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Management’s Discussion and Analysis

The following sections provide metrics and analytics of the Group’s performance, financial positions, and risk management. These
should be read in conjunction with the financial information included in this Interim Report.

CONSOLIDATED FINANCIAL REVIEW

Financial Performance

The economic recovery in Hong Kong gathered pace in the first half of 2010. However, the market interest rate still stood at an
exceptionally low level and competition remained intense in the banking industry. By capitalising on its core competencies and
competitive advantages, the Group managed to seize opportunities arising from the recovering economy and achieved business
growth. Meanwhile, it continued to exercise stringent risk management in view of the economic uncertainties arising from the debt
crisis in Europe and the potential tightening of monetary policies in certain countries.

Compared to the first half of 2009, the core earnings1 of the Group remained stable. However, substantial mark-to-market losses led
to a drop in operating income of HK$516 million or 4.0%. Meanwhile, operating expenses rose from a relatively low level in the first
half of 2009. As a result, the Group’s operating profit before impairment allowances declined by HK$817 million or 9.4%. The Group
recorded a net reversal of impairment allowances on securities investments versus a significant net charge in the first half of 2009.
The net reversal of impairment allowances on loans remained at a low level. The Group’s profit attributable to shareholders
increased by HK$483 million, or 7.3%, to HK$7,096 million.

As compared to the second half of 2009, the Group’s profit attributable to shareholders increased by HK$160 million, or 2.3%. During
the period, net interest income rose slightly. However, both net trading gain and net fee and commission income registered a decline.
Operating expenses declined as significant expenses were incurred on Lehman Brothers-related products in the second half of 2009.
The Group also recorded a net gain on the disposal of securities investments. Meanwhile, net reversal of impairment allowances on
securities investments dropped substantially while a modest amount of net reversal of impairment allowances on loans was recorded
as opposed to a net charge in the second half of 2009.

' Core earnings include net interest income, net fee and commission income and net trading gain of the banking business which excludes mark-to-market gain or loss but

includes foreign exchange gain or loss from foreign exchange swap contracts.

Financial Highlights

Half-year ended Half-year ended Half-year ended

30 June 31 December 30 June|

HK$’'m, except percentage amounts 2010 2009 2009,
Net interest income 8,239 8,208 8,452
Other operating income 4,065 4,551 4,368
Operating income 12,304 12,759 12,820
Operating expenses (4,442) (7,841) (4,141)
Operating profit before impairment allowances 7,862 4,918 8,679
Net reversal/(charge) of impairment allowances 161 2,305 (1,115)
Others 599 1,095 526
Profit before taxation 8,622 8,318 8,090
Profit attributable to equity holders of the Bank 7,096 6,936 6,613
Net interest margin (NIM) 1.50% 1.52% 1.72%
Non-interest income ratio 33.04% 35.67% 34.07%
Cost-to-income ratio 36.10% 61.45% 32.30%
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Management’s Discussion and Analysis (continued)

Analyses of the Group’s financial performance and business operations are set out in the following sections.

Net Interest Income and Margin

Half-year ended Half-year ended Half-year ended

30 June 31 December 30 June

HK$’'m, except percentage amounts 2010 2009 2009
Interest income 9,947 9,643 10,760
Interest expense (1,708) (1,435) (2,308)
Net interest income 8,239 8,208 8,452
Average interest-earning assets 1,109,143 1,071,113 989,561
Net interest spread 1.46% 1.49% 1.67%
Net interest margin 1.50% 1.52% 1.72%

In the first half of 2010, short-term market interest rates remained at a low level, which could be attributed to ongoing accommodative
monetary policies rates in major economies and ample liquidity in the interbank market. Compared to the first half of 2009, average
one-month HIBOR and average one-month LIBOR fell by 8 basis points and 15 basis points to 0.13% and 0.27% respectively,
while average three-month HIBOR and average three-month LIBOR declined by 53 basis points and 69 basis points to 0.19% and
0.35% respectively. The Group’s average HKD Prime rate remained at 5.00% thus widening the HKD Prime-to-one-month HIBOR
spread by 8 basis points to 4.87%.

Compared to the first half of 2009, the Group’s net interest income decreased by HK$213 million, or 2.5% to HK$8,239 million. The
decline was mainly due to the narrowing of the net interest margin by 22 basis points to 1.50%, which was mostly offset by the 12.1%

growth in average interest-earning assets. The contribution of net free fund fell by 1 basis point.

Average yield of interest-earning assets fell by 38 basis points while the average rate of interest-bearing liabilities dropped by 17

basis points. As a result, the net interest spread decreased by 21 basis points under the low interest rate environment.

The narrowing of spread was primarily due to the decline in the average yield of total interest-earning assets. Average gross yield on
loans and advances to customers and debt securities were down by 37 and 38 basis points respectively. Loan yield was compressed
by the decline in market rates and greater pricing pressure, particularly on mortgage loans, as a result of intense market competition.
In addition, there was a bigger proportion of HIBOR-based residential mortgage loans and large corporate loans the pricing of which
was based on interbank market rates (hereafter called “market rate-based loans”). This exerted pressure on the average yield of the
Group’s loans as market rate-based loans bore a lower gross yield relative to Prime-based loans amid the current interest rate
environment. Nevertheless, the Group focused on enhancing the pricing of its corporate lending and improved the pricing of new
corporate loans during the period. Gross yield of debt securities declined following their repricing at lower interest rates. Meanwhile,

the average rate of interest-bearing liabilities dropped by a lesser extent as deposit costs were already close to zero.
On the other hand, the Group’s assets and liabilities mix improved. The increase in higher-yielding assets such as loans and

advances to customers as well as debt securities investments, coupled with the increase in the proportion of demand, current and

savings deposits in average total deposits partly offset the decline in interest spread.
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Management’s Discussion and Analysis (continued)

Half-year ended Half-year ended Half-year ended
30 June 2010 31 December 2009* 30 June 2009
Average Average Average Average Average Average
ASSETS balance yield balance yield balance yield
HK$'m % HK$'m % HK$'m %
Cash, balances and placements with
banks and other financial institutions 211,324 0.95 253,518 0.91 230,144 1.55
Debt securities investments 336,295 2.07 307,815 2.07 296,071 2.45
Loans and advances to customers 547,249 2.00 495,691 2.07 452,421 2.37
Other interest-earning assets 14,275 1.26 14,089 1.19 10,925 1.11
Total interest-earning assets 1,109,143 1.81 1,071,113 1.79 989,561 2.19
Non interest-earning assets 108,102 - 124,192 - 102,893 -
Total assets 1,217,245 1.65 1,195,305 1.60 1,092,454 1.99
Half-year ended Half-year ended Half-year ended
30 June 2010 31 December 2009* 30 June 2009*
Average Average Average Average Average Average
LIABILITIES balance rate balance rate balance rate
HK$’'m % HK$'m % HK$'m %
Deposits and balances of banks and
other financial institutions 105,914 0.58 76,376 0.63 72,322 0.75
Current, savings and fixed deposits 812,289 0.27 823,158 0.19 766,569 0.38
Certificates of deposit issued - - 198 4.04 845 4.07
Subordinated liabilities 26,373 2.10 27,001 2.90 27,185 3.91
Other interest-bearing liabilities 39,572 0.31 31,879 0.13 27,745 0.24
Total interest-bearing liabilities 984,148 0.35 958,612 0.30 894,666 0.52
Non interest-bearing deposits 58,103 - 68,919 - 44,213 -
Shareholders’ funds*and non
interest-bearing liabilities 174,994 - 167,774 - 153,575 -
Total liabilities 1,217,245 0.28 1,195,305 0.24 1,092,454 0.43

*

(loss)/gain”. The comparative figures have been reclassified to conform with the current period’s presentation.

