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Unaudited Supplementary Financial Information (continued)
Risk Management (continued)

Market Risk Management (continued)
Generally speaking, the number of back-testing exceptions in a rolling 12-month period will not

exceed four times, given a 99% confidence level. BOCHK conducts back-testing on a monthly
basis and the graph below shows the back-testing result of the trading VAR of BOCHK.

There is no actual loss exceeding the VAR estimate for BOCHK in 2009.

Although a valuable guide to risk, VAR should always be viewed in the context of its limitations.
For example:

- the use of historical data as a proxy for estimating future events may not encompass all
potential events, particularly those which are extreme in nature;

- the use of a one-day holding period assumes that all positions can be liquidated or hedged
in one day. This may not fully reflect the market risk arising at times of severe illiquidity,
when a one-day holding period may be insufficient to liquidate or hedge all positions fully;
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Unaudited Supplementary Financial Information (continued)

Risk Management (continued)

Market Risk Management (continued)

- the use of a 99 per cent confidence level, by definition, does not take into account losses
that might occur beyond this level of confidence; and

- VAR is calculated on the basis of exposures outstanding at the close of business and
therefore does not necessarily reflect intra-day exposures.

The Group recognises these limitations by augmenting its VAR limits with other position and
sensitivity limit structures. Additionally, the Group applies a wide range of stress testing, both on
individual portfolios and on the Group’s consolidated positions. The stress testing programme
of the trading book includes sensitivity testing on changes in risk factors with various degrees of
severity, as well as scenario analysis on historical events including the 1987 Equity Market
Crash, 1994 Bond Market Crash, the 1997 Asian Financial Crisis and the 11 September event
in the United States in 2001. The Group has been constantly reassessing the stress testing
programme to ensure its adequacy after the global financial crisis in 2008. The Group’s
stress-testing regime provides the senior management with an assessment of the financial
impact of identified extreme events on the market risk exposures of the Group.

Liquidity Risk Management

The aim of liquidity management is to enable the Group to meet, even under adverse market
conditions, all its maturing repayment obligations on time, and to fund all its asset growth and
strategic opportunities with reasonable costs.

Liquidity management is carried out at both the Group and subsidiary level. BOCHK and its
subsidiaries are required to maintain a strong daily liquidity position and a healthy cash flow
aligning risk-taking incentives with liquidity exposures and to make sure that all funding
obligations are met when due. The subsidiaries are required to report their respective liquidity
positions to BOCHK on a regular basis. In 2009, the Group conducted more stress testing
under different stress conditions to ensure that risks were managed within the Group’s
tolerance level.
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Unaudited Supplementary Financial Information (continued)

Risk Management (continued)

Liquidity Risk Management (continued)

The risk measurement and monitoring process is set in accordance with the requirements and
guidelines issued by the regulatory authorities and is stated in the policies and procedures
endorsed by RC and ALCO. The primary objective of the Group’s asset and liability
management strategy is to achieve optimal returns while ensuring adequate levels of liquidity
and capital within an effective risk control framework. ALCO is responsible for establishing
these policy directives (including the liquidity contingency plan), and RC sanctions the liquidity
management policies. The Asset and Liability Management Department (“ALMD”) manages the
liquidity risk according to the established policies and reports to ALCO regularly. RMD reviews
the policies, guidelines and limits proposed by ALMD. Liquidity risk measurements include cash
flow analysis (under normal and stress conditions respectively), deposits maturity structure,
concentration risk, mismatch ratios, loan-to-deposit ratio and liquidity profile of the investment
portfolio.

The Group funds its operations principally by accepting deposits from retail and corporate
depositors. In addition, the Group may issue certificates of deposit to secure long-term funds.
Funding may also be secured through adjusting the asset mix in the Group’s investment
portfolio. The Group uses the majority of funds raised to extend loans, to purchase debt
securities or to conduct interbank placements.

