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Governance, Regulation and Supervision (continued)

The Monetory Amhoricy may revoke gahormaation is the event of an instiluton's nan-
complance with the: provisions of the Banking Ondimance. These provisions require, amosg
ther things, the famashing of accurmie reparis.

The Hanking Crdinance requires that banks subnit o thi Monsary Asthorily certain
retgema and other infoewation and establishes cenain maninvem standards aed ratics relatisg
i capiinl pdequacy (s below), [guidity, capitalisation, Emitatsons on shareboldings,
EXPOSUNS B BEY ONE CUSLOMET, Wisecured advandes o peraoes affiliated with the benk and
hiddings of interesls im lamd, with which banks mest comply.

Hong Kong fully implememad the capleal adeguacy standards esiahlished by the Basel
Accord In 1959, The Banking Ordinancs currenthy prowvides that banks incorporated in Hong
Eaong maintaim & caplinl adsgquacy ratic (ealculabsd & (e ralio, exprossed a5 2 percenlage, of
its copital base io s risk-welghied exposursh of sl least B per cont. For banks with
subsidiaries. the Monetary Auchority i3 empowensd 1 ragpsing el the mtio be caloulated oo
& consalidaied hasis, or on boih eomnseldaed and nnconsolidad bases, IT cincumstances
regure, the Mosetary Authocicy is emposensd m incresse the minismm cagilal sdequacy
ratio (1o up ea 12 per cent for fully-licensed banks and 16 per cent for deposic-taking
companies s restricted-licence banks), after consultation with the bank.

The: marketing of; dealing in and provision of advice and ssel manegement services In
refaiian io securities i Hong Bong ere subdgect o the prowisions of the Securities and Fulures
Cirdinance of Hang Eong (Crapeer 371) (the 'Seeurithes and Funpes Dnfingsce’), Entilics
engaging in activities regulated by the Secusities and Funses Ondinance are regained o be
liinaid. The Monetary Autharity is the primary regulaior for banks involved i the
spcarities business, while the Securities and Perores Commission is the regalsor for nos-
hanking entitles.

US reguilation and supervision

HEBL is subject o exnensive fedemal and state supervision and regulation in the U5, Baking
lows ond regularions of the Peafersl Reseroe Board, (he Pederal Deposit Insurance
Corpormtion { 'FLIC' ) and the Office of the Comgaroller of Cameney ("00C) goven many
mpests of HSAC s L5 busingss.

hetpsfeewow see, povvf Archivesfed garidata’ | 0891 13000102 123 1080001 91 MTE488 3204 b

Page 42 of 741

Crompasy Act of 1956 (the ‘BHC A a8 a nesal of itx ownership of HSBC Bank US A, HERC
Hank LISA i8 & naticnally-chistersd commencial bank amd & member of the Faleral Reserve
Symem, HSBRC Baadk U5A (= the surviving instirotes of the 1 fuly 2004 menger of HABC
Hank USA and HSELC Rank & Truss (Delaware) WA, HERO &lso pwns Hewsshold Hank
(5B WA, (“Househai Bank®), n natienaily chamered ‘credin cand bank” which |5 alsoa
member of the Federl Reserve Sysiem, Body HARC Bank U5 A and Househaodd Bank are
subject o regulation, supervisicn and examination by the OCC, The deposiis of HEBC Bank
USA ond Household Bank are insuered by the FDIC and bath banks are sobject 1o relevant
FDC regulaton. Om ] January 2004, HSBC farmed 2 new campany to bald all of #s Mordh
American operations, mckading these two banks. This company, called HSBC Marth
America Holdings Inc. {'HMAH') is akso 2 'bank helding company” ; under the BHC A, by
wirme of (5 cwmershilp and conered of HSBC Bank USa.