#

Shareholders’ funds represent capital and reserves attributable to the equity holders of the Bank.

Interest income and expense for interest rate derivatives held for trading have been reclassified from “Net interest income” to “Net trading

Compared to the second half of 2009, average one-month HIBOR increased by 4 basis points to 0.13% while average one-month

LIBOR increased by 2 basis points to 0.27%. The Group’s net interest income increased slightly by HK$31 million or 0.4%. Net

interest margin and net interest spread fell by 2 and 3 basis points respectively.

Net interest income increased as average interest-earning assets recorded a growth of 3.6%. However net interest spread narrowed

mainly due to an increase in deposit costs amid acute competition. The negative effects were partly offset by the improvement in the

assets mix with the growth in loans and advances to customers and debt securities investments.
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Management’s Discussion and Analysis (continued)

Net Fee and Commission Income

Half-year ended Half-year ended Half-year ended

30 June 31 December 30 June

HK$'m 2010 2009 2009
Investment and insurance fee income 1,891 2,352 1,831
Securities brokerage (Stockbroking) 1,506 2,013 1,625
Securities brokerage (Bonds) 3 35 4

Funds distribution 67 59 38

Life insurance 315 245 164

Credit cards 914 820 721
Loan commissions 623 524 398
Bills commissions 371 317 310
Payment services 272 268 227
Account services 136 144 132
Currency exchange 125 126 87
Trust services 98 96 82
General insurance 48 52 48
Correspondent banking 24 24 21
Custody 17 21 15
IPO-related business 9 40 1
Others 115 91 119
Fee and commission income 4,643 4,875 3,992
Fee and commission expenses (1,083) (1,004) (918)
Net fee and commission income 3,560 3.781 3,074

Net fee and commission income recorded a broad-based growth of HK$486 million or 15.8% year-on-year to HK$3,560 million,

mainly driven by the strong growth of HK$225 million or 56.5% in loan commissions. Fee from the credit card business grew by

HK$193 million or 26.8% with the increase in cardholder spending and merchant acquiring volume by 21.4% and 41.8% respectively.

Fee income from life insurance also increased by HK$151 million or 92.1%. Fee and commission income arising from bills, payment

services and currency exchange recorded satisfactory growth due to higher transaction volumes amid the economic recovery.

They were, however, partially offset by the HK$119 million or 7.3% decrease in fee income from stock broking.

Owing to the European debt crisis and the tightening of the Mainland’s policy, investment sentiments in the local stock market turned

less bullish in the second quarter of 2010. This had a negative impact on the Group’s stock broking business and related fee income.

Meanwhile, fee and commission expenses rose by HK$165 million or 18.0%, mainly due to the increase in fee expenses in credit

cards.
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Management’s Discussion and Analysis (continued)

Compared to the second half of 2009, net fee and commission income dropped by HK$221 million or 5.8%, mainly because of the
HK$507 million or 25.2% decrease in fee income from stock broking. On the other hand, loan commissions grew by HK$99 million or
18.9% and fee income from credit cards rose by HK$94 million or 11.5%. Fee income from life insurance increased by HK$70 million
or 28.6% while bills commissions registered a growth of HK$54 million or 17.0%. Meanwhile, fee and commission expenses
decreased slightly by HK$11 million or 1.0%, as the drop in fee expenses on stock broking was mostly offset by an increase in credit

cards expenses.

Net Trading (Loss)/Gain

Half-year ended Half-year ended  Half-year ended

30 June 31 December 30 June

HK$'m 2010 2009 2009
Foreign exchange and foreign exchange products 354 483 790
Interest rate instruments and items under fair value hedge (424) 120 (57)
Equity instruments (20) 9 17
Commodities 58 70 54
Net trading (loss)/gain (32) 682 804

Net trading loss was HK$32 million, representing a HK$836 million decline from a net trading gain of HK$804 million in the first half of
2009, primarily due to the decrease in net trading gain from foreign exchange and related products, and the increase in net trading

loss from interest rate instruments.

Net trading gain from foreign exchange and related products fell by HK$436 million or 55.2%, which was mainly attributable to the
foreign exchange loss on foreign exchange swap contracts* compared to a gain in the first half of 2009. Should the impact of loss on
foreign exchange swap contracts be excluded, the gain from other foreign exchange activities would have increased by 19.6%. As
the signs of economic recovery became more apparent and the appreciation of RMB was expected, the demand for foreign
exchange rebounded and the Group recorded a year-on-year growth in related gain. Net trading loss from interest rate instruments
and items under fair value hedge increased by HK$367 million or 643.9%, mainly due to the mark-to-market loss on certain interest
rate instruments. Net trading loss from equity instruments stood at HK$20 million as opposed to a gain of HK$17 million, mainly as a

result of the mark-to-market loss on certain equity investments.

Compared to the second half of 2009, net trading gain declined by HK$714 million, which was mainly attributable to the
mark-to-market loss on certain interest rate instruments. Meanwhile, trading gain from foreign exchange and related products fell

by HK$129 million, or 26.7%, mainly due to the foreign exchange loss on foreign exchange swap contracts*.

* Foreign exchange swap contracts are usually used for the Group’s liquidity management and funding activities. Under the foreign exchange swap
contracts, the Group exchanges one currency (original currency) for another (swapped currency) at the spot exchange rate (spot transaction) and
commits to reverse the spot transaction by exchanging the same currency pair at a future maturity at a predetermined rate (forward transaction). In
this way, surplus funds in original currency are swapped into another currency for liquidity and funding purposes without any foreign exchange risk.
The exchange difference between the spot and forward contracts is recognised as foreign exchange gain or loss (as included in “Net trading
(loss)/gain”), while the corresponding interest differential between the surplus funds in original currency and swapped currency is reflected in net

interest income.

28



BANK OF CHINA (HONG KONG) LIMITED

@ ¥ & 4 tr(mn)HmAa

Management’s Discussion and Analysis (continued)

Operating Expenses

Half-year ended Half-year ended Half-year ended

30 June 31 December 30 June

HK$'m, except percentage amounts 2010 2009 2009
Staff costs 2,463 2,769 2,219
Premises and equipment expenses (excluding depreciation) 565 614 530
Depreciation on owned fixed assets 554 521 495
Other operating expenses 860 3,937 897
Total operating expenses 4,442 7,841 4,141
Cost-to-income ratio 36.10% 61.45% 32.30%

The Group’s total operating expenses increased by HK$301 million, or 7.3%, to HK$4,442 million. Since 2008, the Group had
implemented a number of cost containment measures in view of the weakening local economy and intensifying global financial crisis.
As a result, the Group had been able to maintain comparatively lower operating expenses. As the market showed clearer signs of
improvement since the second half of 2009, the Group gradually incurred additional costs on marketing and promotion as well as
business expansion in areas of its strategic focus such as the Mainland market. Nevertheless, the Group remained focused on
operational efficiency and cost control in the first half of 2010.

Staff costs increased by HK$244 million or 11.0%, primarily due to higher accrual of performance-related remuneration and the
increase in human resources for the Mainland operation. Compared to 30 June 2009, headcount measured in full-time equivalents
rose by 84 to 13,086 as at 30 June 2010.

Premises and equipment expenses increased by HK$35 million or 6.6% as a result of higher IT costs and higher rental for branches
in Hong Kong and new branches in the Mainland. Depreciation on owned fixed assets rose by HK$59 million or 11.9%, which was
attributable to larger depreciation charge on premises and computer equipment.

Other operating expenses decreased by HK$37 million or 4.1% mainly due to expenses incurred on Lehman Brothers-related
products in the first half of 2009 amounted to HK$222 million. Meanwhile, in the first half of 2010, the Group incurred higher
marketing and promotion expenses as well as expenses connected with the improved business volume.