Operational Risk Management

Operational risk is the risk of loss resulting from inadequate or failed internal processes, people
and systems, or from external events. The risk is inherent in every aspect of business
operations and confronted by the Bank in its day to day operational activities.

The Group has put in place an effective internal control process which requires the
establishment of detailed policies and control procedures for all the key activities. Proper
segregation of duties and authorisation is the fundamental principle followed by the Group.
Corporate-level policy and procedure on operational risk management are formulated by the
Operational Risk & Compliance Department (“OR&CD”) and approved by RC.
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Unaudited Supplementary Financial Information (continued)

Risk Management (continued)

Operational Risk Management (continued)

The Group has adopted the “Three Lines of Defence” model for its operational risk
management framework. All departments and business units are the first line of defence,
responsible for managing and reporting operational risks specific to their business/functional
areas by applying the respective tools such as key risk indicators, self assessment and
operational risk events reporting mechanism to identify, assess and control the risks inherent in
their business/functional processes, activities and products. OR&CD together with certain
operational risk-related functional departments within the Group are the second line of defence.
In addition to formulating the operational risk management policy and procedure, OR&CD is
also responsible for developing and introducing operational risk management tools, monitoring
the performance and result of operational risk management in various units, assessing
operational risk profile, recording operational risk data and reporting operational risk events to
RC and the senior management in order to assist the overall management of the Group’s
operational risk. Certain functional departments, including Human Resources Department,
Information Technology Department, Corporate Services Department, Financial Management
Department, General Accounting & Accounting Policy Department and OR&CD, are required to
carry out the corporate-level operational risk management for the risk areas that are under their
functional responsibilities and to provide other units with professional advice/training in respect
of certain operational risk categories. The Audit Department is the third line of defence,
responsible for conducting independent audit of the operational risk management activities to
evaluate their compliance and effectiveness.

The Group also takes out insurance to mitigate unforeseeable operational risks. Business
continuity plans are in place to support business operations in the event of an emergency or
disaster. Adequate backup facilities are maintained and periodic drills are conducted.
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Unaudited Supplementary Financial Information (continued)

Risk Management (continued)

Reputation Risk Management

Reputation risk is the risk that negative publicity regarding the Group’s business practices,
whether genuine or not, will cause a potential decline in the customer base or lead to costly
litigation or revenue erosion. Reputation risk is inherent in every aspect of business operation
and covers a wide spectrum of issues.

In order to mitigate reputation risk, the Group has formulated and duly followed its Reputation
Risk Management Policy. The policy aims to prevent and manage reputation risk proactively at
an early stage when an incident occurs. The system entails continuous monitoring of external
reputation risk incidents and published failures of risk incidents in the financial industry.

In the Lehman Brothers minibonds incident, the Group has handled customer complaints in
accordance with regulatory guidelines to minimise the reputation risk and repurchased most of
the outstanding Minibonds under the Repurchase Scheme and its complaint handling process.

Legal and Compliance Risk Management

Legal risk is the risk that unenforceable contracts, lawsuits or adverse judgments may disrupt or
otherwise negatively affect the operation or financial condition of the Group. Compliance risk is
the risk of legal or regulatory sanctions, financial loss, or loss to reputation a bank may suffer as
a result of its failure to comply with all applicable laws and regulations. Legal and compliance
risks are managed by OR&CD headed by a General Manager who reports to CRO.

Strategic Risk Management

Strategic risk generally refers to the risks that may induce immediate or future negative impact
on the financial and market positions of the Group because of poor strategic decisions,
improper implementation of strategies and lack of response to the market. The Board of
Directors reviews and approves the policy for the management of strategic risks. Key strategic
issues have to be fully evaluated and properly endorsed by the senior management and the
Board.

