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Report of the Directors

The Directors are pleased to present their report together with the audited consolidated financial statements of the Bank and its

subsidiaries for the year ended 31 December 2010.

Principal Activities

The Bank is a licensed bank authorised under the Hong Kong Banking Ordinance. The principal activities of the Group are the
provision of banking and related financial services. An analysis of the Group’s and the Bank’s performance for the year by

business segments are set out in Note 45 to the financial statements.

Results and Appropriations

The results of the Group for the year are set out in the consolidated income statement on page 31.

On 30 June 2010, the Board declared the first interim dividend of HK$0.088 per ordinary share, totalling approximately HK$3,788
million, which was paid on 31 August 2010.

On 31 December 2010, the Board declared the second interim dividend of HK$0.133 per ordinary share, totalling approximately
HK$5,725 million, which was paid on 28 February 2011.

The Board does not recommend the payment of a final dividend for the year ended 31 December 2010.

Reserves

Details of movements in the reserves of the Group and the Bank are set out in the consolidated statement of changes in equity

and the statement of changes in equity on page 38 and 39 respectively.

Donations

Charitable and other donations made by the Group during the year amounted to approximately HK$8 million.

Properties, Plant and Equipment

Details of movements in properties, plant and equipment of the Group and the Bank are set out in Note 29 to the financial

statements.
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Report of the Directors (Continued)
Directors

The Directors of the Bank during the year and up to the date of this report are:

Chairman XIAO Gang”*
Vice Chairmen LI Lihui *

HE Guangbei
Directors LI Zaohang *

ZHOU Zaiqun *

ZHANG Yanling *

GAO Yingxin

FUNG Victor Kwok King *

KOH Beng Seng *

SHAN Weijian *

TUNG Chee Chen *

TUNG Savio Wai-Hok *

YANG Linda Tsao * (retired from 21 May 2010)
*  Non-executive Directors

* Independent Non-executive Directors

There being no provision in the Bank’s Articles of Association for retirement by rotation, all the directors continue in office.

Directors’ Interests in Contracts of Significance

No contracts of significance, in relation to the Group’s business to which the Bank, its holding companies, or any of its subsidiaries or
fellow subsidiaries was a party and in which a Director had a material interest, whether directly or indirectly, subsisted at the end of
the year or at any time during the year.
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Report of the Directors (Continued)

Directors’ Rights to Acquire Shares
On 5 July 2002, the following Directors were granted options by BOC (BVI), the indirect holding company of the Bank, pursuant to a
Pre-Listing Share Option Scheme to purchase from BOC (BVI) existing issued shares of BOCHK (Holdings), the immediate holding

company of the Bank, at a price of HK$8.50 per share. These options have a vesting period of four years from 25 July 2002 with a
valid exercise period of ten years.

Particulars of the outstanding options granted to the Directors under the Pre-Listing Share Option Scheme as at 31 December 2010
are set out below:

Number of share options

Lapsed

Exercise Balances as at Exercised Surrendered during Balances as at

Name of Date of price  Exercisable Granted on 1 January during during the 31 December

Director grant (HK$) period 5 July 2002 2010 theyear the year year 2010

LI Zaohang 5 July 2002 8.50 25July 2003 1,446,000 1,446,000 — — — 1,446,000
to 4 July 2012

ZHOU Zaiqun 5 July 2002 8.50 25July 2003 1,446,000 1,084,500 — — — 1,084,500
to 4 July 2012

ZHANG Yanling 5 July 2002 8.50 25July 2003 1,446,000 1,446,000 — — — 1,446,000
to 4 July 2012

Total 4,338,000 3,976,500 — — — 3,976,500

Save as disclosed above, at no time during the year was the Bank, its holding companies, or any of its subsidiaries or fellow
subsidiaries a party to any arrangements to enable the Directors to acquire benefits by means of the acquisition of shares in, or

debentures of, the Bank or any other body corporate.

Management Contracts

There exists a services agreement between BOCHK (Holdings) and the Bank whereby BOCHK (Holdings) provides management and
investor relations services to the Bank and under which costs are reimbursed and fees are payable. The said agreement can be

terminated by either party giving not less than three months’ prior notice.

Compliance with the Banking (Disclosure) Rules

The financial statements for the year ended 31 December 2010 comply with the requirements set out in the Banking (Disclosure)
Rules under the Banking Ordinance.
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Report of the Directors (Continued)
Auditor

The financial statements for the year 2010 have been audited by PricewaterhouseCoopers. A resolution for their re-appointment as
auditor for the ensuing year will be proposed at the forthcoming annual general meeting.

On behalf of the Board

A7)

XIAO Gang
Chairman

Hong Kong, 24 March 2011
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Corporate Governance

The Bank is committed to maintaining and upholding good corporate governance in order to protect the interests of
shareholders, customers and staff. The Bank abides strictly by the laws and regulations of the jurisdiction where it operates, and
observes the guidelines and rules issued by regulatory authorities such as the Hong Kong Monetary Authority and the Hong Kong
Securities and Futures Commission. In particular, the Bank is in full compliance with the guideline in the Supervisory Policy Manual
module CG-1 issued by the Hong Kong Monetary Authority and entitled “Corporate Governance of Locally Incorporated Authorised
Institutions”. The Bank also keeps its corporate governance system under constant review to ensure that it is in line with international
and local best practices.

Corporate Governance Framework
The Board is at the core of the Bank’s corporate governance framework, and there is clear division of responsibilities

between the Board and the Management. The Board is responsible for providing high-level guidance and effective oversight of the
Management. Generally, the Board is responsible for:

. formulating the Group’s mid and long-term strategy and monitoring the implementation thereof;
. reviewing and approving the annual business plan and financial budget;

. approving the annual, interim and quarterly reports;

. reviewing and monitoring risk management and internal control;

. ensuring good corporate governance and effective compliance; and

. monitoring the performance of the Management.

The Board authorises the Management to execute strategies that have been approved. The Management reports to the Board and is
responsible for the day-to-day operation of the Group. The Board has formulated clear written guidelines, which stipulate the
circumstances under which the Management should report to and obtain prior approval from the Board before making
decisions or entering into any commitments on behalf of the Group. The Board will regularly review these guidelines.

To avoid the concentration of power in any single individual, the positions of the Chairman and the Chief Executive are held by
two different individuals. Their roles are distinct and are clearly established and stipulated in the Board’s Mandate. In short,
the Chairman is responsible for ensuring that the Board properly discharges its responsibilities and conforms to good corporate
governance practices and procedures. As the Chairman of the Board, he is also responsible for making sure that all Directors are
properly briefed on issues arising at the board meetings, and that all Directors receive accurate, timely and clear information. The
Chief Executive is responsible for providing leadership for the whole Management and implementing the important policies and
development strategies approved by the Board.

Taking into consideration market practices and international best practices in corporate governance, the Board has established
four standing Board Committees to assist it in carrying out its responsibilities. They are the Audit Committee, Nomination and
Remuneration Committee, Risk Committee, and Strategy and Budget Committee. Should the need arise, the Board will authorise an
independent board committee comprising all the independent non-executive Directors to review, approve and monitor connected
transactions (including the continuing connected transactions) that should be approved by the Board.

Each of the Board Committees has a well-defined mandate. They make recommendations to the Board on relevant matters within
their terms of reference, or make decisions under appropriate circumstances in accordance with the power delegated by the Board.
A secretarial department is assigned to provide support services to each Board Committee so that it can discharge its
responsibilities properly and effectively. The Board and Board Committees will participate in the annual performance appraisal of
the secretarial departments to ensure the support services provided by these departments are adequate and of good quality.
According to their mandates, the Board and the Board Committees will review and evaluate their respective work process and
effectiveness annually, with a view to identifying areas for improvement.
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Corporate Governance (continued)
Corporate Governance Framework (continued)

The following chart sets out the Bank’s corporate governance framework.
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The Bank’s corporate website (www.bochk.com) contains detailed information on the Bank’s corporate governance principles and
framework, the compositions of the Board and Board Committees and a summary of their respective terms of reference,
shareholders’ rights and the Bank’s Fair Disclosure Policy.

Board of Directors

Non-executive Directors and independent non-executive Directors form the majority of the Board. This structure ensures the
independence and objectivity of the Board’s decision-making process as well as the thoroughness and impartiality of the Board's
oversight of the Management. The Board acts honestly and in good faith in order to maximise long-term shareholder value and fulfill
its corporate responsibility to other stakeholders of the Group. Its decisions are made objectively and in the best interests of the
Group.

The Board currently has 12 members, comprising five independent non-executive Directors, five Non-executive Directors and two
Executive Directors. Mdm. Yang Linda Tsao retired as an independent non-executive Director of the Bank with effect from 21 May
2010. Save as disclosed above, there was no other change to the composition of the Board in 2010 and up to the date of this report.

All Directors possess extensive experience in banking and management, and over one third of them are independent
non-executive Directors, of whom several are experts in financial and/or risk management. The Board has adopted the “Policy
on Independence of Directors” (the “Independence Policy”), which stipulates the criteria on the independence of the independent
non-executive Directors. The Bank has received from each of the independent non-executive Directors an annual confirmation of
his/her independence by reference to the Independence Policy. In particular, the term of office of two of the independent
non-executive Directors, namely, Dr. Fung Victor Kwok King and Mr. Shan Weijian, who were appointed in 2002, will be more than 9
years if they are re-elected at the forthcoming annual general meeting for a further term of approximately 3 years. On the basis of the
information available to it, the Bank considers all of the Independent Non-executive Directors to be independent.

