HSBC Xp

FINANCIAL STATEMENTS FOR THE YEAR ENDED 31 DECEMBER 2010

Dfishore Banking Unit

Motes to the Financial
as at and for tha daxd 3

1 Bagkground

T Homgkang and Shangtal Banking Coeporetion Limited [H33C), Bangladesh Branchas |tha Bankl
commanced ifs banking oparrtions in Bangladash on 3 Decembar 1958 after chéaining its banking icerce
Inn Bangladesh Betk on 17 Aprl 1286, HSBC is neorporeled in Hong Kong &cd it ullimete hokding
company HSEC Holdings pl: (the Grougd is incorporatad i England

Tre Bank has eeteblished an ldemic Berking Branch Amanah branchl drom 28 Fetwusry 2004, on lslemic
Sheriah Princples based beanking which & governed by the HSBC Sransh Supervisory Committes in Dutai,
&Har obtainng is ipstce Trom Gangledeah Bank on 31 Auguat 2003,

HSEL also aparstes an Offshons Backing Usit (0BLD afer obtasing its licenos from Bengladesh Bank on 8
July 1358,

2 Principal setivities.

HSEC oflers & comprefensye Tange of inercial sarvites i Bangledesh including commmarcial Banking,
consames hanking, paymants and cash management, trade services, treaswry, and custody and ¢learing,

2.1 Commarcial Banking: Commerclal banking b5 @ trecktionsl strength of HSBC, In Bangledesh, HSEC k& o
popular choice for customers becauses of our intermational reach and a wide ronge of firnoal services and
products. HIBE has an ofshong bemkimg unt POBLUY Icemca and theealone &leo prosedas foragn Cunrancy
financing to qualifying cushomers.

2.2 Comporate ad instiufional Banking: Corporate and insttutional banking provides dedcated reationship
maragement saricas 1o HSEC s diens in major comporate and financia | institutions, Tre Bank's foous B o
feataring leng-tarmn relatiosship besed on its inlomations| conmections and extensive knimdadge of Asis and
Asian busingss,

2.3 Gote! Mankars HSBC s Global Markeis businass mrks among e leegest in she world and prosides
feregn exchange and monsy merkel sandces 1o e Cemiral Benk, suprerationsl, memsticonsl and local
porparations, mstitubonal irmmsiors, and finanoal inssRutions &5 well 25 athar market pericipants.

24 Tradw & Sonply Chav Trade fnance and releted senaced and @ long-slending core business of H5EL
besad on the dapik and speesd of e corponals customer basa, cammilmant 5o ssedcs, kighly solomased
tresd processng systams and sxhensive geographc meach.

The Bank has S&ven Busnags Dewelopmen DMicas o Dhaks, Chittagong, Comile, Mongha, Adam jes,
Kainaphili and lshwerd axport pioceisng fone Teomsed o handing of sxpoit-meort dosuments.

2.6 Feymanty gnd Cpsh Manggamani; HSEC 5 ong of the lesging providers of payments and ralased
penicea 1o Pnencisl Pabiutcns, corporate end personsl cetomans in Bengledeah, Underpinned by the
berk's ptemmive gobsl netvesk of office: snd capabiities, psyments and cish mansgement mests
pompanies teough the provision of peyments, colections, Fouidity and scoount sersices. HEBChet, &
proprgtany computer-based software package, provides custemars with o ingteeq ink o HEBG'S
i mElomal compular Retwadk, Alowing cUBDMETE 10 Bartarm PERasclion and Sinsin & diviees range of
up-to-dete rfarmation 24 houwss a dey, J65 davs & yasr.