The Group will regularly review its business strategies to cope with the latest market situation
and developments.
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Unaudited Supplementary Financial Information (continued)

Risk Management (continued)

Capital Management

The major objective of capital management is to maximise shareholders’ total return while
maintaining a capital adequacy position commensurate with the Group’s overall risk profile. The
Group periodically reviews its capital structure and adjusts its capital mix where appropriate.
ALCO monitors the Group’s capital adequacy position. The Group has complied with all the
statutory capital standards for all the periods in 2009.

To comply with HKMA's requirements as stated in the Supervisory Policy Manual “Supervisory
Review Process”, the Group has implemented its internal capital adequacy assessment
process (ICAAP). Using the statutory minimum capital adequacy ratio (CAR), 8%, as a starting
point, extra capital (capital add-on) needed to cover the risks not captured under Pillar | is
assessed. Scorecard methodology has been used to evaluate the Group's risk profile in order
to assess the capital add-on and determine the minimum CAR. An Operating CAR Range has
also been established which incorporates the need for future business growth and efficiency of
capital utilisation.

Stress Testing

The Group supplements the analysis of various types of risks with stress testing. Stress testing
is a risk management tool for estimating the Group’s risk exposures under stressed conditions
arising from extreme but plausible market or macroeconomic movements. These tests are
conducted on a regular basis by various risk management units and ALCO monitors the results
against limits approved by RC. The Financial Management Department reports the combined
stress test results to the Board and RC regularly.
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Appendix

Subsidiaries of the Bank

The particulars of our subsidiaries are as follows:

Country/place Issued and
and date of fully paid up Percentage of
incorporation/ share capital/ attributable
Name of company operation registered capital equity interest Principal activities
Nanyang Commercial Bank, Limited =~ Hong Kong Ordinary shares 100.00% Banking business
2 February 1948 HK$700,000,000
Chiyu Banking Corporation Limited Hong Kong Ordinary shares 70.49% Banking business
24 April 1947 HK$300,000,000
BOC Credit Card Hong Kong Ordinary shares 100.00% Credit card services
(International) Limited 9 September 1980 HK$480,000,000
Arene Trading Limited Hong Kong Ordinary shares 100.00% Property holding
22 August 1978 HK$500,000 and investment
Bank of China (Hong Kong) Hong Kong Ordinary shares 100.00% Nominee services
Nominees Limited* 1 October 1985 HK$2
Bank of China (Hong Kong) Trustees Hong Kong Ordinary shares 100.00% Trustee and agency
Limited* 6 November 1987 HK$3,000,000 services
BOC Group Trustee Hong Kong Ordinary shares 64.20% Trustee services
Company Limited* 1 December 1997 HK$200,000,000
BOC Travel Services Limited* Hong Kong Ordinary shares 100.00% Travel services
24 August 1982 HK$2,000,000
BOCHK Financial Products (Cayman) Cayman Islands Ordinary shares 100.00% Note issuing
Limited 10 November 2006 US$50,000
BOCHK Information PRC Registered capital 100.00% Property holding
Technology (Shenzhen) 16 April 1990 HK$70,000,000 and investment
Co., Ltd.*
BOCHK Information Technology PRC Registered capital 100.00% Information
Services (Shenzhen) Ltd* 26 May 1993 HK$40,000,000 technology
services
BOCI-Prudential Trustee Hong Kong Ordinary shares 41.10% Trustee services
Limited* 11 October 1999 HK$300,000,000
Che Hsing (Nominees) Hong Kong Ordinary shares 100.00% Nominee services
Limited* 23 April 1980 HK$10,000
Chiyu Banking Corporation Hong Kong Ordinary shares 70.49% Investment holding
(Nominees) Limited* 3 November 1981 HK$100,000
Chung Chiat Company Hong Kong Ordinary shares 100.00% Property holding
Limited 9 April 1980 HK$200 and investment
Dwell Bay Limited Hong Kong Ordinary shares 100.00% Property holding

19 December 1980

HK$100,000
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Appendix (continued)

Subsidiaries of the Bank (continued)