Compared to the second half of 2009, operating expenses decreased by HK$3,399 million or 43.3%. This was largely due to

expenses incurred for Lehman Brothers-related products amounted to HK$3,056 million, as well as higher staff costs and
promotional expenses in the second half of 2009.
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Net Reversal/(Charge) of Loan Impairment Allowances

Half-year ended Half-year ended Half-year ended

30 June 31 December 30 June

HK$'m 2010 2009 2009
Individual assessment

- net reversal/(charge) of allowances before recoveries 56 (165) (76)
Collective assessment

- net charge of allowances before recoveries (256) (319) (24)

Recoveries 294 321 160

Net reversal/(charge) of loan impairment allowances 94 (163) 60

The Group’s loan quality continued to improve. Loan impairment allowances recorded a net reversal of HK$94 million in the first half
of 2010. There was a net reversal of HK$56 million and a net charge of HK$ 256 million of loan impairment allowances before

recoveries from individual and collective assessment respectively. Meanwhile, total recoveries stood at HK$294 million.

The net reversal of individual impairment allowances before recoveries in the current period as opposed to the net charge of HK$76
million in the first half of 2009 was mainly due to improved loan quality under the economic recovery. Meanwhile net charge of
collective impairment allowances before recoveries increased by HK$232 million as a result of the refinement of the collective

assessment methodology since the second half of 2009 and higher loan growth in the first half of 2010.
Compared to the second half of 2009, loan impairment allowances improved from a net charge of HK$163 million to a net reversal of

HK$94 million. The higher net charge of individual impairment allowances before recoveries in the second half of 2009 was

attributable to the downgrade of certain customers during the period.

Net Reversal/(Charge) of Impairment Allowances on Securities Investments

Half-year ended Half-year ended Half-year ended

30 June 31 December 30 June

HK$'m 2010 2009 2009

Held-to-maturity securities 32 1,129 (439)

Available-for-sale securities 40 1,341 (729)
Net reversal/(charge) of impairment allowances on securities

investments 72 2,470 (1,168)

The reviving economy and stable capital market had a positive impact on the Group’s securities investments portfolio. Following the
disposal and repayment of securities, the Group recorded a net reversal of impairment allowances of HK$72 million. The table below
illustrates the breakdown of the Group’s net reversal or charge of impairment allowances against its securities investments in the first

half of 2010 and the corresponding periods in 2009.
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Half-year ended Half-year ended Half-year ended

30 June 31 December 30 June

HK$'m 2010 2009 2009

US non-agency residential mortgage-backed securities

Subprime 10 53 (23)

Alt-A 6 189 (173)

Prime 29 2,156 (1,016),

45 2,398 (1,212)

Other debt securities 27 72 44
Total net reversal/(charge) of impairment allowances on securities

investments 72 2,470 (1,168),

For details about the composition of the Group’s investment securities portfolio, please refer to Note 19 to the Interim Financial
Information.

Compared to the second half of 2009, the Group recorded a significantly lower reversal of impairment allowances in the first half of
2010. The balance of impairment allowances had decreased considerably as a result of the Group’s active disposal of US

non-agency residential mortgage-backed securities (‘“RMBS”) in the second half of 2009.

Property Revaluation

Half-year ended Half-year ended Half-year ended

30 June 31 December 30 June

HK$’m 2010 2009 2009

Net gain.on fair value adjustments on investment 601 1027 5071

properties

Deferred tax charge (99) (155) (82)
Net gain on fair value adjustments on investment properties, after tax

502 872 445

Net gain on revaluation of premises 1 11 5

Deferred tax charge - (1) (1)

Net gain on revaluation of premises, after tax 1 10 4

The aggregate impact of property revaluation before tax on the income statement in the first half of 2010 was a gain of HK$602
million, which arose mainly from a net gain of HK$601 million from the revaluation of investment properties and a net gain of HK$1
million from the revaluation of premises. The related deferred tax charge on revaluation of investment properties amounted to
HK$99 million. As a result, the net impact of fair value adjustments on investment properties on the Group’s profit attributable to

equity holders in the first half of 2010 was a gain of HK$502 million.

Compared to the second half of 2009, the net gain on property revaluation in the first half of 2010 was milder, which was in line with

the trend of property prices.
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Management’s Discussion and Analysis (continued)

Financial Position

At 30 June At 31 December
HK$'m, except percentage amounts 2010 2009
Cash and balances with banks and other financial institutions 169,443 160,325
Placements with banks and other financial institutions maturing between one and twelve
months 35,958 60,282
Hong Kong SAR Government certificates of indebtedness 41,950 38,310
Securities investments' 341,724 319,981
Advances and other accounts 597,274 527,100
Fixed assets and investment properties 37,545 35,635
Other assets? 36,114 32,143
Total assets 1,260,008 1,173,776
Hong Kong SAR currency notes in circulation 41,950 38,310
Deposits and balances of banks and other financial institutions 110,786 99,647
Deposits from customers 893,801 843,929
Other accounts and provisions3 86,503 71,566
Subordinated liabilities* 27,192 26,776
Total liabilities 1,160,232 1,080,228
Non-controlling interests 1,507 1,456
Capital and reserves attributable to the equity holders of the Bank 98,269 92,092
Total liabilities and equity 1,260,008 1,173,776
Loan-to-deposit ratio® 63.90% 60.86%

1 Securities investments comprise investment in securities and financial assets at fair value through profit or loss.

2 Interests in associates, deferred tax assets and derivative financial instruments are included in other assets.

3 Financial liabilities at fair value through profit or loss, derivative financial liabilities, current tax liabilities and deferred tax liabilities are included in other accounts and
provisions.

4 Subordinated liabilities as at 31 December 2009 represent USD and EUR subordinated loans granted by BOC (the “Loans”). During the first half of 2010, the Group issued
USD subordinated notes (the “Notes”), the proceeds of which were applied to repay the USD Loans. Accordingly, subordinated liabilities as at 30 June 2010 comprise the
Notes and the EUR Loans.

5 Of which deposits from customers also include structured deposits reported as “Financial liabilities at fair value through profit or loss”.

The Group’s total assets were HK$1,260,008 million as at 30 June 2010, up HK$86,232 million or 7.3% from the end of 2009. The

overall assets structure of the Group improved further with a growth in higher-yielding assets such as advances to customers as well

as securities investments. Key changes include:

] Placements with banks and other financial institutions maturing between one and twelve months decreased by HK$24,324
million, or 40.4%, as the Group redeployed its funds for advances to customers and debt securities investments.

] Securities investments increased by HK$21,743 million or 6.8%. The Group expanded its investments in government-related
securities, and high-quality financial institution bonds and corporate bonds.

u Advances and other accounts increased by HK$70,174 million, or 13.3%, which was mainly attributable to the growth in
advances to customers by HK$56,517 million or 11.0%, and trade bills by HK$15,563 million or 171.0%.

In February and April 2010, the Group successfully completed the issue of Subordinated Notes (the “Notes”) of US$1,600 million and
US$900 million respectively to global debt investors. The proceeds of the Notes were used to repay the subordinated credit facility
provided by BOC in December 2008. Pursuant to the regulatory requirements of the HKMA, the Notes qualify as Tier 2 Capital. The
issue of the Notes broadened the Group’s investor base and established a market benchmark for the Group to tap the debt market
as an alternative source of future funding for its growth and development.
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Advances to Customers

At 30 June At 31 December
HK$'m, except percentage amounts 2010 % 2009 %
Loans for use in Hong Kong 417,149 73.0 381,359 74.1
Industrial, commercial and financial 256,389 44.9 224,261 43.6
Individuals 160,760 28.1 157,098 30.5
Trade finance 39,285 6.9 29,321 5.7
Loans for use outside Hong Kong 115,020 20.1 104,257 20.2
Total advances to customers 571,454 100.0 514,937 100.0

The Group continued to implement proactive business strategies and strengthened its collaboration with BOC to capture new
business opportunities in the recovering economy. As a result, the Group’s advances to customers grew by HK$56,517 million or
11.0% to HK$571,454 million as at 30 June 2010.