All the existing Non-executive Directors and independent non-executive Directors of the Bank have been appointed for a fixed
term, with formal letters of appointment setting out the key terms and conditions of their appointment. The Nomination and
Remuneration Committee has also established a written and formal process for the appointment of independent non-executive
Directors to ensure that the appointment procedures are standardised, thorough and transparent.
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Corporate Governance (continued)
Board of Directors (continued)

There is no relationship (including financial, business, family or other material/relevant relationship(s)) among the Board
members. Messrs. Xiao Gang, Li Lihui, Li Zaohang and Zhou Zaiqun are Executive directors of BOC. Mdm. Zhang Yanling is a
former executive vice-president of BOC (she ceased to be an executive vice-president of BOC on 23 July 2010). It is expressly
provided in the Board’'s Mandate that, unless permissible under applicable laws or regulations, if a substantial shareholder or Director
has a conflict of interest in the matter to be considered by the Board, a Board meeting attended by independent non-executive
Directors who have no material interest in the matter shall be held to deliberate on the same.

The Bank has arranged for appropriate Directors’ Liability Insurance Policy to indemnify the Directors for liabilities arising
out of corporate activities. The coverage and the sum insured under the policy are reviewed annually.

To ensure that newly appointed Directors have adequate understanding of the Bank’s business and operation, and to enable current
Directors to constantly update their skills and knowledge so that they can continue to offer informed advice and contribute to the
Board, the Board enforces a formal system for the initial induction and ongoing professional development of the Directors. In
2010, the Board invited Mr. Koh Beng Seng, the Chairman of the Risk Committee of the Bank with extensive experiences in
supervision of financial sector, to share with members of the Board and senior management the risk appetite setting of banks.

Seven Board meetings were held during the year with an average attendance rate of 95%. The meeting schedule was prepared
and approved by the Board in the preceding year. In general, Board agenda and meeting materials are despatched to all Board
members for review at least seven days before the meetings. Board agenda is approved by the Chairman following consultation with
other Board members and the Management. As a general practice, the Chairman will meet all Non-executive Directors (including
independent non-executive Directors) in the absence of Executive Directors and the Management at the beginning of each Board
meeting, in order to facilitate an open and frank discussion among the Non-executive Directors. This practice has been incorporated
in the Working Rules of the Board. Individual attendance records of the Directors in 2010 are set out as follows:

Director Number of Board meetings attended Attendance rate
Non-executive Directors

Mr. XIAO Gang (Chairman) 6 out of 7 86%

Mr. LI Lihui (Vice Chairman) 7 out of 7 100%

Mr. LI Zaohang 6 out of 7 86%

Mr. ZHOU Zaiqun 7 out of 7 100%
Mdm. ZHANG Yanling 7 out of 7 100%

Independent Non-executive Directors

Dr. FUNG Victor Kwok King 6 out of 7 86%
Mr. KOH Beng Seng 7 out of 7 100%
Mr. SHAN Weijian 7 out of 7 100%
Mr. TUNG Chee Chen 6 out of 7 86%
Mr. TUNG Savio Wai-Hok 7 out of 7 100%
Mdm. YANG Linda Tsao ™ 4 out of 4 100%

Executive Directors
Mr. HE Guangbei (Vice Chairman and Chief Executive) 7 out of 7 100%

Mr. GAO Yingxin 6 out of 7 86%

Note: Mdm. Yang Linda Tsao retired as an Independent Non-executive Director with effect from 21 May 2010.

Apart from formal Board meetings and general meetings, there are opportunities for the Board and the Management to interact and
communicate on relatively less formal occasions. For example, Board members have been invited to give a talk to the Bank’s
middle to senior management on diverse subjects leveraging on their respective background and expertise. Further, off-site
events have been held to enhance communication among Board members, and between the Board and the Management.
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Corporate Governance (continued)

Audit Committee

The Audit Committee currently has six members (with Mdm. Yang Linda Tsao retired in May 2010), comprising one Non-executive
Director and all the five independent non-executive Directors. Independent non-executive Directors make up 83% of the Committee

members. The Committee is chaired by Mr. Shan Weijian, an independent non-executive Director.

The Committee assists the Board in fulfilling its oversight role over the Bank and its subsidiaries in, among others, the following areas:

. integrity of financial statements and financial reporting process;

. internal control systems;

. effectiveness of internal audit function and performance appraisal of the Head of Internal Audit;

. appointment of external auditor and assessment of their qualifications, independence and performance and, with
authorisation of the Board, determination of their remuneration;

. periodic review and annual audit of the Bank’'s and the Group’s financial statements, and financial and business
review;

. compliance with applicable accounting standards as well as legal and regulatory requirements on financial disclosures;
and

. corporate governance framework of the Group and implementation thereof.

The work performed by the Audit Committee in 2010 included the review and, where applicable, approval of:

. the Bank's Directors' Report and financial statements for the year ended 31 December 2009 and the annual results
announcement that were recommended to the Board for approval;

. the Bank's interim financial statements for the six months ended 30 June 2010 and the interim results announcement
that were recommended to the Board for approval;

. the Bank’s announcement on quarterly financial and business review for the period ended 31 March 2010 and 30
September 2010 that were recommended to the Board for approval;

. the audit reports and report on internal control recommendations submitted by the external auditor, and the on-site
examination reports issued by regulators;

. the re-appointment of external auditor, the fees payable to external auditor for the annual audit, interim review and
other non-audit services;

. the Group’s internal audit plan for 2010 and key issues identified;

. the deployment of human resources and pay level of the Internal Audit, and the department’s budget for 2010; and

. the 2010 key performance indicators for and 2009 performance appraisal of the Head of Internal Audit and the Internal

Audit Department.

The “Policy on Staff Reporting of Irregularities” adopted by the Board has proved to be effective. Last year, reports on a number of
cases were received and handled satisfactorily through the channels and procedures set out in the said Policy.

The Audit Committee conducted an annual review of the effectiveness of the internal control systems of the Group in 2010. This
review covered all material controls, including financial, operational and compliance controls as well as risk management. The review
also considers the adequacy of resources, staff qualifications and experience and training of the Group’s accounting and financial
reporting functions. For detailed information on this topic, please refer to the “Internal Control” section below.
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Corporate Governance (continued)
Audit Committee (continued)

Six Audit Committee meetings were held during the year with an average attendance rate of 90%. Individual attendance
records of the relevant Directors are set out as follows:

Director Number of committee meetings attended Attendance rate
Mr. SHAN Weijian (Chairman) 6 out of 6 100%
Mr. ZHOU Zaiqun 5 out of 6 83%
Dr. FUNG Victor Kwok King 5 out of 6 83%
Mr. KOH Beng Seng 5 out of 6 83%
Mr. TUNG Chee Chen 5 out of 6 83%
Mr. TUNG Savio Wai-Hok 6 out of 6 100%
Mdm. YANG Linda Tsao ™ 4 out of 4 100%

Note: Mdm. Yang Linda Tsao retired and resigned as an Independent Non-executive Director and a member of the Audit Committee with effect from 21
May 2010. The Independent Non-executive Directors nevertheless make up the majority of the Committee members, and the independence of
the Committee is not affected by the relevant change.

Nomination and Remuneration Committee

The Nomination and Remuneration Committee currently has five members (with Mdm. Yang Linda Tsao retired in May 2010)
comprising two Non-executive Directors and three independent non-executive Directors. The independent non-executive Directors
represent 60% of the Committee members. The Committee is chaired by Mr. Li Lihui, Vice-chairman of the Board.

The Committee assists the Board in fulfilling its oversight role over the Bank and its subsidiaries in, among others, the following areas:

. overall human resources, remuneration strategy and incentive framework of the Group;

. selection and nomination of Directors, Board Committee members and certain senior executives as designated by the
Board from time to time;

. structure, size and composition (including skills, experience and knowledge) of Directors and Board Committee
members;

. remuneration of Directors, Board Committee members, designated senior management and key personnel, and

. effectiveness of the Board and Board Committees.

The work performed by the Committee in 2010 included the review and where applicable, approval of:

. performance appraisal of the Executive Directors and designated senior executives for year 2009;

. proposal on staff bonus for year 2009 and salary adjustment for year 2010 for the Group, including the designated
senior executives;

. key performance indicators of the Group and the designated senior executives for year 2010;

. proposal on human resources budget of the Group for year 2011,

. reform proposals related to the implementation of HKMA's “Guideline on a Sound Remuneration System”;

. implementation progress of the Group’s medium-term human resources strategies and other major human resources
policies;

. reports on self-evaluation of the Board and Board Committees, which were analysed by the Committee. The

Committee also made recommendations to the Board regarding the results of the self-evaluation, with a view to further
enhancing the role and effectiveness of the Board and Board Committees;

. formulation, review and amendment on major HR and compensation policies; and

. matters relating to the appointment of directors to the boards of certain major subsidiaries of the Group.