Country/place Issued and
and date of fully paid up Percentage of
incorporation/ share capital/ attributable
Name of company operation registered capital equity interest Principal activities
Glister Company Limited* Hong Kong Ordinary shares 70.49% Investment holding
26 March 2001 HK$2
Glory Cardinal Limited* Hong Kong Ordinary shares 70.49% Investment holding
4 May 2001 HK$2
Grace Charter Limited* Hong Kong Ordinary shares 70.49% Investment holding
4 May 2001 HK$2
G.Z.Y. Microfilm PRC Registered capital 100.00% Property holding
Technology (Shenzhen) 24 September 1993 HK$40,000,000 and investment
Co., Ltd.*
Hua Chiao Commercial (Nominees) Hong Kong Ordinary shares 100.00% Nominee services
Limited* 28 October 1986 HK$10,000
Kincheng Finance (H.K.) Hong Kong Ordinary shares 100.00% Loan financing
Limited 30 March 1979 HK$100
Kincheng Investments & Hong Kong Ordinary shares 100.00% Property holding
Developments (H.K.) 15 May 1981 HK$6,000 and investment
Limited
Kincheng (Nominees) Hong Kong Ordinary shares 100.00% Nominee services
Limited* 12 December 1980 HK$100,000
Kiu Nam Investment Hong Kong Ordinary shares 100.00% Property holding
Corporation Limited 9 November 1963 HK$2,000,000 and investment
Kwong Li Nam Investment Agency Hong Kong Ordinary shares 100.00% Investment agency
Limited* 25 May 1984 HK$3,050,000
Nan Song Company, Hong Kong Ordinary shares 100.00% Property investment
Limited* 13 April 1965 HK$1,000,000 and investment
holding
Nanyang Commercial Bank (China), PRC Registered capital 100.00% Banking business
Limited 14 December 2007 RMB4,100,000,000
Nanyang Commercial Bank Hong Kong Ordinary shares 100.00% Nominee services
(Nominees) Limited* 22 August 1980 HK$50,000
Nanyang Commercial Bank Trustee Hong Kong Ordinary shares 100.00% Trustee services
Limited* 22 October 1976 HK$3,000,000
Nanyang Finance Company Limited Hong Kong Ordinary shares 100.00% Financial services

16 March 1979

HK$50,000,000
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Appendix (continued)

Subsidiaries of the Bank (continued)

Country/place Issued and
and date of fully paid up Percentage of
incorporation/ share capital/ attributable
Name of company operation registered capital equity interest Principal activities
Pacific Trend Profits British Virgin Islands Registered shares 70.49% Investment holding
Corporation* 20 April 2001 US$1
Patson (HK) Limited* Hong Kong Ordinary shares 100.00% Property investment
18 August 1970 HK$1,000,000
Perento Limited Hong Kong Ordinary shares 100.00% Property holding
27 September 1983 HK$10,000 and investment
Po Hay Enterprises Limited Hong Kong Ordinary shares 100.00% Property holding
2 October 1979 HK$100,000 and investment
Po Sang Financial Hong Kong Ordinary shares 100.00% Gold trading and
Investment Services 23 September 1980 HK$25,000,000 investment holding
Company Limited*
Po Sang Futures Limited* Hong Kong Ordinary shares 100.00% Commodities
19 October 1993 HK$25,000,000 brokerage
Rams City (Nominees) Hong Kong Ordinary shares 100.00% Nominee services
Limited* 2 May 1986 HK$2,000,000
Sanicon Investment Limited Hong Kong Ordinary shares 100.00% Property holding
24 January 2000 HK$2 and investment
Seng Sun Development Company, Hong Kong Ordinary shares 70.49% Investment holding
Limited* 11 December 1961 HK$2,800,000
Shenstone Limited Hong Kong Ordinary shares 100.00% Property holding
4 September 1979 HK$2 and investment
Sin Chiao Enterprises Corporation, Hong Kong Ordinary shares 100.00% Property holding
Limited* 13 September 1961 HK$3,000,000 and investment
Sin Hua Trustee Limited* Hong Kong Ordinary shares 100.00% Trustee services
27 October 1978 HK$3,000,000
Sin Mei (Nominee) Limited* Hong Kong Ordinary shares 100.00% Nominee services
27 April 1982 HK$100,000
Sin Yeh Shing Company Hong Kong Ordinary shares 100.00% Property holding