The BHCA and the International Banking Actof 1978 (IRA') impose ceriain limics sed
regairements an the US activities and investments af HSBC, HNAH, and cerlain companics
in which: they hald dimsct ar indirsct investmenls. HSBC is alsa a *gualifying Foncign banking
orpamisation” under Fideral Reservs Board negulations, and & such, may eagige wichin e
United Stales in cortain limaled non-basking sciivites and kol cemain @vesiments tha
would athersise non be permissible umder U5 kaw, Prior w13 March 2000, the BHCA
penezally proabited HEBC froin acquiring, Gy of imfineeily, ownership o contral of
meomy than § per contof e woting shares af any company engagal in the LIS i scriviibes
ciber than banking and cestais activities closely relaed o banking. On chas dase HERC
becaie i finsscial Bokling comgany ("FHC'} under the Gramm-Leach-Bliley Act ("GLBA)
amendments & the BHOA, enabling it s ofTer 4 more compdens bine of flsancinl producis
andl services. LUpom iis formation, HNSH also regisened as an FHC, HSBC and HNAH's
ahility 1o engage in expasded fimancial scoivites as FHCs depend upoa HSBC and HMNAH
canimming o mest cenain criterin set forth in the BHC A, incheding requirements that is USs
depositary insimucien subsidiaries, HSBC Bank USA and Hearsehold Bank, be “well-
capimlized” and "wellonanaged’, and thas such instmubons hove achieved & least a
saiisfacinry record in meeting community credit eeeds during thear most recent exammations
pursuant o the Community Beinvestmeni Act. These roquiremesits also apply to 'Wells Fargi
HEBC Trade Bank, M.4., in wioch HSBC and HNAH bave & 20 pir conl voling inferes in
equiry capieal and a 40 per cent
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HEBC and fis US opermiogs are subjest 1o supervision, regulation aad examization by~ 22
the Pederal Ressrve Boand because HSBC i a bank holdimg company under the US Bank

Hulding S
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S&PS00 was up abous 9 per cent from the beginning of the year. Over approximasely the
same pericad, the vakoe of the LS dallar fell, neaching 1IS51.35 to the sero by the end of
Drecemiibesr.

In Canadn, annualised GOP grosth slowed to 2.7 per cenl in the first quarter of 2004
froen 5.3 per cent i the fisal quaner of B3, lagely because of & fall in stockbeiding,
Coosamer spending and investment growth began the year sroegly. Bowever, the Bank of
Canzda ("Bel'} cut istesest ealis (s Emes in the first half of 2004 in respense oo law
inflatica and currency appreciation. With the global sconomy recovermg axd Conedizn GIF
growih having rebounded i 3.% per cenr in the second gearter, the BoC stared to reverse s
palicy. ruising mies by 15 basks polnes In both Seplenber and Oclober. Goowih remained
robmst im the second kalf of the year with consumer spending accelersting. Impont growih
was significamt, panly reflecting a very large build-up of inventory in the third quarter, much
of il related oo the awio secoor. Ahthough imflason picked up & linde, the BoC kept mies oo
hald im November and December, hecsnse of concems aboul the impact of a stronger
Uanifian dallar, This befi tee overnight moie a2 2.5 per cean, sl below the rage al whach i
started the vear.

Mexicn's macro-atonomic fedamentals remained sirpng i 200k, with vear-om-vear
ODF growth of d.4 per cent in line with thes of the LS, Al yefr-cnd, the Gscal acooamis were
showing relatively bow deficits belped by the wisdfall of bigh oil prices. Driven by oil
receipts ond 2 nied level of workers” remittances, the current acomml deficit
shrank o0 & figare bolow the level of reinvested eamings fromn eosting Toreipn direa
invisstment. Inflatics incressed from 4.0 per cent at che end of 2003 80 5.2 per cenl is 2004,
ik i resRll of increases in extemal energy and food prices, bur remained manageable, HSBC
antscipabes that inflation will be reduced in 2003 dwe 10 a resrictive moeneary palicy, and
thet moderate w stromg GOF growish sill contine with a mildly appeeciating curmency.

i 1 July 2004, HSBC Bank USA, Inc. cansclidased iis banking operaticns omder o

sangle nitivnal chester, fallowing approval from the Office of Comgaraller of Curmency, This
enafikixd the néwdy fommed HSBC Bank USA o serve iis cussomers mone efficiently and
effectiviely acres the 178 and provide sn expanded range of prodocs. [t alse pur HSBC Bank

USA om the same footing os pdher major U5 buanks.

HEBC's aperations in Morh Amwerica reparted a pre-mx profit of US35,419 mallion,
oompared with US53613% midlion w2003, Excludisg poodwill
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Emnamisanion, pre-ta profi wie U5E6, 180 million, comparad with US54E,257 million in
23, and represomied 32 per cent of HEEC"s intal presine profit on this basis.