The Nomination and Remuneration Committee also has the delegated responsibility to determine the specific remuneration
packages of the Executive Directors and designated senior executives and review the remuneration and incentive
mechanism of the Group. Please refer to the section headed “Remuneration and Incentive Mechanism” in this Corporate
Governance Report for further details.
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Nomination and Remuneration Committee (continued)

Six Nomination and Remuneration Committee meetings were held during the year with an average attendance rate of 86%.
Individual attendance records of the relevant Directors are set out as follows:

Director Number of committee meetings attended Attendance rate
Mr. LI Lihui (Chairman) 6 out of 6 100%
Mr. LI Zaohang 5 out of 6 83%
Dr. FUNG Victor Kwok King 4 out of 6 67%
Mr. SHAN Weijian 5 out of 6 83%
Mr. TUNG Chee Chen 5 out of 6 83%
Mdm. YANG Linda Tsao ™ 3outof 3 100%

Note: Mdm. Yang Linda Tsao retired as a member of Nomination and Remuneration Committee with effect from the 21 May 2010.
Risk Committee

The Risk Committee has four members in 2010. Two of them are independent non-executive Directors and two are Non-executive
Directors. The Committee is chaired by Mr. Koh Beng Seng, an independent non-executive Director.

The Committee assists the Board in fulfilling its oversight role over the Bank and its subsidiaries in, among others, the following areas:

. formulation of the risk appetite and risk management strategy of the Group, and determination of the Group’s risk
profile;

. identification, assessment and management of material risks faced by the various business units of the Group;

. review and assessment of the adequacy of the Group’s risk management policies, system and internal control;

. review and monitoring of the Group's capital management;

. review of the Group’s target balance sheet;

. review and monitoring of the Group’s compliance with the risk management policies, system and internal control,
including the Group’s compliance with prudential, legal and regulatory requirements governing the business of the
Group;

. review and approval of high-level risk-related policies of the Group;

. review of significant or high risk exposures and transactions; and

. review of key reports, including risk exposure reports, model development and validation reports, and credit risk model

performance reports.

The work performed by the Committee in 2010 included the following:

. review/approval of policies, including the “Group’s Operating Principles”, the “Risk Management Policy Statement”, the
“Requirements Relating to the Approval, Formulation, Review and Revision of Risk Management Policies and
Procedures”, the “Capital Management Policy of BOCHK”, the “Staff Code of Conduct’, the “Policy for Validating
Internal Rating Systems”, the “Connected Transactions Management Policy”, and a range of risk management policies
covering strategic risk, credit risk, market risk, interest rate risk, operational risk, legal, compliance and reputation risk
and stress testing;

. review/approval of the risk adjustment method for group bonus funding mechanics;

. review of the Group’s operating plan, including the Group’s target balance sheet, the Bank’s banking book investment
plan and portfolio key risk indicators, as well as risk management limits;

. review and monitoring of Basel Il implementation, including approval of FIRB models, review of model validation

reports, receiving the implementation progress reports of FIRB, IMA and ICAAP, as well as the status reports of the
allocation of risk-weighted assets;

. review of various periodic risk management reports; and

. review of significant high risk exposures and transactions.
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Corporate Governance (continued)

Risk Committee (continued)

Seven Risk Committee meetings were held during the year with an average attendance rate of 96%. Individual attendance
records of the relevant Directors are set out as follows:

Director Number of committee meetings attended Attendance rate
Mr. KOH Beng Seng (Chairman) 7 out of 7 100%
Mr. TUNG Savio Wai-Hok 7 out of 7 100%
Mdm. ZHANG Yanling 7 out of 7 100%
Mr. LI Zaohang 6 out of 7 86%

Strategy and Budget Committee

The Strategy and Budget Committee currently comprised four members: one independent non-executive Director, two Non-executive
Directors, and the Chief Executive, who is an Executive Director. The Committee was chaired by Mdm. Yang Linda Tsao, an
independent non-executive Director who retired with effect from 21 May 2010. Thereafter the number of members of the Strategy and
Budget Committee was reduced from five to four and the Committee is then chaired by Mr. Zhou Zaiqun, a Non-executive Director.

The Committee assists the Board in fulfilling its oversight role over the Bank and its subsidiaries in, among others, the following areas:

. draft, review, motion, and monitor the Group’s medium to long-term strategy;

. draft and review the process for formulating the Group’s medium to long-term strategy to ensure that they are
sufficiently robust to take into account a range of alternatives;

. monitor implementation of the Group’s medium to long-term strategy through pre-determined metrics and provide
guidance to Management;

. review and monitor the Group’s regular/periodic (including annual) business plan and financial budget; and

. make recommendations to the Board on major capital expenditures, merger & acquisition and strategic commitments

of the Group and monitor implementation of the same.

During the year, the Strategy and Budget Committee guided and monitored the Management’s implementation of the Group’s annual
business strategy. The Committee also played a prominent role in driving the formulation and implementation of the Group’s key
business strategies, including those for the development of China business, RMB business, etc. In particular, the Committee guided
the Management to consummate the medium to long-term rolling strategic plan of the Group as it faced new opportunities and threats
arising from the new operating environment. Furthermore, the Committee monitored the implementation of the Group’s budget and
business plan for 2010. In planning for 2011, the Committee reviewed and endorsed the Group'’s financial budget and business plan,
and recommended to the Board for approval.

Seven Strategy and Budget Committee meetings were held during the year with an average attendance rate of 100%.
Individual attendance records of the relevant Directors are set out as follows:

Director Number of committee meetings attended Attendance rate
Mdm. YANG Linda Tsao (Former Chairlady) "¢ 9 4outof4 100%
Mr. ZHOU Zaiqun (Chairman) "¢ 2 7 out of 7 100%
Mr. HE Guangbei 7 out of 7 100%
Mdm. ZHANG Yanling 7 out of 7 100%
Mr. TUNG Savio Wai-Hok 7 out of 7 100%

Note 1: Mdm. Yang Linda Tsao retired as Chairlady of Strategy and Budget Committee with effect from 21 May 2010
Note 2: Mr. Zhou Zaiqun was appointed as Chairman of Strategy and Budget Committee with effect from 21 May 2010
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Ad Hoc Committee

The Board established ad hoc Independent Board Committee during the year, with details as follow:
Independent Board Committee

An Independent Board Committee was set up in January 2010 to review and approve the terms and conditions of the appointment of
BOCI, an associate of BOC, as one of the joint lead managers in relation to issue of subordinated notes by the Bank in February and
April 2010 to qualified institutional buyers in reliance on certain exemption from the registration requirements of the U.S. Securities
Act of 1933. The Committee comprised all the independent non-executive Directors of BOC Hong Kong (Holdings) Limited (‘BOCHK
(Holdings)”), the holding company of the Bank at the material time. The appointment was exempted from compliance with relevant
requirements under the Listing Rules from the perspective of BOCHK (Holdings) but the Independent Board Committee was still set
up for good corporate governance. As the terms and conditions for BOCI's appointment are consistent with those for the appointment
of other two joint lead managers who are independent third parties, the Independent Board Committee considered that the
appointment was fair and reasonable, on normal commercial terms and was in the interests of BOCHK (Holdings) and its
shareholders taken as a whole.

An Independent Board Committee was set up in May 2010 to review and approve the continuing connected transactions between
BOCHK (Holdings) and its subsidiaries (“BOCHK (Holdings) Group”) on the one hand and BOC and its associates on the other hand,
for the three financial years ending 31 December 2013. The Committee comprised all the independent non-executive Directors of
BOCHK (Holdings) and was chaired by Mr. Tung Chee Chen. The Committee has engaged KBC Bank N.V. as the independent
financial adviser for the purpose of reviewing the continuing connected transactions. On the basis of KBC Bank N.V.’s advice, the
Committee has been satisfied that the continuing connected transactions were conducted in the ordinary and usual course of
business of the BOCHK (Holdings) Group and the continuing connected transactions and the annual caps imposed on such
transactions for the three years 2011-2013 are in the interests of BOCHK (Holdings) and its shareholders as a whole and are fair and
reasonable so far as the independent shareholders are concerned. As the annual caps for certain categories of continuing connected
transactions represent more than 5% of the applicable percentage ratios as defined in the Listing Rules, such transactions are subject
to the approval of the independent shareholders of BOCHK (Holdings). For such purpose, an extraordinary general meeting is
scheduled to be held immediately after the annual general meeting of BOCHK (Holdings) on 25 May 2011. Shareholders please refer
to the circular issued by BOCHK (Holdings) dated 20 January 2011 and notice of the extraordinary general meeting issued by
BOCHK (Holdings) in April 2011 for details on the continuing connected transactions and the extraordinary general meeting.
Shareholders can also view and download the aforesaid documents from BOCHK (Holdings)’s website at www.bochk.com.