Loans for use in Hong Kong grew by HK$35,790 million or 9.4%.

- Lending to the industrial, commercial and financial sectors increased by HK$32,128 million, or 14.3%, to HK$256,389 million,
covering a wide range of industries. Notable growth was recorded in the lending to property development, financial concerns,
wholesale and retail trade as well as manufacturing industries.

Residential mortgage loans (excluding those under the Government-sponsored Home Ownership Scheme) were up
HK$4,283 million, or 3.4%, to HK$131,491 million. The proportion of total new drawdown in HIBOR-based residential

mortgage loans showed a significant increase as customers inclined to take advantage of the low interbank rates.
Trade finance rose strongly by HK$9,964 million or 34.0%, which was in tandem with the growth in Hong Kong’s merchandised trade

in the first half of 2010. Meanwhile, loans for use outside Hong Kong grew by HK$10,763 million or 10.3%, which was driven by the

increase in lending recorded by the Group’s Mainland operation.

Deposits from Customers*

At 30 June At 31 December

HK$'m, except percentage amounts 2010 % 2009 %
Demand deposits and current accounts 67,608 7.5 65,792 7.7
Savings deposits 473,731 53.0 496,341 58.7
Time, call and notice deposits 352,462 39.4 281,796 33.3

893,801 99.9 843,929 99.7
Structured deposits 526 0.1 2,132 0.3
Deposits from customers 894,327 100.0 846,061 100.0

* including structured deposits

In the first half of 2010, market competition for customer deposits was intense. Despite this, the Group’s deposits from customers
increased by HK$48,266 million, or 5.7%, to HK$894,327 million as a result of effective promotion strategies. The balance of time,
call and notice deposits rose by HK$70,666 million or 25.1% to HK$352,462 million. Savings deposits recorded a drop of HK$22,610
million or 4.6%, while demand deposits and current accounts increased by HK$1,816 million, or 2.8%. Customers skewed their funds
towards fixed deposits as the interest rates on fixed deposits were moving up gradually. Structured deposits, a hybrid of retail deposit
and derivatives offering a higher nominal interest rate, dropped by HK$1,606 million, or 75.3%. The Group’s loan-to-deposit ratio was

up 3.04 percentage points to 63.90% at the end of June 2010.
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Management’s Discussion and Analysis (continued)

Loan Quality
At 30 June At 31 December
HK$'m, except percentage amounts 2010 2009
Advances to customers 571,454 514,937
Classified or impaired loan ratio’ 0.23% 0.34%
Impairment allowances 2,289 2,269
Regulatory reserve for general banking risks 4,611 4,040
Total allowances and regulatory reserve 6,900 6,309
Total allowances as a percentage of advances to customers 0.40% 0.44%
Total allowances and regulatory reserve as a percentage of advances to customers 1.21% 1.23%)
Impairment allowances? on classified or impaired loan ratio 40.70% 39.57%
Residential mortgage loans® - delinquency and rescheduled loan ratio* 0.03% 0.04%)
Card advances - delinquency ratio*® 0.18% 0.23%
Half-year ended Half-year ended
30 June 2010 30 June 2009
Card advances - charge-off ratio®® 1.56% 3.14%

1 Classified or impaired loans represent advances which have been classified as “substandard”, “doubtful” or “loss” under the Group’s classification of loan quality, or

individually assessed to be impaired.

2 Referring to impairment allowances on loans classified as “substandard”, “doubtful” or “loss” under the Group’s classification of loan quality, or individually assessed to be

impaired.

Excluding Great Wall cards and computed according to the HKMA's definition.

o o A~ W

Residential mortgage loans exclude those under the Home Ownership Scheme and other government-sponsored home purchasing schemes.

Delinquency ratio is measured by a ratio of total amount of overdue loans (more than three months) to total outstanding loans.

Charge-off ratio is measured by a ratio of total write-offs made during the period to average card receivables during the period.

The Group’s loan quality further improved with the classified or impaired loan ratio falling by 0.11 percentage point to 0.23%.
Classified or impaired loans decreased by approximately HK$452 million, or 25.6%, to HK$1,317 million mainly due to collections
and fewer new classified loans. New classified loans in the first half of 2010 represented approximately 0.03% of total loans

outstanding.

Total impairment allowances, including both individual assessment and collective assessment, amounted to HK$2,289 million. Total
impairment allowances in respect of the classified or impaired loans as a percentage of total classified or impaired loans accounted
for 40.70%.

The quality of the Group’s residential mortgage loans remained sound with the combined delinquency and rescheduled loan ratio
standing at a low level of 0.03% at the end of June 2010. As compared to the first half of 2009, the charge-off ratio of card advances
dropped by 1.58 percentage points to 1.56%, mainly due to the cardholders’ improved debt servicing capability as economic

conditions improved.
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Management’s Discussion and Analysis (continued)

Capital and Liquidity Ratios

At 30 June| At 31 December

HK$’m, except percentage amounts 2010 2009
Core capital 76,012 72,465
Deductions (715) (334)
Core capital after deductions 75,297 72,131
Supplementary capital 32,944 32,638
Deductions (715) (334)
Supplementary capital after deductions 32,229 32,304
Total capital base after deductions 107,526 104,435

Risk-weighted assets

Credit risk 618,503 578,374
Market risk 18,501 12,023
Operational risk 47,898 47,352
Deductions (20,126) (17,954)
Total risk-weighted assets 664,776 619,795

Capital adequacy ratios (consolidated basis)
Core capital ratio 11.33% 11.64%
Capital adequacy ratio 16.17% 16.85%

Half-year ended| Half-year ended
30 June 2010 30 June 2009

Average liquidity ratio 37.81% 39.70%

The Group adopted the Standardised Approach in calculating capital adequacy ratios.
Consolidated capital adequacy ratio at 30 June 2010 was 16.17%, 0.68 percentage point lower than that at the end of 2009. The
Group’s total capital base expanded by 3.0% to HK$107,526 million mainly due to the increase in retained earnings. Meanwhile,

risk-weighted assets for credit risk increased by 6.9% to HK$618,503 million, as a result of the growth in advances to customers.

The average liquidity ratio in the first half of 2010 remained strong at 37.81%.
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Management’s Discussion and Analysis (continued)
BUSINESS REVIEW

PERSONAL BANKING
Half-year ended  Half-year ended Increase/
HK$’m, except percentage amounts 30 June 2010 30 June 2009  (decrease)
Net interest income 2,932 2,849 +2.9%
Other operating income 2,384 2,218 +7.5%
Operating income 5,316 5,067 +4.9%)
Operating expenses (3,044) (2,771) +9.9%
Operating profit before impairment allowances 2,272 2,296 -1.0%
Net charge of loan impairment allowances (37) (74) -50.0%)
Others (5) (6) -16.7%
Profit before taxation 2,230 2,216 +0.6%)
At 30 June At 31 December Increase/
2010 2009 (decrease)
Segment assets 191,760 178,026 +7.7%
Segment liabilities 612,200 570,566 +7.3%

Note: For additional segmental information, see Note 35 to the Interim Financial Information.

Financial Results
Personal Banking recorded a profit before taxation of HK$2,230 million in the first half of 2010. Operating income rose by 4.9%,
driven by an increase in both net interest income and net fee income. Operating expenses rose by 9.9%. Operating profit before

impairment allowances stood at HK$2,272 million.

Net interest income increased by 2.9% due to the growth in both the average interest-earning assets and customers deposits, as well
as improved deposit mix. The increase was partly offset by narrower loan spread and deposit spread under the low interest rate
environment. Other operating income rose by 7.5% on account of the strong growth in fee income from insurance and payment

services. However, the increase was partially offset by the decline in fee income from stock brokerage.