Limited

28 November 1980

HK$100,000
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Appendix (continued)

Subsidiaries of the Bank (continued)

Country/place Issued and
and date of fully paid up Percentage of
incorporation/ share capital/ attributable
Name of company operation registered capital equity interest Principal activities
Sino Information Services Company  Hong Kong Ordinary shares 100.00% Information services
Limited* 11 February 1993 HK$7,000,000
The China-South Sea (Nominees) Hong Kong Ordinary shares 100.00% Nominee services
Services 13 February 1981 HK$100,000
Limited*
The China State Hong Kong Ordinary shares 100.00% Nominee services
(Nominees) Limited* 14 May 1982 HK$100,000
The China State Trustee Hong Kong Ordinary shares 100.00% Trustee services
Limited* 17 July 1981 HK$3,000,000
Track Link Investment Hong Kong Ordinary shares 100.00% Property holding
Limited 8 February 1994 HK$2 and investment
Yien Yieh (Nominee) Hong Kong Ordinary shares 100.00% Nominee services

Limited*

Arene Trading Limited, Rams City (Nominees) Limited, Yien Yieh (Nominee) Limited and The China State Trustee Limited will

dissolve on 13 April 2010.

26 June 2001

HK$2,000

Sanicon Investment Limited commenced member’s voluntary winding up on 11 September 2009.

Hua Chiao Commercial (Nominees) Limited and The China State (Nominees) Limited commenced member’s voluntary winding up

on 17 December 2009.

Remarks:

Name of subsidiaries which are not included in the consolidation group for regulatory purposes in respect of capital adequacy is
marked with * in the above table. BOCHK and its subsidiaries specified by the HKMA form the basis of consolidation for its
regulatory purposes in accordance with the Banking (Capital) Rules. For accounting purposes, subsidiaries are consolidated in
accordance with the accounting standards issued by the HKICPA pursuant to section 18A of the Professional Accountants

Ordinance.
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Definitions

In this Annual Report, unless the context otherwise requires, the following terms shall have the meanings set out below:

Terms Meanings

“ABS” Asset-backed securities

“ALCO” the Asset and Liability Management Committee
“ATM” Automated Teller Machine

“Board” or “Board of Directors”

the Board of Directors of BOCHK

“Board of BOCHK (Holdings)”

the Board of Directors of BOCHK (Holdings)

“BOC” Bank of China Limited, a joint stock commercial bank with limited liability established
under the laws of the PRC, the H shares and A shares of which are listed on The Hong
Kong Stock Exchange and the Shanghai Stock Exchange respectively

“BOC (BVI) BOC Hong Kong (BVI) Limited, a company incorporated under the laws of the British

Virgin Islands and a wholly owned subsidiary of BOC Hong Kong (Group) Limited

“BOCHK?” or “the Bank”

Bank of China (Hong Kong) Limited, a company incorporated under the laws of Hong
Kong and a wholly owned subsidiary of BOC Hong Kong (Holdings) Limited

“BOCHK (Holdings)’

BOC Hong Kong (Holdings) Limited, a company incorporated under the laws of Hong
Kong

“BOCI-Prudential Manager”

BOCI-Prudential Asset Management Limited, a company incorporated under the laws
of Hong Kong, in which BOCI Asset Management Limited, a wholly owned subsidiary
of BOC International Holdings Limited, and Prudential Corporation Holdings Limited
hold equity interests of 64% and 36% respectively

“BOCI-Prudential Trustee”