Directors’ Securities Transactions

The BOCHK (Holdings) has adopted the “Code for Securities Transactions by Directors” to govern securities transactions by
Directors relating to BOCHK (Holdings) and BOC. BOCHK (Holdings) had made specific enquiry of all Directors, who confirmed that
they had complied with the standards set out in both BOCHK (Holdings)’s Code and the said Model Code throughout year 2010, with
the following exception. On 25 June 2010, without the knowledge of Mr. Zhou Zaiqun who was on a business trip, or any prior
consultation with him, his wife caused 500 shares in BOCHK (Holdings) held by him in an account jointly controlled by him and her to
be sold. The number of shares sold represented only 0.05% of his interests in shares/underlying shares of BOCHK (Holdings) and
only 0.000005% of the issued share capital of BOCHK (Holdings). The sale did not take place during the “black out” period for
Directors’ dealing in securities in BOCHK (Holdings). At the time Mr. Zhou did not have any material non-public price-sensitive
information relating to securities in BOCHK (Holdings). As Mr. Zhou was unaware of the sale of the 500 shares, he could not, and did
not, seek any approval for the sale and did not disclose it pursuant to the requirements set out in BOCHK (Holdings)'s Code (and the
Model Code). Mr. Zhou only learnt for the first time about the sale of the shares on 26 July 2010, whereupon he immediately brought
the matter to the attention of the Management of the BOCHK (Holdings).
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Corporate Governance (continued)

Remuneration and Incentive Mechanism

The Remuneration and Incentive Mechanism of the Group is based on the principles of “effective motivation” and “sound
remuneration management”. It links remuneration, performance and risk management tightly, and encourages staff to enhance their
performance and at the same time strengthen their mindset of risk management so as to achieve sound remuneration management.

. The Determination of the Remuneration Policy

To fulfill the above-mentioned principles and to facilitate effective risk management within the framework of the Remuneration
Policy of the Group, the Remuneration Policy of the Group is initiated by Human Resources Department with consultation of the
risk control units including Risk Management, Financial Management and Compliance in order to balance the needs for staff
motivations, sound remuneration and prudent risk management. After the proposed Remuneration Policy is cleared with the
Management Committee, it will be submitted to the Nomination and Remuneration Committee for review and thereafter to the
Board of Directors for approval. Nomination and Remuneration Committee and the Board of Directors will seek opinions of other
Board committees (e.g. Risk Committee, Audit Committee, etc.) where they consider necessary under the circumstances.

*  The Key Features of the Remuneration and Incentive Mechanism
1. Performance Management Mechanism

To reflect the corporate culture of “Achieving Performance and Effectiveness”, the Group has put in place a performance
management mechanism to formalise the performance management at the levels of the Group, units and individuals.
The annual targets of the Group will be cascaded down under the framework of balanced scorecard whereby the
performance of the senior management and different units (including business units, risk control units and other units)
would be assessed from the perspectives of financial, customer, building block/key tasks, human capital, risk
management and compliance. As to the performance management of individual staff at different levels, the annual
targets of the Group will be tied to the job requirements of different posts at different levels through the model of
level-based performance management. Performance of individuals will be appraised with reference to their
accomplishment of work targets, contribution towards overall performance of their corresponding units and compliance
of risk management and internal control policies. Under this mechanism, not only the target accomplishment has been
taken into account, the risk exposure involved during the course of work of a staff member could also be evaluated and
managed so as to provide safeguards to the Group against the risk and ensure normal operations. The mechanism is
also coupled with the assessment on system of values, thereby facilitating the attainment of the core values of the
Group.

2. Risk Modification of Remuneration

To implement the principle of aligning the performance and remuneration with the risk, the Group has introduced “The
Risk Adjustment Method” under which the key risk modifiers of the bank have been incorporated into the performance
management mechanism of the Group and the size of the Variable Remuneration Pool of the Group, which is the total
amount to be paid to the staff as variable compensation, would be determined on the basis of the risk-adjusted
performance results. This method enables the Group to fix the Group’s Variable Remuneration Pool after considering risk
exposures and changes and to maintain effective risk management through the remuneration mechanism.

3. Performance-based Remuneration Management

The remuneration of staff is composed of “fixed remuneration” and “variable remuneration”, the proportion of one to the
other for individual staff members depends on job grades, roles, responsibilities and functions of the staff with the
prerequisite that balance has to be struck between the fixed and variable portion. Generally speaking, the higher the job
grades and/or the greater the responsibilities, the higher will be the proportion of variable remuneration so as to
encourage the staff to follow the philosophy of prudent risk management and sound long-term financial stability.

Every year, the Group will conduct periodic review on the fixed remuneration of the staff with reference to various factors
like remuneration strategy, market pay trend and staff salary level; and to determine the remuneration based on the
affordability of the Group as well as the performance of the Group, units and individuals. As mentioned above,
performance assessment criteria include quantitative and qualitative factors, as well as financial and non-financial
indicators.
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Remuneration and Incentive Mechanism (continued)
. The Key Features of the Remuneration and Incentive Mechanism (continued)

3. Performance-based Remuneration Management (continued)

The size of the Variable Remuneration Pool of the Group is determined by the Board on the basis of the financial
performance of the Group and the achievement of non-financial strategic business targets under the long-term
development of the Group. Thorough consideration is also made to the risk factors in the determination process. The
size of the Pool is reached based on formulaic calculations but the Board can make discretionary adjustment to it if
deemed appropriate under prevailing circumstances. As far as individual units and individual staff are concerned,
allocation of the variable remuneration is closely linked to the performance of the units, and that of each individual staff
as well as the unit he/she is attaching to, the assessment of which should include risk modifiers. Within the acceptable
risk level of the Group, the better the performance of the unit and the individual staff, the higher will be the variable
remuneration for the individual staff.

4, Linking the payout of the variable remuneration with the time horizon of the risk to reflect the long-term value creation of
the Group

To work out the principle of aligning remuneration with the risk and to ensure that sufficient time is allowed to ascertain
the associated risk and its impact before the actual payout, payout of the variable remuneration of staff is required to be
deferred if such amount reaches certain prescribed threshold. The Group adopts a progressive approach towards
deferral. The longer the time horizon of risk in the activities conducted by the staff, the higher the job grade or the higher
amount of the variable remuneration, the higher will be the proportion of deferral. Deferral lasts for 3 years.

The vesting of the deferred variable remuneration is linked with the long term value creation of the Group. The vesting
conditions are linked to the yearly performance (financial and non-financial) of the Group in the next 3 years to the effect
that the variable remuneration could only be vested to such extent as set for the relevant year in that 3-year period
subject to the condition that the Group’s performance has met the threshold requirement in the corresponding year. In
case of material revision of the original estimates of the performance of the Group or the individual units, or if a staff is
found to commit fraud, or found to be of malfeasance or in violation of internal control policies, the unvested portion of
the deferred variable remuneration of the relevant staff will be clawed back.

External Auditor

Pursuant to the “Policy on External Auditors” adopted by the Board, the Audit Committee reviewed and monitored and was satisfied
with the independence and objectivity of PricewaterhouseCoopers, the Group’s external auditor, and the effectiveness of their
audit procedures, based on the principles and standards set out in the policy that were in line with international best practices. Upon
the recommendation of the Audit Committee, the Board will propose that PricewaterhouseCoopers be re-appointed as auditor of the
Group at the Bank’s 2011 annual general meeting. Subject to authorisation by the shareholders, the Board will authorise the Audit
Committee to determine the remuneration of PricewaterhouseCoopers. For 2010, the fee charged by PricewaterhouseCoopers was
HK$38 million, of which HK$30 million was for audit services and HK$8 million related to other services. Among the said HK$8 million,
HK$4 million of which was the fee charged by PricewaterhouseCoopers in relation to issue of subordinated notes by the Bank. For
2009, the fee charged by PricewaterhouseCoopers was HK$34 million, of which HK$28 million was for audit services and HK$6
million related to other services.

The Audit Committee was satisfied that the non-audit services did not affect the independence of PricewaterhouseCoopers. The
amount paid to PricewaterhouseCoopers for non-audit services in 2010 comprised mainly the tax-related services fee of HK$2 million,
the fee incurred incidental to the issue of subordinated notes by the Bank of HK$4 million and miscellaneous non-audit services fee of
HK$2 million.

Internal Control

The Board has the responsibility to ensure that the Group maintains sound and effective internal controls to safeguard the Group’s
assets. According to the Board’s delegation, the Management is responsible for the day-to-day operations and risk management.
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Internal Control (continued)

The internal control system is designed to provide appropriate assurance against material misstatement or loss; to manage the risk of
system failure; and to assist in the achievement of the Group’s objectives. In addition to safeguarding the Group’s assets, it also
ensures the maintenance of proper accounting records and compliance with relevant laws and regulations.

The Group conducts an annual review of the effectiveness of its internal control systems covering all material controls, including
financial, operational and compliance controls as well as risk management. The review is conducted by making reference to the
guidelines and definitions given by the regulatory and professional bodies for the purpose of assessing five different internal control
elements, namely, the control environment, risk assessment, control activities, information and communication, and monitoring. The
assessment covers all the major internal controls and measures, including financial, operational and compliance controls as well as
risk management functions. The review also considers the adequacy of resources, staff qualifications and experience and training of
the Group’s accounting and financial reporting functions. The annual review is coordinated by the Group’s Internal Audit which, after
the Management and various business departments have performed their self-assessment, then carries out an independent
examination and other post-assessment work on the review process and results. The results of the 2010 review have been reported
to the Audit Committee and the Board.