Operating expenses rose by 9.9% mainly due to higher staff costs, rental expenses and IT costs.

Net charge of loan impairment allowances fell by HK$37 million or 50.0%, as customers’ debt servicing capability improved with the

economic recovery.

Advances and other accounts, including mortgage loans and card advances, increased by 9.3% to HK$177,488 million.

Business operation

In the first half of 2010, the Group solidified its premier position in RMB business and maintained its market leadership in residential
mortgage business. It also continued to drive the development of stock trading. The Group expanded its customer base by extending
its reach to high net-worth customers in the Mainland and other potential customer segments in Hong Kong. At the same time, its

service platform was revamped to better meet customers’ needs for investment services and traditional banking services.
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Maintaining steady growth in residential mortgages

With the growth of the local property market in the first half of 2010, the Group achieved satisfactory results in the underwriting of
new mortgages through effective marketing and the offering of a wide array of mortgage products. It continued to expand and
strengthen its strategic partnership with major property developers and participated in joint promotions in most of the prime property
development projects. In response to the launch of the “Sandwich Class Housing Scheme” by the Hong Kong Housing Society, the
Group offered tailor-made mortgage plans to meet customers’ needs. These initiatives helped maintain the Group’s leading position
in the underwriting of new mortgages. In recognition of its outstanding performance in the mortgage business, the Group received
the “Sing Tao Excellent Services Brand Award 2009 — Mortgage Services” from Sing Tao Daily. By the end of June 2010, the
Group’s outstanding residential mortgage loans grew by 3.4% from the end of 2009. Meanwhile, the Group continued to strengthen
its risk assessment and control over its mortgage business. The credit quality of residential mortgages remained sound with the

delinquency and rescheduled loan ratio standing at a low level of 0.03% at the end of June 2010.

Promoting stock brokerage business and maintaining competitive edge in insurance

Overshadowed by the European debt crisis and the Mainland’s tightening policy, sentiments in the stock market were weakened.
This had an adverse impact on the Group’s stock brokerage business. Despite this, the Group continued to enhance its products and
services and focused on acquiring new customers. During the period, the Group launched a series of promotion and marketing
campaigns and investment seminars in order to attract targeted customers. Meanwhile, the Group extended a bundled range of
promotional offers to its stock-trading customers and embarked on a number of acquisition campaigns to attract new customers. The
Group also introduced the “Big-Ticket Customer Programme” and “Incremental Turnover Usage Programme” for selected segments

of existing customers to further expand its customer base and boost its stock brokerage business.

Regarding its Bancassurance business, the Group recorded significant sales growth by broadening its product spectrum, launching
extensive marketing campaigns and implementing a multi-channel distribution strategy. The Group was the first in the Hong Kong
market to launch RMB insurance products. It introduced RMB insurance products with settlement being made in Hong Kong Dollars,
namely the "Target 8 Years Insurance Plan Series” and the "Target 5 Years Insurance Plan Series”. These products offered greater
flexibility to customers while capturing the capital gain potential from the appreciation of RMB. Meanwhile, the Group launched a life
insurance savings plan, the “Glorious Life Savings Insurance Plan”, and revamped existing insurance products to enhance the
overall competitiveness in its product shelf. The Group continued to extend its financial planning model and rolled out large scale
marketing campaigns to promote its customer oriented services. These initiatives helped expand its foothold in the market and boost

the sales of insurance products significantly during the period.

Enhancing relationship with high net-worth customers

The Group strived to maintain long-term relationship with its wealth management customers by providing differentiated services and
tailor-made wealth management solutions through different service channels. During the first half of 2010, the Group continued to
strengthen its customer segmentation strategy and expand its high net-worth customer base. In order to further broaden its wealth
management customer base, the Group launched the “Grow Your Wealth with Every Opportunity” campaign, “Wealth Management

Customer Referral Programme” and “New Wealth Management Customer Loyalty Building Programme”.

Besides, the Group introduced the Capital Investment Entrant Scheme (“CIES”) Services promotion campaign to provide a wide
range of banking services to CIES customers. It also continued to work closely with BOC in providing cross-border wealth
management services. Meanwhile, a mobile sales team was established to enhance the collaboration with BOC branches and
strengthened the business development of NCB (China). At the end of June 2010, the total number of wealth management

customers and their assets maintained with the Group grew by 6.7% and 1.5% respectively from the end of 2009.
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Management’s Discussion and Analysis (continued)

Steady growth in credit card business

The Group’s card business sustained its growth momentum in the first half of 2010. The total number of cards issued increased by
9.3% compared to the end of 2009 while cardholder spending and merchant acquiring volume rose by 21.4% and 41.8% respectively
year-on-year. The Group maintained its leadership in the China UnionPay (“CUP”) merchant acquiring business and CUP card
issuing business, with merchant acquiring and cardholder spending volume surging by 69.3% and 157.5% respectively compared to
the first half of 2009.

Riding on the competitive edge of the “BOC CUP Dual Currency Credit Card” in the market, the Group continued to extend appealing
merchant offer programmes to customers through its comprehensive merchant network covering Hong Kong, Macau and the

Mainland.

The Group’s success in credit card business gained extensive market recognition, as evidenced by a total of 28 awards received

from VISA International, MasterCard and China UnionPay respectively.

The Group managed to safeguard its asset quality. The annualised charge-off ratio of credit cards for the six-month period to 30
June 2010 was 1.56%.

Maintaining market leadership in RMB banking business in Hong Kong

The Group remained the market leader in RMB banking business in Hong Kong. In the first half of 2010, the Group focused on the
RMB integrated services, “RMB Remittance Express” and “RMB Exchange Express” and launched promotional offers to boost RMB
deposits with satisfactory results. The Group also secured its leading position in the RMB card issuing business, with an increase of
45.5% in the number of RMB-HKD dual currency credit cards from the end of 2009. Meanwhile, the Group pioneered the first RMB
life insurance product in Hong Kong with settlement being made in Hong Kong Dollars. This new product was well-received by
customers. The Group also made significant progress in the RMB corporate banking business. For details, please refer to Corporate

Banking section below.

Channel rationalisation and e-channel development

In response to the changing needs of customers, the Group revamped its branch network to strengthen its offering of investment
services and traditional banking services. Customers can obtain specialised investment advices as well as comprehensive traditional
banking services at designated branches. Service quality and customer experience were enhanced by a series of well-structured

staff training programmes. At the end of June 2010, the Group’s service network in Hong Kong comprised 269 branches.

The Group continued to enhance the functions of its e-Banking platform and improve its investment service quality. It introduced the
credit card payment service for insurance premiums and remittance, which was the first of its kind in the market. At the same time,
the launch of the new 24-hour scheduled electronic transfer functions provided customers with more efficient e-Banking services. It
also strengthened the security measures such as a conversion to a new e-certificate storage device with higher security and
notification of unusual transactions to customers by SMS. In the first half of 2010, the number of internet banking customer increased
by 5.5% while stock trading transactions carried out through e-channels accounted for 77.1% of total transactions. The Group also
enhanced the quality of telephone banking services by consolidating its services into four specialised hotline numbers, namely
personal, corporate, investment and wealth management, with the aim of providing one-stop and more user-friendly phone banking
services to customers. The Group also opened a new call centre in Shenzhen to provide cross-border service support for Hong Kong

as well as Mainland customers.
To encourage more customers to use its automated banking services, the Group added new ATMs to its ATM network and increased

the number of cheque deposit machines and cash deposit machines. At the same time, the Group enhanced its promotion of the dual

currency cash withdrawal services, which aimed at providing convenient RMB cash withdrawal services to customers.
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Management’s Discussion and Analysis (continued)

CORPORATE BANKING

Half-year ended Half-year ended Increase/

HK$'m, except percentage amounts 30 June 2010 30 June 2009 (decrease)
Net interest income 2,995 2,644 +13.3%)
Other operating income 1,464 1,197 +22.3%)
Operating income 4,459 3,841 +16.1%)
Operating expenses (1,232) (1,039) +18.6%
Operating profit before impairment allowances 3,227 2,802 +15.2%
Net release of loan impairment allowance 131 134 -2.2%
Others - (1) -
Profit before taxation 3,358 2,935 +14.4%)
At 30 June At 31 December Increase/|

2010 2009 (decrease)

Segment assets 427,618 372,443 +14.8%)
Segment liabilities 313,592 304,882 +2.9%)

Note: For additional segmental information, see Note 35 to the Interim Financial Information.