3 Buals of Praparution

Tha firancisl stasements of the Bank are prepared on e basis of historical cost and in accondance with the
Bank Companias Act 1991, in particular, Banking Ragulation and Policy Daparimant BRPD) Circular Mo 14
[25 Juna 2003, oher Bangladash Bank Crculars, and Intermations Acomaring Ssanderds DAS) and
Intsrsaliondl Firancsl Aepating sleedands |IFAS) 48 sdopiad by the inalilute of Chanand Accomtants of
Bangladash (ICAS} imo Bangladesh Accountng Etanderds [EAE) and Bangladesh Firancis Feporting
Ssanderds ([BFAS) whane relavant to the Bank ot exiant that trhese do rof confradict the applicabls
wptutony provisons of Bangedesh Bank

4 Significant accounting policies

4.1 Functional and forsign carmancias

Iters mchaded in toe financial staterrents of the Bank are measured using the currency of the primery
peocnmic enyirpemant inowhich tha antity opersies Cihe funcsional cumgncy’l. Tha finencial statements of
ik Blank are pressantad in VS0 wiick B the Bent's Tunctionsl ard presantetion cumessy

Ernording to AAS X1 "The Effects of Changes in Foreign Excrangs Astos” trensactions in fornign oormencins
wrn recordad n the functional cumency &t the rate of sechangs pravaling on the cate of she ransaction
Mdoratary sasals and Febilitea derominabed in fomign cufmencas ans ransfaled inbd U Fanctional cumensy
al the rate of exchange ruing at tha halanos shest date.

4.2 Loana and sdvancs b0 Gailoimers

Losns and sdhances: bS custarmers an sixtad in the balance sheat on a gross bese.

4,3 D poaits by cusiomirs and Bamks

Depasits by customars and banks sre reccgnised whan the Benk antens ino te contramusl provisions of
tha armangamants with counberparties, which is ganecelly on trade dede, ond nitislly measeed ot the
TR R T et

4.4 Offsetting financisl assets and fimancial liabilitios

Firangiel aesals god firaniiel lisbiltios &ra oitaal and £ 81 B0 reponad ® the belanca ghest whes
e is & legally enforceabls fighe 10 offset he recognsed arounts snd Bers is an imention o satte ona
net basis, or realise the asset and settie the Boblity simutaneously.

4.5 Cash and cash equivelents

For the purpose of the cash flow statement, cash and cesh equivalents include highly Iguid irvessmonts
that are readly cormible o newn amounts of eh and which @e subject 30 an irsionificant nisk of
Crangs in valua, Such irastmants 4 norsaly thoss with Eas than tenes monif’ metuity Thoe the dans
of acquisition and inclede cash and balances ol centsal banks, treasury bils and otfer aigible bils and
balarices with othar banis and finencal instiutions,
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4B Revenuo Recognition

Indmrest incoms

Intarast incoma for ol lcars end sdvances ane recogrised in the peofit and koas amount wsing the effective
Iriwrnss mathcd, Tra atfacths intarest mathad s 8 way of malculting thae smoriised cost of a financisl assat
#nd oF allpoating tha inmrast Peome ouer the raleseet paned.

The alteciive mberedt rate @ tha ata 1het axact Secoorts estimeted funae CIel MCRpIE oF DEyMAnTE
ihrolgh the axpaciad B of the finsnce’ assel or, whem sppropriete, & shomer period, 15 1he ned camying
errunt of 1he firancial aeel

Whee caloulafng the effective imsrest rate, the Bank eslimates cash Aows considerdng al costiachua
termrs of the finenca insrument but net future creditl losses, The calculstion indudes ol emounts peid or
received by the Bank that are an integral part of tne affective interest rein of a finanoal asset, Folding
transaction costs and all pifer premiyms or disoounts.

Jatarasd [neama from Mvasimants
Intargst Poome on nvesteants in Govemmant and oiher sacenfas and bonds & accounied for on e
peerual BaEe

Indnfeat sapanss
Intaresl axpansas for ol deapdits are moogrised n B profit and s sciaunl on an ol Bass.

Commiseion & fee Income
The Bank sams comrission and fee noome from & dieerss ronge of Senioes prosided bo its cusiomens.
Cormmission and fss incoma i scoounted for as fol lows:

incoma sarmed on the seecution of a significans act is recognisad as mvanue whan the
act s comphted

Incoma aermd Mrom SAnaces prosided & moognoed a5 revanss ik e Geri0es an provded

incoima wihich 120TE an inkegral pam o The etlactive inbsreal rale of & financisl inarusent is
reEoiieed a8 an adusimeant o e alfective inlans mie

Emchenge Inceme

Excharge rooms indudes all gars and lossas fiom forsign cumency ensactions.