The key procedures that the Group has essentially established and implemented to provide internal controls are summarised as
follows:

. with a Management that functions under a rational organisational structure and whose authority, responsibility and
accountability are clearly delineated, the Group has formulated policies and procedures to ensure reasonable checks
and balances for all the operating units, reasonable safeguard for the Group’s assets, the implementation of internal
controls and adherence to relevant laws and regulations and risk management in its operations;

. the Management draws up and continuously monitors the implementation of the Group’s strategies, business plans
and financial budgets. The accounting and management systems that are in place provide the basis for evaluating
financial and operational performance;

. the Group has various risk management and human resources policies. There are specific units and personnel that are
responsible for identifying, assessing and managing all the major risks. These include reputation, strategic, legal,
compliance, credit, market, operational, liquidity and interest rate risks (The Group’s risk management governance
structure is given on page 349 to page 357 in this Annual Report);

. the Group has established an information technology governance structure that produces a range of reports on
information systems and management, including information on the monitoring of various business units, financial
information and operating performance. Such information facilitates the Management, business units and the
regulatory bodies in assessing and monitoring the Group’s operation and performance. Proper communication
channels and reporting mechanisms are in place at various business units and levels to facilitate exchange of
information;

. pursuant to a risk-based approach and in accordance with the internal audit plan approved by the Audit Committee, the
Group’s Internal Audit conducts independent reviews on such aspects as financial activities, various business areas,
various kinds of risks, operations and activities. Audit reports are submitted directly to the Audit Committee. Internal
Audit closely follows up on the items that require attention in a systematic way and reports to the Audit Committee and
the Management in a timely manner; and

. the Audit Committee reviews the reports submitted by external auditor to the Group’s Management in connection with
the annual audit as well as the recommendations made by regulatory bodies on internal control. Internal Audit follows
up on the same to ensure timely implementation of the recommendations, and also periodically reports the status of
the implementation to the Management and the Audit Committee.

The Group is committed to maintaining and upholding good corporate governance practices and internal control system of all
subsidiaries are reviewed regularly. During the year of 2010, continuous improvement on the organisation structure and segregation
of duty, the risk management policy and procedure, and the enhancement of disclosure transparency have been undertaken. In
response to the volatility in global financial markets and unstable momentum of economic recovery, the Group has implemented a
series of measures and undertaken an on-going review on the effectiveness of the internal control mechanism. In 2010, areas for
improvement have been identified and appropriate measures have been implemented.
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Directors’ Responsibility Statement in relation to Financial Statements

The following statement should be read in conjunction with the auditor’s statement of their responsibilities as set out in the auditor’s
report contained in this Annual Report. The statement is made with a view to distinguishing for shareholders the respective
responsibilities of the Directors and of the auditor in relation to the financial statements.

The Directors are required by the Hong Kong Companies Ordinance to prepare financial statements, which give a true and fair view of
the state of affairs of the Bank. The financial statements should be prepared on a going concern basis unless it is not appropriate to
do so. The Directors have responsibility for ensuring that the Bank keeps accounting records which disclose with reasonable
accuracy at any time the financial position of the Bank and which enable them to ensure that the financial statements comply with the
requirements of the Hong Kong Companies Ordinance. The Directors also have general responsibilities for taking such steps as are
reasonably open to them to safeguard the assets of the Group and to prevent and detect fraud and other irregularities.

The Directors consider that in preparing the financial statements contained in this Annual Report, the Bank has adopted appropriate

accounting policies which have been consistently applied and supported by reasonable judgements and estimates, and that all
accounting standards which they consider to be applicable have been followed.
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Independent Auditor’s Report
To the shareholders of Bank of China (Hong Kong) Limited
(incorporated in Hong Kong with limited liability)

We have audited the consolidated financial statements of Bank of China (Hong Kong) Limited (the “Bank”) and its subsidiaries
(together, the “Group”) set out on pages 31 to 348, which comprise the consolidated and company balance sheets as at 31 December
2010, and the consolidated income statement, the consolidated and company statements of comprehensive income, the consolidated
and company statements of changes in equity and the consolidated cash flow statement for the year then ended, and a summary of
significant accounting policies and other explanatory information.

Directors’ Responsibility for the Consolidated Financial Statements

The directors of the Bank are responsible for the preparation of consolidated financial statements that give a true and fair view in
accordance with Hong Kong Financial Reporting Standards issued by the Hong Kong Institute of Certified Public Accountants, and
the Hong Kong Companies Ordinance, and for such internal control as the directors determine is necessary to enable the preparation
of consolidated financial statements that are free from material misstatement, whether due to fraud or error.

Auditor’s Responsibility

Our responsibility is to express an opinion on these consolidated financial statements based on our audit and to report our opinion
solely to you, as a body, in accordance with section 141 of the Hong Kong Companies Ordinance and for no other purpose. We do not
assume responsibility towards or accept liability to any other person for the contents of this report.

We conducted our audit in accordance with Hong Kong Standards on Auditing issued by the Hong Kong Institute of Certified Public
Accountants. Those standards require that we comply with ethical requirements and plan and perform the audit to obtain reasonable
assurance about whether the consolidated financial statements are free from material misstatement.

An audit involves performing procedures to obtain audit evidence about the amounts and disclosures in the consolidated financial
statements. The procedures selected depend on the auditor’s judgment, including the assessment of the risks of material
misstatement of the consolidated financial statements, whether due to fraud or error. In making those risk assessments, the auditor
considers internal control relevant to the entity’s preparation of consolidated financial statements that give a true and fair view in order
to design audit procedures that are appropriate in the circumstances, but not for the purpose of expressing an opinion on the
effectiveness of the entity’s internal control. An audit also includes evaluating the appropriateness of accounting policies used and the
reasonableness of accounting estimates made by the directors, as well as evaluating the overall presentation of the consolidated
financial statements.

We believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis for our audit opinion.
Opinion
In our opinion, the consolidated financial statements give a true and fair view of the state of affairs of the Bank and of the Group as at

31 December 2010, and of the Group’s profit and cash flows for the year then ended in accordance with Hong Kong Financial
Reporting Standards and have been properly prepared in accordance with the Hong Kong Companies Ordinance.

(VW) g

PricewaterhouseCoopers
Certified Public Accountants
Hong Kong, 24 March 2011
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Consolidated Income Statement

For the year ended 31 December

Interest income
Interest expense

Net interest income

Fee and commission income
Fee and commission expense

Net fee and commission income

Net trading gain

Net gain on financial instruments designated at
fair value through profit or loss

Net gain/(loss) on investment in securities

Other operating income

Net operating income before impairment
allowances
Net reversal of impairment allowances

Net operating income
Operating expenses

Operating profit

Net gain from disposal of/fair value adjustments
on investment properties

Net (loss)/gain from disposal/revaluation of
properties, plant and equipment

Share of profits less losses after tax of
associates

Profit before taxation
Taxation

Profit for the year

Profit attributable to:
Equity holders of the Bank
Non-controlling interests

Dividends

(EHD
B (Restated)
Notes 2010 2009
BHEAT WM E )T
HK$'m HK$'m
21,960 20,403
(4,717) (3,743)
5 17,243 16,660
9,709 8,867
(2,423) (2,012)
6 7,286 6,855
7 1,198 1,486
44 261
8 533 (132)
9 384 449
26,688 25,579
10 368 1,190
27,056 26,769
1 (9,393) (11,982)
17,663 14,787
12 1,511 1,563
13 6) 51
27 ) 7
19,166 16,408
14 (3,059) (2,481)
16,107 13,927
15,864 13,754
243 173
16,107 13,927
16 9,513 10,270

The notes on pages 41 to 348 are an integral part of these financial statements.
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Consolidated Statement of Comprehensive Income

For the year ended 31 December

(5D
B (Restated)
Notes 2010 2009
BTHEAT N NEpIW
HK$'m HK$'m
Profit for the year 16,107 13,927
Change in fair value of available-for-sale
securities 1,643 6,132
Revaluation of premises 4,942 4,231
Currency translation difference 223 (2)
Change in fair value of hedging instruments
under net investment hedges (30) -
Net deferred tax effect 36 (929) (1,500)
Reclassification adjustments
Release upon disposal of available-for-sale
securities (552) (51)
Net reversal of impairment allowances on
available-for-sale securities transferred to
income statement 10 (261) (612)
Amortisation with respect to
available-for-sale securities transferred to
held-to-maturity securities (41) (64)
Other comprehensive income for the year,
net of tax 4,995 8,135
Total comprehensive income for the year 21,102 22,062
Total comprehensive income attributable to:
Equity holders of the Bank 20,818 21,867
Non-controlling interests 284 195
21,102 22,062

The notes on pages 41 to 348 are an integral part of these financial statements.
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Statement of Comprehensive Income

For the year ended 31 December

(FE1)
B (Restated)
Notes 2010 2009
BHERT wmE LT
HK$'m HK$'m
Profit for the year 15 13,838 12,209
Change in fair value of available-for-sale
securities 1,536 5,757
Revaluation of premises 3,745 3,314
Currency translation difference (46) -
Net deferred tax effect 36 (727) (1,367)
Reclassification adjustments
Release upon disposal of available-for-sale
securities (462) (51)
Net reversal of impairment allowances on
available-for-sale securities transferred to
income statement (261) (612)
Amortisation with respect to
available-for-sale securities transferred to
held-to-maturity securities (30 (49)
Other comprehensive income for the year,
net of tax 3,755 6,992
Total comprehensive income for the year 17,593 19,201