Financial Results
Corporate Banking performed particularly well with profit before taxation rising by HK$423 million or 14.4% to HK$3,358 million in the
first half of 2010. Operating profit before impairment allowance increased by 15.2% to HK$3,227 million. The increase was mainly

driven by the growth in net interest income and other operating income.

Net interest income increased by 13.3%, which was mainly attributable to the increase in the average balance of loans and advances.
The increase was partly offset by narrower loan spread. Other operating income rose by 22.3%, primarily driven by the growth in fee

income from the lending business, currency exchange and bills commission.

Operating expenses rose by 18.6% mainly due to higher staff costs, rental expenses and IT costs.

Advances and other accounts increased by 14.9% to HK$425,589 million.

Business Operation

The corporate banking business posted steady development during the first half of 2010. Corporate loans registered double-digit
growth. The Group continued to provide comprehensive cross-border financing services for large corporate clients with overseas
expansion plans. The Group succeeded in improving the pricing of new corporate loans during the period. Boosted by active
marketing and product innovation, the Group stayed as the market leader in the cross-border RMB business in Hong Kong,
pioneering a number of first transactions in new business areas. As for the Mainland business, the Group registered satisfactory

growth in both loans and deposits.

Corporate loans sustained continuous growth

Against the backdrop of a reviving economy, the Group stepped up the provision and development of cross-border financial services
for corporate clients in the Mainland using Hong Kong as a financial platform. As a result, corporate loans witnessed rapid growth. At
the end of June 2010, the Group’s overall corporate loans surged by 14.3% over the end of last year. It remained the top mandated

arranger in the Hong Kong-Macau syndicated loan market.
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Management’s Discussion and Analysis (continued)
Steady development of SME business

The Group gave further and active support to local enterprises with sound financial strength through the “SME Loan Guarantee
Scheme” and “Special SME Loan Guarantee Scheme” launched by the government. In close collaboration with BOC and NCB
(China) on the one hand, and by deepening cooperation with major trade associations on the other, the Group succeeded in
reaching out to new customers. In recognition of its quality services and contribution to the SME business, the Group was honoured
with the “SME’s Best Partner Award” for the third consecutive year by the Hong Kong Chamber of Small and Medium Business
Limited.

Pioneering new business areas in RMB banking

Leveraging its unique position as the Hong Kong’'s RMB clearing bank, the Group achieved a number of milestones in the
development of the RMB banking business. Following the announcement of the "Elucidation of Supervisory Principles and Operational
Arrangements Regarding Renminbi Business in Hong Kong" by the Hong Kong Monetary Authority on 11 February, the Group
pioneered a number of first transactions in new areas of RMB business in Hong Kong, such as the granting of the first RMB export
invoice finance, the first RMB import invoice finance, the first RMB working capital loan and the first RMB remittance service for
dividend payout. In June 2010, the number of cities covered by the pilot programme of Cross-border RMB Trade Settlement Services
was further expanded. BOCHK took the lead in conducting 34 cross-border RMB trade settiement transactions on the first day of the
expanded pilot programme. In July 2010, the Group underwrote the first RMB corporate bond in Hong Kong as the sole bookrunner

and lead manager.

The Group launched the CNY HIBOR as a pricing benchmark for RMB trade finance and commercial loans in Hong Kong. It also
signed various agreements with more financial institutions across the globe for the provision of RMB clearing services. On 13 July, the
People’s Bank of China and BOCHK signed the “Agreement on Provision of Clearing Service for RMB Cashnotes Business for

Taiwan” which authorises BOCHK as the Clearing Bank of RMB cashnotes business for Taiwan.

Trade finance registering strong growth

The Group’s balance of trade finance surged notably by 34.0% over the end of 2009. This was partly fuelled by the rapid recovery in
global trade and partly as a result of closer cooperation with BOC. Innovative products with cross-border features have been launched
to enhance the Group’s trade finance services. In April 2010, BOCHK received “The Asian Banker Achievement Award for Trade
Finance in Hong Kong” from The Asian Banker magazine in recognition of its outstanding performance and contribution in trade

finance.

Expanding foothold in custody services

Riding on its growth momentum in 2009, the custody business continued to flourish in the first half of 2010. The Group has
successfully secured mandates to provide global custody services to various Qualified Domestic Institutional Investors, including major
banks, fund houses and securities companies in the Mainland. Furthermore, with continuous communication and sales effort coupled
with outstanding service track record, clients were increasingly aware of the Group’s strengths and capabilities in the global custody
arena. The Group continued to work closely with BOC to expand its customer base. At the end of June 2010, total assets under the

Group’s custody were valued at HK$384 billion.

Cash management making solid progress

The Group made solid progress in its cash management business in the first half of 2010. In April, the Group launched a remittance
service via credit card, enabling BOCHK credit card holders to send remittance overseas with their BOCHK Credit Cards, which was
the first of its kind in the market. A new Premium Savings Account product was launched in May, which provided competitive product
features to corporate customers and attracted new savings deposits. The Group continued to strengthen the linkage of its cash
management service platform with those of BOC and its overseas branches. With effective marketing, the remittance transaction
volume increased by 14.0% year-on-year, while the number of Corporate Banking Services Online (“CBS Online”) customers increase
by 10.7% over the end of 2009.
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Management’s Discussion and Analysis (continued)

Proactive measures in risk management

In view of the still uncertain global economic environment, the Group remained vigilant over risk management. To safeguard asset
quality, the Group closely monitored those corporate customers which were adversely affected by rising production costs in the
Mainland, RMB appreciation, the recent upsurge in commodity prices, and emerging risks in the Euro region. With a forward-looking

credit control system in place, the Group was able to implement more stringent credit control in those segments with higher risks.
MAINLAND BUSINESS

Steady growth of Mainland business

The Group’s Mainland business recorded satisfactory growth in the first half of 2010. Total operating income increased by 11.8%
year-on-year, driven by a rapid growth in income which more than offset the increase in operating expenses following the Group’s
further investment in the Mainland. Total advances to customers grew by 18.2% over the end of 2009, while the deposits balance
leaped by 60.6%. NCB (China) launched various RMB wealth management products, such as “Floating Yield Product with Flexible
Maturity”, “Yi An Investment-Supported Products” and “Structured Deposits Linked with Exchange Rate”. The customer base was
further enlarged, with considerable increase in the number of high net worth customers. Since the launch of debit cards in late 2009,
the Group continued to enhance their features to provide more convenient financial services to cross-border customers. The Group’s
asset quality in the Mainland remained sound with the classified loan ratio dropping by 0.07 of a percentage point from the end of

2009 to 0.37%.

Further expansion of Mainland branch network

The Group’s total number of branches and sub-branches in the Mainland was 23 at the end of June 2010. The expansion of the
Group’s network in the Mainland continued. During the first half of 2010, NCB (China) received approval from the China Banking
Regulatory Commission (“CBRC”) for establishing the Shanghai Honggiao sub-branch and Beijing Zhongguancun sub-branch.