4.7 Oparsting sxpensas

Cpamting sxperses incumed o the opeestons of the OBL ame incurred by the Bank and apportioned
bertwian tha Bank and QOBL on the has's of total cparating incoma,

&8 Inesma tax

Inisme 18 on e proll oF loss bod T yel cOMBas cures! Mx and deberred mx. Ingema 18X g
resognisad in the prof and ss scoount axcapt ta the axtent that it relstes bo items eecogrissd dilesty
shareho'ders’ squity, in wihich cass it is recognissd in sheeeholdes” equity.

Current tax is the tax mvpecisd %o be payable on the tesebie profi for the yeor, calousted wsing tox mtes as
prescribed in tne Income Tax Ondinance: (TO) 1884 ena relevant Special Aeguletony Oncers (SA0) and amy
sdustTiect 10 tee payable in mspact of pravious ywears.

Detgmed tax is recpgnised on mporery ditargnoss Deswaan the campng ey nts o assets and labiitiag
in s BalEran Shest and 1he amodnss stinbuted 10 Such ea5ats and ReEdkbas for 18 parpoaes, Delamsd @by
labiliiea are ganerslly esgnisad Jor @ eepble tamporary diflerancaa and Galsrred ke sasala ans
recognizad 1o the axipsl Bhal i B probelde el Tutur tExable pralite Wil De svailabhs ageins] whick
dathastibis ampasry dllaransss can B uliised, Defeerad 18 8 caloulaiad oG Lhe 18x rabes a8 piatsibesd
ifn 1he Iecons Tae Ordinence MO0 18684 end relewvent Special Regulaton Ordeis [SRO).

19 Cagk gy piwinmest

Cagh Pow salerenl has been piapeced n scsondencs with ©a BAS 7 Ceah Fiwy Shrleswints ede et
meathd a5 recommanded inthe BRPD Chicular Mo, 14 dated 75 June 2000 ssued by Tha Bonking Asgulation and

Pabey Depertment of Bangledesh Bark.
4,10 New Aroserting Standard not yet adopted

Bargladesh Scoounting Standasds (BAS) 0, Sccounting Poicies, Clanges in Accounting Esimaetes and Eaors,
Fera 2 ragires then s ey rmakea caman dicosunas relsting 1 changas in pecounting policy ceusad by new
swanderd. The Institiie of Charemnd Accounioris of Bangladash 0CAR| nas made BAS 33 Fnancil instrurems:
Fraganation, BAS 3¢ Francel neroreant; Aecogntion Messymrenl and BFAS T Fnancsl meirussins:
Disciosums effective for sccounting perds beginning on or aher 071 Jameane 2010, Soms of the provisions. of
e pmanderda gna Pol akaned 10 the requisereants of The kel canirel ben b Sanglidesh Barkl, MNailar 1
Bargladesh Bank nor ICAR has yef gvan amy quidenoo regarding this matter. I such circumstancos, it is not
peeraibole b0 s the epsct of these sesdands o the Neescsl paleresnts of (he Bank a%l acimdngly T
b of th Imzsct has nof boen detorminedl

Foal

5 Buabisie with other Bunks and Fisancial lnstitetions uso

Ingide Bangladech
(acteidn Banglsdash:

HEBC Bank, LUSA - 2D
HSEC Bank, LIK < GBP
HEGE Bank, LE - EUR
HSEC Hengkang - LISD
HERC Hongkong - GBP
HSBC Hengkang - ELIR
{For drisi’ soe Srnmours - B

§ Loane and advanons

Losns:

Cheerckalt BBT1,460 4,701 658
20,080,778 17,111,845
T2IATAET B3 613 %6
107325348 75,335,500




Bills purchased and discounted:

Ieaude Bervgedesh

It bils
Export hils

Dutsde Bangladesh

6.1 Maturily grouping of lsans and sdvances induding bills
diseourtsd and purchased

Pavaile on damand

Pavanle within cne mondh

More Pan ond month bu? less then hees moss
Wore than thres momfes but less than ong wer
Wore that one year bt less than Tree veers
{hvar froe years