The notes on pages 41 to 348 are an integral part of these financial statements.
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Consolidated Balance Sheet

ASSETS

Cash and balances with banks and other

financial institutions

Placements with banks and other financial
institutions maturing between one and

twelve months

Financial assets at fair value through

profit or loss

Derivative financial instruments

Hong Kong SAR Government certificates

of indebtedness

Advances and other accounts

Investment in securities
Interests in associates
Investment properties

Properties, plant and equipment

Deferred tax assets
Other assets

Total assets

LIABILITIES

Hong Kong SAR currency notes in

circulation

Deposits and balances of banks and other

financial institutions

Financial liabilities at fair value through

profit or loss

Derivative financial instruments

Deposits from customers

Debt securities in issue at amortised cost

Other accounts and provisions

Current tax liabilities
Deferred tax liabilities
Subordinated liabilities

Total liabilities

() ()
(Restated) (Restated)
F 2010 4¢ 12009 % 12009 4
12A31H 12 ;331 H 171H
At At At
B 31 December 31 December 1 January
Notes 2010 2009 2009
BTBEAT WMEo  WMELIT
HK$'m HK$'m HK$'m
20 415,145 160,325 153,268
39,499 60,282 89,718
21 40,497 18,475 16,404
22 23,782 17,575 19,628
46,990 38,310 34,200
23 645,391 527,100 470,220
25 343,915 301,506 289,353
27 212 217 88
28 10,342 9,364 7,727
29 31,032 26,271 22,788
36 38 52 48
30 15,351 14,302 14,555
1,612,194 1,173,779 1,117,997
31 46,990 38,310 34,200
313,784 99,647 88,779
32 25,493 16,288 21,938
22 21,231 13,945 20,450
33 1,029,520 843,929 805,866
- - 1,042
34 36,078 34,824 33,662
1,726 1,918 441
36 4,206 3,314 1,782
37 26,877 26,776 26,604
1,505,905 1,078,951 1,034,764
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Hom st I B LR B4R

R

Fr-ds
£

XIAO Gang

Director

HE Guangbei

Director

EQUITY

Share capital
Reserves

Capital and reserves attributable to the
equity holders of the Bank

Non-controlling interests

Total equity

Total liabilities and equity

Consolidated Balance Sheet (continued)

(FEHD (FEHD

(Restated) (Restated)

F 20105 T 2009 4 + 2009 4

12A31H 12 ;J31 H 1H1H

At At At

fyi: 31 December 31 December 1 January
Notes 2010 2009 2009
WHHEAT WwmEae WmE AT
HK$'m HK$'m HK$'m

38 43,043 43,043 43,043
39 61,631 50,326 38,729
104,674 93,369 81,772

1,615 1,459 1,461

106,289 94,828 83,233

1,612,194 1,173,779 1,117,997

The notes on pages 41 to 348 are an integral part of these financial statements.

Approved by the Board of Directors on 24 March 2011 and signed on behalf of the Board by:
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Director
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Chief Financial Officer
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Balance Sheet

ASSETS

Cash and balances with banks and other

financial institutions

Placements with banks and other financial

institutions maturing between one and

twelve months

Financial assets at fair value through

profit or loss

Derivative financial instruments

Hong Kong SAR Government certificates

of indebtedness

Advances and other accounts

Investment in securities
Interests in subsidiaries
Interests in associates
Investment properties

Properties, plant and equipment

Deferred tax assets
Other assets

Total assets

LIABILITIES

Hong Kong SAR currency notes in

circulation

Deposits and balances of banks and other

financial institutions

Financial liabilities at fair value through

profit or loss

Derivative financial instruments

Deposits from customers

Other accounts and provisions

Current tax liabilities
Deferred tax liabilities
Subordinated liabilities

Total liabilities

() (FEHD
(Restated) (Restated)
T 2010 € 12009 4E 72009 4
12A331H 12 431 1H1H
At At At
iipaH 31 December 31 December 1 January
Notes 2010 2009 2009
BHEAT wmEioe WmENIC
HK$'m HK$'m HK$'m
20 399,677 144,802 133,433
35,604 50,861 67,900
21 36,909 14,897 13,036
22 22,569 16,685 18,633
46,990 38,310 34,200
23 494,395 410,589 385,860
25 312,221 269,376 264,953
26 14,918 14,931 12,401
27 8 8 12
28 9,681 8,685 7,279
29 24,055 20,305 17,549
36 - - 3
30 15,398 13,279 13,625
1,412,425 1,002,728 968,884
31 46,990 38,310 34,200
318,638 94,605 87,843
32 24,307 15,472 20,469
22 20,375 13,331 19,566
33 855,477 701,702 679,251
34 26,528 27,704 27,868
1,368 1,754 296
36 3,336 2,625 1,269
37 26,877 26,776 26,604
1,323,896 922,279 897,366
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wrEffR (8) Balance Sheet (continued)
(5 (FE%1))
(Restated) (Restated)
F 20105 + 2009 4 2009 4
12A31H 12 ;J31 H 1H1H
At At At
B 31 December 31 December 1 January
Notes 2010 2009 2009
WHEAT wmEs WwmEsT
HK$'m HK$'m HK$'m
%3 EQUITY
A Share capital 38 43,043 43,043 43,043
fiti %% Reserves 39 45,486 37,406 28,475
A% Y] Total equity 88,529 80,449 71,518
Bufog B A S Total liabilities and equity 1,412,425 1,002,728 968,884

541 % 348 W2 M B A% The notes on pages 41 to 348 are an integral part of these financial statements.
R A«

##i4i4 T 2011 4F 3 H 24 Approved by the Board of Directors on 24 March 2011 and signed on behalf of the Board by:
H A HE IR DU AR

B4 XIAO Gang L LI Lihui
WE Director R Director
- v
Va \
Fr-ie HE Guangbei FHE3C ZHUO Chengwen
W Director W0 55 R Chief Financial Officer
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LZEMRRENR

T2009F1H1HZ
LK

BETR G 2 THEN
H12%5 (BB
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T 200941 H1HZ
]

il
PR3 B 2 etk

[HRERGRAIELSTS
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JSAGY 35S

12009412 31 H

AT KR AT

T A

T20104F1 H1HZ
TN GPZIIIS

PEHTRANA 2 v
W12 (BB
Z 5

F20104E1 H1HZ
gl

ERILV6:
IR 8 2 etk

B BRI Heth

AR
INZR Y95

T 2010412 31 H

AT KR AT

T A

At 1 January 2009, as
previously reported
Effect of early adoption
of HKAS12
(Amendment)

At 1 January 2009, as
restated

Comprehensive income

Release upon disposal
of premises

Transfer to retained
earnings

Dividend paid

Dividend payable

At 31 December 2009

Bank and subsidiaries
Associates

At 1 January 2010, as
previously reported
Effect of early adoption
of HKAS12
(Amendment)

At 1 January 2010, as
restated

Comprehensive income

Release upon disposal
of premises

Transfer from retained
earnings

Dividend paid

Dividend payable

At 31 December 2010

Bank and subsidiaries
Associates

* BRI RS TS 39 50 BB MU HE
#hh, B R BRI A B AR R H ik
SEA A AE AT — XU 2 (A ke B

RECHADAS T T AU

5 41 % 348 HUZ AR A 55 ek 2 AL

Ire

Consolidated Statement of Changes in Equity

VA T AHRAT IBEAR
Attributable to the equity holders of the Bank

Al
AT
A k%
... Reservefor
Vi) fair value N
EAifE%  changesof . AR
A Premises available-for  PULBEEY gsrgkg mAemA Non-  HA MM
Share  revaluation -sale Regulatory  Translation Retained it controlling Total
capital reserve securities reserve® reserve earnings Total interests equity
WMH AT WMEGT WmET WmE WmEsoe WhET WmEsoe BmELT BIET
HK$'m HK$'m HK$'m HK$'m HK$'m HK$'m HK$'m HK$'m HK$'m
43,043 8,313 (4,125) 4,503 226 28,797 80,757 1,458 82,215
- 44 - - - 971 1,015 3 1,018
43,043 8,357 (4,125) 4,503 226 29,768 81,772 1,461 83,233
- 3,586 4,591 - 1) 13,691 21,867 195 22,062
- (189) - - - 189 - - -
- - - (463) - 463 - - -
. . . : - (3469)  (3,469) 197)  (3,666)
- - - } - (6801)  (6,801) - (6,801
43,043 11,754 466 4,040 225 33,841 93,369 1,459 94,828
43,043 11,754 466 4,040 225 33,786 93,314
- - - - - 55 55
43,043 11,754 466 4,040 225 33,841 93,369
43,043 11,653 466 4,040 225 32,665 92,092 1,456 93,548
- 101 - - - 1,176 1,277 3 1,280
43,043 11,754 466 4,040 225 33,841 93,369 1,459 94,828
- 4,126 640 - 228 15,824 20,818 284 21,102
- (35) - - - 35 - - -
. . . 1,036 - (1,036) - - -
. . . ; - (3788) (3,788) (128)  (3,916)
- - - ; - (5725  (5725) - (5,725
43,043 15,845 1,106 5,076 453 39,151 104,674 1,615 106,289
43,043 15,845 1,106 5,076 453 39,101 104,624
- - - - - 50 50
43,043 15,845 1,106 5,076 453 39,151 104,674

* In accordance with the requirements of the HKMA, the amounts are set aside for general banking risks, including future

losses or other unforeseeable risks, in addition to the loan impairment allowances recognised under HKAS 39.