Meanwhile, Wuxi branch of NCB (China) commenced business on 19 July 2010.

TREASURY

Half-year ended Half-year ended Increase/
HK$’m, except percentage amounts 30 June 2010 30 June 2009 (decrease)
Net interest income 2,341 2,999 -21.9%
Other operating income 35 747 -95.3%
Operating income 2,376 3,746 -36.6%
Operating expenses (330) (394) -16.2%
Operating profit before impairment allowances 2,046 3,352 -39.0%

Net release/(charge) of impairment allowances on securities
investments 72 (1,168) +106.2%]
Profit before taxation 2,118 2,184 -3.0%
At 30 June At 31 December Increase
2010 2009 (decrease)
Segment assets 608,925 593,807 +2.5%
Segment liabilities 227,112 195,956 +15.9%

Note: For additional segmental information, see Note 35 to the Interim Financial Information.
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Management’s Discussion and Analysis (continued)

Financial Results
In the first half of 2010, the Treasury segment’s profit before taxation fell by 3.0% to HK$2,118 million. Operating profit before
impairment allowances decreased by 39.0% to HK$2,046 million, which was mainly caused by the decrease in net interest income

and other operating income.

Net interest income fell by 21.9% mainly due to the decline in the average balance of residual funds as funds were redeployed for
advances to customers. Meanwhile, the decrease in net yield of debt securities due to repricing also led to the decline in net interest

income.

Other operating income dropped by 95.3% on account of the foreign exchange loss on foreign exchange swap contracts and

mark-to-market loss on certain interest rate instruments.

Business Operation

Pursuing proactive investment strategy

In light of the gradual economic revival and uncertainties in capital markets, the Group proactively managed its banking book
investments and adopted a prudent approach in asset and liability management. In the first quarter of 2010, the Group took
advantage of the steepening yield curve and expanded its investments in fixed rate debt securities with increases in
government-related securities as well as high quality financial institution bonds and corporate bonds in order to maximise the net
interest margin of its investment portfolio. Starting from the second quarter, in spite of the sturdy growth in financial performance of
financial institutions and corporations in the Asia-Pacific and the USA, credit spread widened as a result of the European sovereign
debt crisis. While avoiding high-risk entities and regions, the Group seized the opportunity to increase its exposures to financial
institution bonds and corporate bonds with robust fundamentals. Meanwhile, it also continued to provide clearing services to

participating banks in Hong Kong and overseas regions.

As at the end of June 2010, the carrying value of the Group’s exposure to US non-agency RMBS was HK$3.0 billion (versus HK$3.8
billion at the end of 2009). In respect of the exposure to the European countries which were affected by the debt crisis, namely
Portugal, Ireland, Italy, Greece and Spain, the Group only had exposure to debt securities issued by financial institutions of Ireland
amounting to a total of HK$530 million as at the end of June 2010. The corresponding amount was HK$1,854 million at the end of
2009, comprising exposure to debt securities issued by financial institutions of Ireland and Italy. There were no signs of impairment

on these debt securities.

Focusing on traditional business and internal control

The European sovereign debt crisis had weakened market sentiments and investors’ confidence. Despite this unfavorable factor, the
Group’s strategy of focusing on traditional products relating to foreign exchange and precious metals yielded promising results.
Meanwhile, the Group also provided offshore customers with hedging products linked to foreign exchange and interest rate to meet
their hedging needs. As a result, the trading volumes of RMB foreign exchange derivatives and interest rate swaps registered
satisfactory growth. The Group also expanded business cooperation with BOC’s overseas branches to conduct RMB exchange
business. Meanwhile, the Group closely monitored and exercised stringent control on the sale procedures and risk of its structured

products.
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Management’s Discussion and Analysis (continued)

RISK MANAGEMENT
Banking Group

Overview

The Group believes that sound risk management is crucial to the success of any organisation. In its daily operation, the Group
attaches a high degree of importance to risk management and emphasises that a balance must be struck between risk control and
business growth and development. The principal types of risk inherent in the Group’s businesses are credit risk, interest rate risk,
market risk, liquidity risk, operational risk, reputation risk, legal and compliance risk, and strategic risk. The Group’s risk management

objective is to enhance shareholder value by maintaining risk exposures within acceptable limits.

Risk Management Governance Structure

The Group’s risk management governance structure is designed to cover the whole process of all businesses and ensure various
risks are properly managed and controlled in the course of conducting business. The Group has a sound risk management
organisational structure. It implements a comprehensive set of policies and procedures to identify, measure, monitor and control
various risks that may arise. These risk management policies and procedures are regularly reviewed and modified to reflect changes

in markets and business strategies. Various groups of risk takers assume their respective responsibilities for risk management.

The Board of Directors, representing the interests of shareholders, is the highest decision-making authority of the Group and has the
ultimate responsibility for risk management. The Board, with the assistance of its committees, has the primary responsibility for the
formulation of risk management strategies and for ensuring that the Group has an effective risk management system to implement
these strategies. The Risk Committee (“RC”), a standing committee established by the Board of Directors, is responsible for
overseeing the Group’s various types of risks, reviewing and approving high-level risk-related policies and overseeing their
implementation, reviewing significant or high risk exposures or transactions and exercising its power of veto if it considers that any

transaction should not proceed. The Audit Committee assists the Board in fulfilling its role in overseeing the internal control system.

The Chief Executive (“CE”) is responsible for managing the Group’s various types of risks, approving detailed risk management
policies, and approving material risk exposures or transactions within his authority delegated by the Board of Directors. The Chief
Risk Officer (“CRO”) assists the CE in fulfilling his responsibilities for the day-to-day management of risks. The CRO is responsible
for initiating new risk management strategies, projects and measures that will enable the Group to better monitor and manage new
risk issues or areas that may arise from time to time from new businesses, products and changes in the operating environment. He
may also take appropriate initiatives in response to regulatory changes. The CRO is also responsible for reviewing material risk
exposures or transactions within his delegated authority and exercising his power of veto if he believes that any transaction should

not proceed.

Various units of the Group have their respective risk management responsibilities. Business units act as the first line of defence
while risk management units, which are independent from the business units, are responsible for the day-to-day management of
different kinds of risks. Risk management units have the primary responsibilities for drafting, reviewing and updating various risk

management policies and procedures.
The Group’s principal banking subsidiaries, Nanyang, NCB (China) and Chiyu, are subject to risk policies that are consistent with

those of the Group. These subsidiaries execute their risk management strategies independently and report to the Group’s

management on a regular basis.
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Management’s Discussion and Analysis (continued)

Credit Risk Management

Credit risk is the risk that a customer or counterparty will be unable to or unwilling to meet its obligations under a contract. It arises
principally from lending, trade finance and treasury businesses, and covers inter-bank transactions, foreign exchange and derivative
transactions as well as investments in bonds and securities. The Chief Credit Officer reports directly to the CRO and is responsible
for the management of credit risk and for the formulation of all credit policies and procedures. The Chief Analytics Officer who reports
directly to the CRO is responsible for the development and maintenance of internal rating models and rating criteria. Different credit
approval and control procedures are adopted according to the level of risk associated with the customer, counterparty or transaction.
Corporate and financial institution credit applications are independently reviewed, objectively assessed and monitored by risk
management units and credit rating models/scorecards are used in the process of credit approval whenever they are applicable. A
credit scoring system is used to process retail credit transactions, including residential mortgage loans, personal loans and credit
cards. The Credit Risk Assessment Committee comprising experts from the Group’s credit and other functions is responsible for

making an independent assessment of all credit facilities which require the approval of a Deputy Chief Executive or above.

The Group’s internal loan grading system divides credit assets into 5 categories with reference to HKMA’s guidelines. The Risk
Management Department (“RMD”) provides regular credit management information reports and ad hoc reports to the Management

Committee, RC and Board of Directors to facilitate their continuous monitoring of credit risk.