B.2 Maturity snabysis of bills purchasad and discounted

Within ona month

Wore than one month but less than thees monds
More an thies monlhs Dol = Ihan s moalhs
WMore than 5ix mongks

6.3 Unclassified, classifind, doubithal and bad beans

Unclassiind
Substandard
Doubifu
Badiloss

6.4 Sactor-wise casaification of losns snd advances

Fisacyrriadis Garments and Textie

Trarspon
(iher Manufacurning companmy

B8 Parfizulars of loans and advances

} Loena considened good in respect of which Te banking company
& fully Becured;

il Loans considared gocd against which the barking company hokds
rip s8gu ity other tham the debior's parscnal guaranies;

i} Legrs ponsidarad sood sauned by e parsans irdenskng of
one of mone perties in addition 50 the personal pusrantes of fhe
datrir;

o) Loand adversely clasellied; provision not mamzeed meme
against,

' Loens dus by drechors or officars of the benking company or any
off e ethes separztaly o |ointhy with sy cther perons;

i Lesanes iy Hom companies of firms in which fhe directions of the
barking company hawe rtarests as dinecions, partners or maraging
apents of i case of privets COMPIn Bs &6 members;

wil] M botal ermount of advanos indluding temporary acance
ek &% any fima duning tha wear to disechins o managers o
oficers of tha mnking companies or eny of them aifher ssparmply
o etk with aey cther pemon;

will) Mimimum 1ozl amoynt of adanoes, indudisg temponary
advencas granted during the vaar o the companies of firms in
whic tha directors of the benking company have intarest &
direeinrs, pErRers of Mensging agenis of in tase of privei
SOt 45 Marber:

i Dlus from banking compenias

1] Classiliad oens ard sdvenoss
# ClassTied loors and advances on 'which na imleness! s crediied
o0 income;

b Presdzion on clesafed loara and sdvances;
of Prowision kept aganst kan dessiied as bad dens

o Imeeat credited 10 178 InlBrest BLEaNEe BLLOUT
& Corrubrires amaunt of writken off bans

Opening balance

Amoynt written off dyring the year
The ameount of wenen off kan for which e st hae been fied
£ Geographical Segmentnation of Loans and Advamces.

[Dheka [Export Processing Zons)
Chizagong |Esport Procassing Zong
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1,864,019 035

113,720,545 141,182,035

115,584,685 141 450,388

141450385
— T NGV

21 hEs AT
30,562,053
07, 5 i
35,784,775
15,138,673 5176414
9,205,644 4,560 496

222 B0 811 218,775 587

11224428
35,245,715
B 841,010
T

36,268, 141 21,106,095
A2 873 123 58532424
16,040 295 45,184 51

- e
_imswss a0

222 BB 216.880.002
- 116,685

T

T3z BHE A2
128432
83,400,667
222 B AT

7 Oherr sesserts

rtasest recakabla o ban i ond ofar francisl institulions
Dwefaired commiasion
Cribear

# Borrorwings from ofher banis. fina nclal institertions
wnd ageats

Ir Bangladesh
Hengisdash Hank
Pusbali Bark Limiled, Diaks

Dutsde Dangledesh
K58, Hong Kong

B Classification based on type of secarity

Sapunad
Unsacured

§.2 Maturity grouping of borrowings from otfer banks,
Rinanclal institutions and agents

Payebbs 0% e

Payebie within.ong menth

Biors then ona Fonth but lss Bee thiss monts
Iiore than thies maonths bl less then one year
[lors than ong wear but ke than e yeas

3 Dopeaitin and otfer socounts

CUFErt BesOurt
Sendry depasits
Bills péypalin
Tarmn dapoais

5.1 Maturity anatyss o deposits and othar acocsamis

Payebde o1 derand

Paryabla within ara menth

Mdore then ona ronth but less than thros monds
Plorm Uhan (hees mdnthe but |ess thn o ywear
Ilonz than ong yoar but kess than fve yoars
Chir Fopm yupm