The notes on pages 41 to 348 are an integral part of these financial statements.
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Statement of Changes in Equity

At 1 January 2009, as
previously reported

Effect of early adoption
of HKAS12
(Amendment)

At 1 January 2009, as
restated

Comprehensive income

Release upon disposal
of premises

Release upon disposal
of branches

Transfer to retained
earnings

Dividend paid

Dividend payable

At 31 December 2009

At 1 January 2010, as
previously reported

Effect of early adoption
of HKAS12
(Amendment)

At 1 January 2010, as
restated

Comprehensive income

Transfer from retained
earnings

Dividend paid

Dividend payable

At 31 December 2010

* R AR E S TS 39 50t SRR T vE
BAh, LG ) SRR Ty WA AR ARk

SE Al 76 AR RRAT

WA Z T CRLAf AR

RERILABA T AR

5 41 7 348 GUZ M b A S5 4R 2 AR

s

A

UESR AT

B

Reserve for

i fair value

WAt changes of
JBeA Premises available-for BB T el NS
Share revaluation -sale Regulatory Translation Retained Total
capital reserve securities reserve* reserve earnings equity
WM H T WM Jio0 W H It W H It WM H T WM It WM It
HK$'m HK$'m HK$'m HK$'m HK$'m HK$'m HK$'m
43,043 6,268 (4,134) 3,756 14 21,610 70,557
- 39 - - - 922 961
43,043 6,307 (4,134) 3,756 14 22,532 71,518
- 2,793 4,244 - - 12,164 19,201
- (50) - - - 50 -
- (21) - - (14) 35 -
- - - (562) - 562 -
- - - - - (3,469) (3,469)
- - - - - (6,801) (6,801)
43,043 9,029 110 3,194 - 25,073 80,449
43,043 8,960 110 3,194 - 23,932 79,239
- 69 - - - 1,141 1,210
43,043 9,029 110 3,194 - 25,073 80,449
- 3,145 639 - - 13,809 17,593
- - - 612 - (612) -
R - - - - (3,788) (3,788)
R - - - - (5,725) (5,725)
43,043 12,174 749 3,806 - 28,757 88,529

* In accordance with the requirements of the HKMA, the amounts are set aside for general banking risks, including future

losses or other unforeseeable risks, in addition to the loan impairment allowances recognised under HKAS 39.

The notes on pages 41 to 348 are an integral part of these financial statements.
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F 12 H 31 HZU&RZERAB LI E Cash and cash equivalents at 31 December 40(b)

Consolidated Cash Flow Statement

For the year ended 31 December

Cash flows from operating activities
Operating cash inflow before taxation
Hong Kong profits tax paid
Overseas profits tax paid

Net cash inflow from operating activities

Cash flows from investing activities

Purchase of properties, plant and equipment

Purchase of investment properties

Acquisition of an associate

Proceeds from disposal of properties, plant
and equipment

Proceeds from disposal of investment
properties

Proceeds from disposal of an associate

Dividend received from associates

Net cash outflow from investing activities

Cash flows from financing activities
Dividend paid to the equity holders of the
Bank

Dividend paid to non-controlling interests

Proceeds from issuance of subordinated
notes

Repayment of subordinated loans
Interest paid for subordinated liabilities

Net cash outflow from financing activities

Increase in cash and cash equivalents
Cash and cash equivalents at 1 January

B
Notes 2010 2009
WHEAT WETE TG
HK$'m HK$'m
40(a) 278,973 13,292
(3,188) (866)
(86) (110)
275,699 12,316
29 (681) (564)
28 ) -
27 - (129)
106 187
171 86
- 3
27 3 4
(403) (413)
(10,589) (3,469)
(128) (197)
19,261 -
(19,418) -
(656) (916)
(11,530) (4,582)
263,766 7,321
182,246 174,925
446,012 182,246

541 & 348 VU2 Mh B AN 4K 2 4% The notes on pages 41 to 348 are an integral part of these financial statements.
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Notes to the Financial Statements

1. Principal activities

The Group is principally engaged in the provision of banking and related financial services in
Hong Kong.

The Bank is a limited liability company incorporated in Hong Kong. The address of its
registered office is 14/F, Bank of China Tower, 1 Garden Road, Hong Kong.

2. Summary of significant accounting policies

The principal accounting policies applied in the preparation of these consolidated financial
statements are set out below.

These policies have been consistently applied to all the years presented, unless otherwise
stated.

2.1 Basis of preparation

The consolidated financial statements of the Group have been prepared in accordance
with Hong Kong Financial Reporting Standards (HKFRSs is a collective term which
includes all applicable individual Hong Kong Financial Reporting Standards, HKASs and
Interpretations) issued by the HKICPA and the requirements of the Hong Kong
Companies Ordinance.

The consolidated financial statements have been prepared under the historical cost
convention, as modified by the revaluation of available-for-sale securities, financial
assets and financial liabilities (including derivative financial instruments) at fair value
through profit or loss, investment properties which are carried at fair value and premises
which are carried at fair value or revalued amount less accumulated depreciation and
accumulated impairment losses.

The preparation of financial statements in conformity with HKFRSs requires the use of
certain critical accounting estimates. It also requires management to exercise its
judgement in the process of applying the Group’s accounting policies. The areas
involving a higher degree of judgement or complexity, or areas where assumptions and
estimates are significant to the consolidated financial statements are disclosed in Note 3.
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WM&IMEMHE (42)  Notes to the Financial Statements (continued)
2. FESUHBEHE (8) 2. Summary of significant accounting policies (continued)

2.1 dmiER (8D 2.1 Basis of preparation (continued)
(@ BEF 20101 A1H (a) Standards, amendments and interpretations already mandatorily effective for
EIFIB I 2 4 A ] accounting periods beginning on 1 January 2010
HAERZHEN, BITR
wR
TAEE
HEN /2R R RIREHZFE HARLEAMR
Standard/Interpretation Content Applicable for Currently
financial years relevant to
beginning on/ after the Group
FHESVHENEE 1% (BBID W 4RI TR 20104F1 H1H w
HKAS 1 (Amendment) Presentation of Financial Statements 1 January 2010 No
FSSTUENE 17 5 (881D GiiN 20104F1H1H I
HKAS 17 (Amendment) Leases 1 January 2010 Yes
FWSTHENEE 27 5 (24511 LR BT I 55 200947 H1H iz
HKAS 27 (Revised) Consolidated and Separate Financial Statements 1 July 2009 Yes
TSI 36 5 (21D B IR 20104F1 H 1 H i
HKAS 36 (Amendment) Impairment of Assets 1 January 2010 No
TSI 38 5 (BT TIEBE = 20104F1 H1H i
HKAS 38 (Amendment) Intangible Assets 1 January 2010 No
FUESTHENIZE 39 5 (2511 SR LE . MA SR — A T I E 20097 1 H =2
HKAS 39 (Amendment) Financial Instruments: Recognition and 1 July 2009 Yes
Measurement — Eligible Hedged Items
FHESHENEE 39 %5 (&1 ST H: NS THE—IERxT T 201041 H1H 2
HKAS 39 (Amendment) Financial Instruments: Recognition and 1 January 2010 Yes
Measurement — Cash Flow Hedge Accounting
FHSTHMENIZE 39 5 (2B SRR BN S R RS SR T B SIE 20001 1 H 2
B R MATE LR
HKAS 39 (Amendment) Financial Instruments: Recognition and 1 January 2010 Yes
Measurement — Treating Loan Prepayment
Penalties as Closely Related Derivatives
U SRS S 15 (R8I T R 2 TR I 454 75 A U 200947 H1H w
HKFRS 1 (Revised) First-time Adoption of HKFRS 1 July 2009 No
FrHE SRS HENIEE 2 5 (@B DA< 45 S 2 AR B BAL AN AE 5 20104F1 H 1 H i
HKFRS 2 (Amendment) Group Cash-settled Share-based Payment 1 January 2010 No
Transactions
FUE S5 4RSHENN 2 3 5 (11D A I 200947 H1H =2
HKFRS 3 (Revised) Business Combinations 1 July 2009 Yes
TSRS 5 5 (R AR AR BN B K bk S 201041 H1H 2
HKFRS 5 (Amendment) Non-current Assets Held for Sale and 1 January 2010 Yes
Discontinued Operations
HK(IFRIC)-Int 9 (&1&iT) PRI AT A2 TR BB AT VRS 200947 H1H ér‘
HK(IFRIC)-Int 9 (Revised) Reassessment of Embedded Derivatives 1 July 2009 No
HK(IFRIC)-Int 16 WG HMBAE G TN 1 200947 11 H =z
Hedges of a Net Investment in a Foreign 1 July 2009 Yes
Operation
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W SR (5
2. FELUHAENE (4

2.1 Gkl (80

(a) BF 20104£1 1 H

Notes to the Financial Statements (continued)

2. Summary of significant accounting policies (continued)

2.1 Basis of preparation (continued)

(a) Standards, amendments and interpretations already mandatorily effective for
accounting periods beginning on 1 January 2010 (continued)

