve in advance all auditing services and permissible non-
audit services (including the fees and terms thereof) to be performed by the independent
auditor. The Committee will employ standards for non-audit services that are no less
restrictive than Group policies. Preapproval authority may be delegated to one or more
members of the Committee. As part of the approval required by this paragraph, the
Committee (or its delegate) shall require written assurance that such service and fees have
been approved in accordance with the HSBC Guidelines for Services Performed by
Independent Auditors asin effect from time to time.

To establish policies for the Corporation’s hiring of partners, directors and employees or
former partners, directors and employees of the independent auditor and to review the
quarterly reports provided by the Chief Financial Officer regarding any such persons hired
by the Corporation or its subsidiaries pursuant to the Corporation’s Policy for Hiring
Employees and Former Employees of the Independent Auditor. Such policies shall be at
least as restrictive as Group policies.

To review the Corporation’s monitoring compliance with the Statement of Business
Principles.



21)  Toreview the budget, plan, changesin plan, activities, organization and qualifications of
the internal audit department, as necessary or advisable in the Committee’ s judgment.

22)  Toreview and monitor the effectiveness of the internal audit department, monitor
coordination between the internal and independent auditors and obtain assurances that the
internal audit function has appropriate standing within the Corporation and is free from
management or other restrictions.

23)  Toconsider findings of major internal investigations, including in respect of internal control
matters, and management’ s response, and to receive reports regarding any fraud, regardless
of materiality, that involves management or other employees who have a significant role in
the Company’sinternal controls over financial reporting.

24)  Toreview the periodic reports from the internal audit department that include an assessment
on the adequacy and effectiveness of the Corporation’s processes for controlling its activities
and managing risks.

25)  To approve the appointment and replacement of the senior internal auditing executive, and
the annual key objectives and performance review of the executive.

26)  Toreview the composition, powers and responsibilities of audit committees of the
Corporation’s subsidiaries and the minutes of meetings of those committees, as well as
significant matters considered by such subsidiary audit committees

27)  Toestablish procedures for the receipt, retention and treatment of complaints regarding
accounting, internal accounting controls or auditing matters and for the confidential,
anonymous submission by employees of concerns regarding questionable accounting or
auditing matters.

28) Initsdiscretion, to retain special counsel, advisors, accounting experts, or other consultants
and to consider from time to time any other matters which the Committee believes are
required of it in keeping with its responsibilities.

29) Toengagein an annua self-assessment with the goal of continuing improvement, and to
review and reassess the adequacy of this charter at least annually and recommend any
proposed changes to the Board for approval.

30) To perform any other duties or responsibilities expressly delegated to the Committee by the
Board from time to time.

While the Audit Committee has the responsibilities and powers set forth in this Charter, it is not the
duty of the Audit Committee to plan or conduct audits or to determine that the Corporation's
financia statements are complete and fairly presented in all material respects in accordance with
generally accepted accounting principles. Thisisthe responsibility of management and the
independent auditor. Nor isit the duty of the Audit Committee to conduct investigations or to
otherwise assure compliance with laws and regulations and the Corporation's Statement of Business
Principles.
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