10 Dbt lnbikeies

ETES TS
Commission ecaived in advence

BETLE I 0RO EENET BN
HEB( Bangladosh Branchos
Spnci proviion Mots 10,1}
MRS SUSPENSS BTt
Orbeers

10.1 Specific provision

Belance as a2t 01 Jarmeery
WaTinen off dusng e yaar
Ancosonins dening tho year
Provigaon made guiing 15 yasr
Balanoy g8 61 3 Do

11 Pt bl lois SesoUnt

Dpaning balanca
Profit for the year

Prodit namimed 1o Hasd offics
Artaired profn for e yoar

12 Conttimgent Babilities and sommitments

Cla'm agaiest T hank Rot scknowindgn as debt
Agteptenis and endorsement

Lttt ol uiaranbees:
Ionery for which tha bark is consingently liaols in respect of
GuaraThaaE ghvan tavring:

Cosamment

Benk gnd othed firengisl instituson

CHher

mevscable letiers of credit

13 intorest insoma
Creendraft

Tewrn lnans

mpaort loans
i Fraim mofey markss
Expoit kil

4 Istarest paid an deposits and bermawings

Dt [y bari
Fieesd depariitg

15 Camivaiinn, asehangs and hrskaniga
Lattar of Cradit BSUng commsion

Cradt teckties

Horittonoe
Commission on Lotior of Guamnioo
Dasdng Prafil

16 Cash and cash equivalamts

Balanco with other banks (Nodo B

111381360 135501654

—L N DRI,

B2 574332
36,611 #2R

10,050.213
0, 200 0
35137865

8577501
B.711.545
1,801,311




17 Related party transaction

The OBL, nat being incorparaled in Bangiadash, operales in Bmpglsdest undér the basking Fmente Esusd by
Bangladesh Bank asd therefone the key management persosnel of the Bank fior the porposes of BAS 19 ara
defined & those persars Reving authority and resparsbiity for planning, directing and controding the 08U, are
maembers of the Board of Directors of e Gioup, Gioup Managing Directors, and doso members of ther
famitns ard companins thery mentol, or sgrificentty infuanos, or for which sigrificant woting powar is held

171 Tramanctions with kiy mansgemant parsones|

Thers wers o ransaciion betwean the OHL end the key Managersni Personnel ol the OBL in 2000 {2008:
BIT ndl.

112 Tramsactions, sTangements and agraamants imveking key managamant parsonnal

The AL prorices and recaives caniain barking and fnancial sandces tofom entities within the Geoop. As
vair e e balances with these entities & disclosed in Mote §, Baerce with offver banks ard financial
Ingtitutions and Mota 8, Bormredngs from othar banks. “nenclsl instfhrtions and egenis.

The disckmaure of e yeer and Baenos i@ considensd 10 b the moal mesnngiol mkorration 0 aeesses]
IrA s lions ﬁ..l'il'lﬂ e year, Tha I?l.l'l!l.l!l'ﬁ"q Ealaness inchudes loans mads oo deposils h'r'ﬂ'l!' DB and
arosa in the ondinany course of businass and am on substantially the same farms, inchuding inbares? tates and
security, as for compebde trensactions with thind party counterperties. Intenest income received by the DEL
from these entties during 3010 emounded 1o LISD140,608 Q0EISDNE £55] and interest miperses pard fo
these endties daring J010 amounted to USDEOT, Y88 (008U S0E0,524), noth of which is included i the net
imtenest incoma disciosad in tha profit and loss ecoount,

173 Trasawctions with ciher relited parties of the Bank

The OBL provides cartan banking and finencisl serass snd admiitatie Saanss o the Bank opsrating in
Bangladesh under tha hanking boancn issued by Basgladesh Bank. A% at yaer end T halance with P Bank is
disciosed im Mote 10, Other Lisbiites.