RIFIE i E SR
HASZ BN, BT R
©®R (4
THEEE
AW/ 2R SR RIREHZFE HRLAMR
Standard/Interpretation Content Applicable for Currently
financial years relevant to
beginning on/ after the Group
HK(IFRIC)-Int 17 A 2 N A IR AR IR 4 8 = 200947 H1H i
Distributions of Non-cash Assets to Owners 1 July 2009 No
HK(IFRIC)-Int 18 N PR 20094E7 H1H i
Transfers of Assets from Customers 1 July 2009 No
HK-Int 5 W FRE RGNS — RN E WK Cap S — 20104F 11 H29H &

ANHIERE 2 2350 (K153

Presentation of Financial Statements —
Classification by the Borrower of a Term Loan
that Contains a Repayment on Demand Clause

29 November 2010 No

o FWESTIUENIZE 17
TR TR Lo
fEH 2009 4F [ 5836
B UBIE 45 A5 T |
AL —¥R 4y, i%1&
O R — Bk
Hh 4y 2Ky 48 ML 5%
AR, Sk
W F5 BT AL B 6
M A fr e Lo b
JETCPRAEN, — Ry
Wiy 4B,
B Al L% 0 e 5
i, HAE BT &
R TAMAN. 20t
BTG, Mty
FRTERE TS
HHENES 17 S
Z SR &I 4y
R 6% %8 7 2 WA
RN 4 BT 7 42
PABRE B [l i i
BHEETHHA
HURFA .

« HKAS 17 (Amendment), ‘Leases’. The amendment, which is part of an
improvement to HKFRSs in 2009, has been made to delete a specific guidance
stating that a lease of land with an indefinite economic life normally is classified as
an operating lease, unless at the end of the lease term title is expected to pass to
the lessee. The amendment requires the classification of leasehold land to be
based on the general principles set out in HKAS 17, that are based on the extent to
which risks and rewards incidental to ownership of a leased asset lie with the lessor
or the lessee.
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W& REME (42

2. FESUHBEHE (8) 2. Summary of significant accounting policies (continued)

Notes to the Financial Statements (continued)

2.1 Gkl (80

2.1 Basis of preparation (continued)

(@) BEF 201041 A 1A

(a) Standards, amendments and interpretations already mandatorily effective for

HLSE P B 510 10 g AL
1, TRl SR
g, WAL R
Wz e [l 2L S LA
BEAMA. FLi
K57 ) e TR g AL
B, MEZ e
AT W, T
LUR BRI, A
LEHIARA TM S5 RE
PR TGl 7 s 7
AT MRS, WeRM
PAEIT AT 52 1A
FE R o

R P [ ARAT (78D
HRAT (B %
Bl CTHIFHEI] O
2001, HedkEN AT
¥ 2\ 2 AT B
LAt DLRAER
ZHPHRAERIFTE EE
T I L AL,
Hea ROt B
WA, R
JyHZ R B L
WA @ AR
AFEEIE CNK
[HIF] D o BeiA
E i PAN N X (RN
FHIPRIRA T &9
I e, R4 BLAR
LN A XA Pk,
LB A, DL IR
IR L

RIFR ST R & accounting periods beginning on 1 January 2010 (continued)

HERZHEN, BT

#w @
Ly NAR7lE AW As the transaction values in the Hong Kong property market have typically
ST R —OA incorporated the market's general sentiment that the lease term specified in the
A HEBUR (1) - Hb Hong Kong Government land leases will be extended for a nominal amount, the

risks and rewards of leasehold land would have already been substantially
transferred to the lessee. Therefore the splitting between the land and buildings
elements is no longer necessary as both are finance leases. The adoption of this
amendment does not have an impact on the Group as the Group has not
separately accounted for its land and buildings in the financial statements for the
reason set out below.

Pursuant to the Bank of China (Hong Kong) Limited (Merger) Ordinance (“Merger
Ordinance”) 2001, all assets and liabilities of the designated branches and
subsidiaries, and the shares of certain entities of the legacy Bank of China Group
in Hong Kong were effectively transferred to BOCHK, which was immediately
owned by the then newly formed BOC Hong Kong (Holdings) Limited (“the
Merger”). This was a significant event and the Group has therefore adopted the
valuation at the date of the Merger as the deemed cost for its leasehold properties
to reflect the circumstances at the time of the Merger.
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WM&IMEMHE (42)  Notes to the Financial Statements (continued)
2. FESUHBEHE (8) 2. Summary of significant accounting policies (continued)

2.1 dmiER (8D 2.1 Basis of preparation (continued)

(@ BEF2010F1H1H (a) Standards, amendments and interpretations already mandatorily effective for
BRI THEE RS accounting periods beginning on 1 January 2010 (continued)
HAEKZ BN, BT R
©®R (&

T B RGN BT A On adoption of the deemed cost at the date of Merger, the Group made reference
KJg, ALEHSHEMm to the independent property valuation conducted as at 31 August 2001 for the
ALENVA T A A I purpose of the Merger. Any means of subsequent allocation of the valuation of the
M +20014:8 H31H leasehold properties at the date of Merger between the land and buildings
P HEAT Z AL . AT AR elements would be notional and therefore would not represent reliable information.
JLJEAE I 2 Yy It was then determined that the values of the land and buildings elements of the
M A A 2 o Group’s leasehold properties cannot be reliably split and the leasehold properties
e 15 5= are treated as finance leases.

2Ry, e
petk, JEANBE S
FIEEVEZ BORL. DB,
AR A H 2 LAY
AaZ Yk, BA
BE RIS g 2y 3t K
Birez el Ak
RN R GE AL B o
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WM&IMEMHE (42)  Notes to the Financial Statements (continued)
2. FESUHBEHE (8) 2. Summary of significant accounting policies (continued)

2.1 gwHIERE (&) 2.1 Basis of preparation (continued)
(@ BF2010&£1A1H (a) Standards, amendments and interpretations already mandatorily effective for

RIFHRIS TR R H accounting periods beginning on 1 January 2010 (continued)

HERZEN. BITR

R

o FISATIUENIZE 27 « HKAS 27 (Revised), ‘Consolidated and Separate Financial Statements’. The
5 (&) [44 revised standard requires changes in a parent's ownership interest in a subsidiary
WAL T E N that do not result in the loss of control to be accounted for within other
1% ZAE T Y ) 2L comprehensive income and these transactions will no longer result in goodwill or
REFWE T KL gains and losses. The standard also specifies the accounting treatment when
PRI, BEA TR control is lost, any remaining interest in the entity is re-measured to fair value and a
J& 2 | A A B A gain or loss is recognised in income statement. The Group has adopted the revised
2 oA T A T standard prospectively to transactions with non-controlling interests that occur on
fb AT R N, BAK or after 1 January 2010. There has been no impact of HKAS 27 (Revised) on the
X LEAE G IR AN < current year as there have been no transactions with non-controlling interests
5 BRI K during the year.
TR A EZAE
IS NP N
NP G P
AT ] %oF 12 i I f 7l
RBA TF B2 SPE
R, T
A R A B
Tl AEEKE L
A8 9 1 77 20 R H

Be 2 AEAT (K AE N T
2010 4 1 A 1 Hak
ZIEmKREN SR
FERIBR AT o H
TARENRAT LA
FERBGR AL S, &
BRVHENZE 27 5

(BB TAFEN
XIAZE AT R o
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2. FESUHBEHE (8) 2. Summary of significant accounting policies (continued)

2.1 Gkl (80

(@ BBF 20101 H1H
RIFHRRSTHEE RS
HERZHEN, BT
w8

¥ U o v AE U 27 39
T (BB [ &
TH: S E—
BRI PRIUH L.
AT I HE A
PIE KBS 2R
e SRR R
hE S8 (AT X
Mgy . EIKIFAETT
A~ I3 s PR3 B AT
Moot B XS B
R TR AL ST, B
[l £ — 5 38 i AR &
iR, P A a4
B E & B4 I
grs VB IR FLALEL
Vi BAT % 28 K
. 55 ik
IBCA v T LA
AL AN 1R
R 2RLIE LA
5o AE— DRI AR
Al R E
RO b T 10 P9 A
A {72 3 11 ok o
I A 5 7 A H
L) JRURR o L[] SRR
T e I H
L < UL B A T
A ) 2w T EAR T
T8 € 104 i ol fib
AR gL AEITHENDG
A £ IR W 55 T 2R
EEE NN

Notes to the Financial Statements (continued)

2.1 Basis of preparation (continued)

(a) Standards, amendments and interpretations already mandatorily effective for
accounting periods beginning on 1 January 2010 (continued)

« HKAS 39 (Amendment), ‘Financial Instruments: Recognition and Measurement —

Eligible Hedged Items’. The amendment makes two significant changes: Firstly, it
prohibits designating inflation as a hedgeable component of a fixed rate debt.
Inflation is not separately identifiable and reliably measurable as a risk or a portion
of a financial instrument, unless it is a contractually specified portion of the cash
flows of a recognised inflation-linked bond whose other cash flows are unaffected
by the inflation portion. Secondly, it prohibits including time value in a one-sided
hedged risk when designating options as hedges. An entity may only designate the
change in the intrinsic value of an option as the hedging instrument of a one-sided
risk arising from a forecast transaction in a hedging relation