Withim these figures HEAC Fimance reponied & pre-tn prodi, hefore goodwill
smonisation, of US53.576 million in 2004, & incresse of US%1,524 million, of which
LESSD0eE milliot was an sddilsond quarter’s contribulion. Profil was 21 per cent highor

Umhrducmpmhlepuu:dmﬂupnnr}w

Bank of Bermusda, nogaired i Fehrosry 2004, comributed USST3 midlios s pre-tax
prafi, before geed will amonization, in the North American segment.

AL ponstant exchangs rnes, s on &n undesying basis, HSHC S pre-tax profic, befone
poodwill amortisation, was 17 per cemi higher than in 2003,

The detziled custamer growp commeniary that follovws s besed on consimnt exchange
rabes,

Ercluding Con sumner Finomee, Personal Financial Serviees genermed & pre-tm profi,
before pomdwill amonisation, of USE1,164 million, 35 per cenl bigher thas in 2003,
Appromimaigly 22 per cint of this growih aross from the acguisition of Bk af Bermnda
and cortain insuramce inberests in Mexico,

Carcrwth in net imterest imcome wos 1% per cent. This ws driven mainly by a 34 per cem
incriies im Menioo, whers growdh in bow cost depeisile and consemer ks, and bigher
imberesr indine Troam the insursscs b s, comtriuled o the s, Acquisiions in Megico
apzoyminl for 17 per cent of the overall improvement, HSBO sracied 33590KKF e new
depoail costomers bn Mexico during the yeas, and this comributed w the US$1.6 billkon rise
i wversge deposin ‘halasces, Despioe an incressingly competitve markeiplace, marker share
in deposiis mose o 144 per cen, driven by the bank s exiensive bramch ond AT perworkc.
Cansummer loan growih was robust in the second half of te yeer, panicularly in pre-spproved

payrall koans affensd chroegh the ATR nerwork, ssd residentis] morgapes,

Mt imterest imcome im the U5 grew by 10 per cent,. reflecting a USSR ballion, ar 58 pia
pend, increase in mvernge resideniial morigage balances and the widenang of spreads on
savings and deposiis, as inderest rmies rose. Sales of residenial morigages remaized strong
following sm expamsion aof the seles foroe and the development of the comespomdest netwark,
compelitive pricing azd increased marketing. In 3004, posiomers generally faveured vamble
e products over Tised, Several mew
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HEBZ HZLDINGE PLC

Organizational Structure

Tha HSBC Groug
Structure of Principal Dperating Companies

al January 2008
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Genemal provisions are made in respect of kmpaired advances which are knosn chrowgh
experience 1o exist bot which hove ot wet been specifically identified. The level of the
general prowision takes sooount of past experience and curment ccon s conditions and
ocher relevant focsors affectimg the virboos calegories of advanses in the portfolic.

Intere=t an non-performing loans |5 mon normally credised 1o the profin and ess aceount and
either intersst soornals will cesse (“non-acemual loans™) of inlerest will b crsdited o an
imierest in suspense acoaunt bn the halance shest, which & mM the rebevani loan
[guspended interes’ )

MPACT

Laow — this changs: in methadology is not expected o prodoce o significant adjustmesa on transiticn,
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L4539 allows calledive ssscsmenl of impairment for individually insignificant itlems or
iems whene no impairmesd ha: boen sdentibod om an individual basis. Formula-tass]
appeoaches of stalistics] methods may Be wsed 1o depermine kosses in grougs of Tirancial
assle provwickal they incorporans e effect of the: dme veloe of money, costider the cash
Mok for the: expecied remmaning M of e s, consider the age of the loans sighin the
portiolio a=d do not give rise to an impairment less an inTtial recognition of an assel

The concepls of sospended memest and pom-sccrual s not melevant under LAS 5339,
Follorwing impaimmrent of an asset, inderust moome i mecognised using the rate of intemzal
s to discount the futare cash flows for the purpos: of messuring e impairment loss {The
origina effective Imverest ruie of the assat).

e
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The: rogistrant hereby certifies that it meeis all of the requiremenss for filing on Form 20-F amd thar it has duly cansed ] asthorised the ndersigned o sign dhis anmoal report on iis behalf,
HSBC HOLDINGS PLC
By fo DOAIGLAS 1 FLINT
Mamne: Doagles 1 Fline

Tiike: Gavup Finance Dérecsar
Crabe: Blanch 4, 20005
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