Cpatsiing experses incurmed by the Bank fior the cpesations of the Bank and 0B am apporionad o sach entity
on 77 basis of totel oparing income and mported in $a peofn and kes accoant. Inceme tax assessed o the
Bane and the AL ara pald by tha Bank and tre slament reletng 1o the OBLI is recharged back to the GBL a8
disckoaed in Mobe 10, Other |abbtes. The Benk does not chargs the DBU ey Toea for the prosision of
pdmimisiralive sandas

18 Events after the balsmce sheet date

Therg weerg no rmatarial acjusting svants eftar the belanos sheet dain.
14 Geraral

L1 Audit Commitbes:

fccnrding 10 BAPD Circular ko 12 (23 December Z002, 21l banks soe advised 10 constitute &n Audit Commities
tempiisicg of memcers of the Baard. The Audit Commitiee wil assist the board in ffiling it oversighe
rasporsbiiities including implementrtion of the objectivas, stramgies and overall business plans sat by the
boand for effective functioning of the bank. The commities vl revigey the financal mporting process, the
Fystem of interral contro! and management of financisl ks, the sudt process, and the berk's process for
manitnning complianca with leas and regulatons and its own cooe of business mondurt,

The Bank, being & foneign bank, doss mol heve @ lkocal Bosrd of Deectors from whom 10 sekct &n Aude
Commities, hinsavar, the Bank has recstaed & dispsnsation Tom Bengladesh Bark on 19 Desembar 2008 with
ragards o this requirerent. The Bask hes en ntemal Audil depatment repoting dinsctly 1o e CED of the
Bani. Inaddition bo this the Bank i subject to audit by the irtermal auditors of H3BC 2nd the inlermal auditors
of the Group.

The Group has an Audit Commitbes, compnsing of four nor-axegutive [incsors of the Group, which mests on
8 ragular hasis with Tre sanior maragemant of the Gmup, and weth tha irtemal and etamal saditors t consider
e reviens I nesune and scops of the reviews and the efectiverass of the eystame of intemel conired and
pomplanie &8 wal as e Timance’ sdmments of 1he Group A dudit rapors Bsued By lpcel nbamel and
axtemal suditer and al inspectiony’ adil rapons issued by Bengladesh Bant ans sanl 2 e Audil Commitisss
of HEBC in Hangkong aed the Group in the LK

182 Assets and Kzbiitios Favo been commted imto Taka cumency @ UED 1 = Tk TAE2 which represents the
yaar-gnd middn rabe of mcharge a5 ot 31 Decernbar 2010,

8.3 Provious year's fgures hava begn reamangad, whene necassary, 1o confom to cumant vaer's presentation,

LA Figuees sppeaning n thesa Financial Suatements have bean rounded ofl 1o the meensdal nisger.

n
LS A h
h{h“‘\gw

m Rzhmen Chowdbery
Chied Finarca| Officor, Bang ladesh

T ?m{” [
Eanjay Prakesh Neryoe
Chiof Evacuthva Officar, Bengladesi

Dhaka, 14 Febnsary 2011

it i By T ~Roreskesy it Shaiag il Banersy Cerpeialeen L =ned

n hand

nce with other banics
nd Frencial insftutions

rory &1 call and ahan
e

rmeasimant in Treasury

etz &

5E.137.4H)

Statement of Liquidity

iak

101,542,560

3012 moeviha) 146 yeers
BET

ks & financial
rssrhutions (Hote 8.3

Cher liabibesas | includmg
caphayEharahckiens oy

(Tetal Linbliities

10,050,313

Depodits & atbar acoounts 12,508, 526

40,102,081

Net Liguidity Differance

sz sas

BarimemLing - A,

45,417,222

222 6091

111,387,260
16,143,453
144,638, 796

T

Srnemuns

Balance with other banks and financial institutions
= Dutside Bangladesh (Mote 5]

Az 81 31 Decamber 2070

B

M ol
e Barks:

HSEC Hank LISA
HEEC Bark LK
HEEC Bark UK
HSEEC, Hang Kang
HEBEC, Hang Kang
HSEC, Horg Kang

BCY

38,173,748
2,754,087
EYE, D07
B0, DO
1,630,000
2,000, D00

ACY | Axie

NS.EIB.HII]J
HETE 1,567
403, T6Z 1.4366

32, B43,120 | 1.6674

Total
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