BOCI-Prudential Trustee Limited, a company incorporated under the laws of Hong
Kong, in which BOC Group Trustee Company Limited and Prudential Corporation
Holdings Limited hold equity interests of 64% and 36% respectively

“CAR” Capital Adequacy Ratio, computed on the consolidated basis that comprises the
positions of BOCHK and certain subsidiaries specified by the HKMA for its regulatory
purposes and in accordance with the Banking (Capital) Rules

“Cco” Chief Credit Officer

“CE” Chief Executive

“CFO” Chief Financial Officer

“CIC” China Investment Corporation

“CRM” Credit Risk Mitigation

“CRO” Chief Risk Officer

“Central Huijin”

Central Huijin Investment Ltd. (formerly known as “Central SAFE Investments Limited”)
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Definitions (continued)

Terms Meanings

“Chiyu” Chiyu Banking Corporation Limited, a company incorporated under the laws of Hong
Kong, in which BOCHK holds an equity interest of 70.49%

“ECAI(s)” External Credit Assessment Institution(s)

“EURIBOR” Euro Interbank Offered Rate

“Fitch” Fitch Ratings

“the Group” the Bank and its subsidiaries collectively referred as the Group

“HKAS(s)” Hong Kong Accounting Standard(s)

“HKFRS(s)” Hong Kong Financial Reporting Standard(s)

“HKICPA” Hong Kong Institute of Certified Public Accountants

“HK(IFRIC)-Int” Hong Kong (IFRIC) Interpretation

“HKMA” Hong Kong Monetary Authority

“Hong Kong” or “Hong Kong SAR”

Hong Kong Special Administrative Region

“7” Information Technology
“LIBOR” London Interbank Offered Rate
“Listing Rules” the Rules Governing the Listing of Securities on The Stock Exchange of Hong Kong

Limited

“Mainland China”

the mainland of the PRC

“MBS”

Mortgage-backed securities

“MPE”

Mandatory Provident Fund

“MPF Schemes Ordinance”

the Mandatory Provident Fund Schemes Ordinance, Chapter 485 of the Laws of Hong
Kong, as amended

“Moody’s” Moody’s Investors Service

“Nanyang” Nanyang Commercial Bank, Limited, a company incorporated under the laws of Hong
Kong and a wholly owned subsidiary of BOCHK

“NCB (China)” Nanyang Commercial Bank (China), Limited, a company incorporated under the laws

of the PRC and a wholly owned subsidiary of Nanyang
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Definitions (continued)

Terms

Meanings

“ORSO schemes”

the Occupational Retirement Schemes under Occupational Retirement Schemes
Ordinance, Chapter 426 of the Laws of Hong Kong

“PRC”

the People’s Republic of China

“RC”

the Risk Committee

“RMB” or “Renminbi”

Renminbi, the lawful currency of the PRC

“RMD”

the Risk Management Department

“STC approach”

Standardised (Credit Risk) Approach

“STM approach”

Standardised (Market Risk) Approach

“STO approach”

Standardised (Operational Risk) Approach

“Share Option Scheme”

the Share Option Scheme conditionally approved and adopted by the shareholders of
BOCHK (Holdings) on 10 July 2002

“Sharesave Plan”

the Sharesave Plan conditionally approved and adopted by the shareholders of
BOCHK (Holdings) on 10 July 2002

“Standard & Poor’s”

Standard & Poor’s Ratings Services

“Stock Exchange”

The Stock Exchange of Hong Kong Limited

“Subordinated Credit Facility”

the US$2,500 million subordinated credit facility extended by BOC to BOCHK pursuant
to a subordinated credit facility agreement dated 16 December 2008 as disclosed in
the announcement of BOCHK (Holdings) dated 12 December 2008

“Subordinated Notes”

the subordinated notes due in 2020 proposed to be issued and offered by BOCHK to
professional and institutional investors which are denominated in US dollars and
having a maturity of 10 years

“s”

the United States of America

“WAR”

Value at Risk
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