For investments in debt securities and securitisation assets, the external credit rating and assessment on credit quality of the
underlying assets are used for managing the credit risk involved. Credit limits are established on a customer and security issuer
basis. For derivatives, the Group sets customer limits to manage the credit risk involved and follows the same approval and control

processes as loans and advances. Ongoing monitoring procedures are established.

The Group adopts a comprehensive methodology in determining whether a particular asset/mortgage-backed security (‘“ABS/MBS”)
is impaired. Under the methodology, the Group will take into consideration not only the mark-to-market (MTM) price of the issue and
its external credit rating, but also additional factors such as FICO score, vintage, location, adjustable rate mortgage (“ARM”) status,
delinquencies, level of collateral protection, loan to value ratio and prepayment speed of the underlying assets. Furthermore, having
considered these factors, the ABS/MBS issue has to further pass the required credit enhancement coverage ratio set by the Group.
This ratio is determined by applying assumptions regarding the default rates based on the available delinquency, foreclosure and
real estate owned (“REQ”) data of the ABS/MBS issue.

Interest Rate Risk Management

The Group’s interest rate risk exposures are mainly structural. The major types of interest rate risk from structural positions are:

- Repricing risk - mismatches in the maturity or repricing periods of assets and liabilities

- Basis risk - different pricing basis for different transactions so that the yield on assets and cost of liabilities may change by
different amounts within the same repricing period

- Yield curverisk - non-parallel shifts in the yield curve, e.g. steepening or flattening of the yield curve that may have an adverse
impact on net interest income or economic value

- Optionrisk - exercise of the options embedded in assets, liabilities or off-balance sheet items that can cause a change in the

cashflows of assets and liabilities
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The ALCO exercises its oversight of interest rate risk and ensures the business operations of the Group are conducted within the risk
appetite and controls as set by RC. The Asset & Liability Management Department (“ALMD”) assists the ALCO to manage and
optimise the asset-liability structure of which the interest rate characteristics are key factors that affect the interest rate risk profile.
RMD is the independent unit responsible for overseeing the interest rate risk according to the established policies and limits and

reporting the results to RC and ALCO regularly.

The interest rate risk is identified and measured on a daily basis. Gap analysis is one of the tools used to measure the Group’s
exposure to repricing risk. This provides the Group with a static view of the maturity and repricing characteristics of its balance sheet
positions. As the risk is complicated by having optionality embedded in certain products, behavioural assumptions are made to
reflect more accurately the interest rate risk exposures. The key assumption in gap analysis includes the replacement of contractual
maturity of fixed rate mortgage-backed (US prime and Alt-A) securities by behavioural maturity. The Group uses interest rate

derivatives to hedge its interest rate exposures and in most cases, plain vanilla interest rate swaps are used.

Sensitivities of earnings and economic value to interest rate changes (Earnings at Risk and Economic Value at Risk) are assessed
through a hypothetical interest rate shock of 200 basis points across the yield curve on both sides. Earnings at Risk and Economic
Value at Risk are controlled within an approved percentage of the projected net interest income for the year and the latest capital
base respectively and these limits are sanctioned by RC. Moreover, sensitivity limits like PVBP and Option Greeks limits are adopted

as daily control measures to monitor the repricing risk and option risk of the investment portfolio.

The impact of basis risk is gauged by the projected change in net interest income under scenarios of imperfect correlation in the
adjustment of the rates earned and paid on different instruments. In addition, ratios of assets to liabilities with similar pricing basis

are established to monitor such risk.

Apart from the above, regular stress tests and scenario analysis are conducted to assess the impact of different types of interest rate

risk on the Group’s earnings and economic value under both normal and stress conditions.

Before launching a new product or business, the relevant departments are required to go through a risk assessment process, which
includes assessment of underlying interest rate risk and consideration of the adequacy of current risk management mechanism. Any

material impact on interest rate risk noted during the risk assessment process will be reported to RC.

Market Risk Management

Market risk is the risk of loss that results from movements in market rates and prices. The Group’s market risk in the trading book
arises from customer-related business and proprietary trading. Trading positions are subject to daily mark-to-market valuation. The
risk includes potential losses arising from a change in foreign exchange and interest rates as well as the prices of equities and

commodities.
The major market risk in the banking book arises from the Group’s investment portfolio. The risk includes potential losses arising

from changes in market parameters such as credit, liquidity, and interest rate risk. These positions are subject to monthly

mark-to-market valuation and various control measures in relevant risk areas.
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Market risk management framework

Trading book market risk is managed within various major risk limits approved by the RC, including risk positions and/or risk factor
sensitivities. Since April 2007, BOCHK has also formally applied Value-at-Risk (VAR) limit as a daily risk management tool. These
overall risk limits are divided into sub-limits by reference to different risk products, including interest rates, foreign exchange rates,
commodities and equities. Transactions are classified into different risk product categories according to the prominent type of risk

inherent in the transactions.

As aforesaid, the Group’s risk management objective is to enhance shareholder value by maintaining risk exposures within
acceptable limits. The Group’s market risk management framework comprises three levels. The Board of Directors is the ultimate
decision-making authority. The formulation of risk management procedures and the implementation mechanism as well as the
monitoring of compliance are mainly the responsibility of the Group’s senior management (including CE and CRO). RMD is
responsible for overseeing the Group’s market risk to ensure that overall and individual market risks are within the Group’s risk
tolerance. Risk exposures are monitored on a day-to-day basis to ensure that they are within established risk limits and are regularly
reported to the senior management. Nanyang, NCB (China), Chiyu and BOC Life have their own independent risk monitoring units to

monitor limit compliance on a daily basis.

The Group controls market risk by restricting individual operations to trade only a list of permissible instruments authorised by the
senior management and within various market risk limits approved by RC. The individual operations are also required to enforce
rigorous new product approval procedures to ensure that all risks that may arise are thoroughly identified, properly measured and

adequately controlled.

The Group also uses the VAR technique to measure potential losses and market risks of its trading book for reporting to the RC and
senior management on a periodic basis. VAR is a statistical technique to estimate the potential losses that could occur on risk
positions taken over a specified time horizon within a given level of confidence. BOCHK, being the banking entity within the Group
with the major trading positions, which are mainly foreign currency and interest rate positions in major currencies, uses VAR

technique to monitor and control market risk on a daily basis.

The Group uses backtesting to monitor the predictive power of the VAR measure. Backtesting compares the calculated VAR figure
of those trading positions of each business day with the actual revenues arising on those positions on the next business day. These
actual revenues exclude non-trading income, such as fee and commission. If backtesting revenues are negative and exceeding the
VAR, a “backtesting exception” is noted. The Group will assess the magnitude of the backtesting exceptions, and revise its VAR
model (including the parameters and assumptions) accordingly. Backtesting results are reported to the Group’s senior management,
including CE and CRO.

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;

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
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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 analyses on historical events, including the 1987 Equity Market Crash, the 1994 Bond Market Crash, the 1997 Asian
Financial Crisis, the 11 September 2001 event in the United States and the 2008 Financial Market Crisis. The Group’s stress-testing
regime provides 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.

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. The Group funds its operations principally by accepting
deposits from retail and corporate depositors. In addition, the Group may issue certificates of deposit or debt instruments to secure
long-term funds. Besides, the Group may obtain funds from the interbank market when necessary. 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.

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 profile that can align the risk-taking incentives with the liquidity exposures and
make sure all funding obligations are met when due. Subsidiaries are required to report their respective liquidity position to BOCHK

on a regular basis to facilitate group-wide management.

The ALCO exercises its oversight of liquidity risk and ensures the daily operations of the Group are conducted within the risk
appetite and controls as set by RC. ALMD assists the ALCO to manage and optimise the asset-liability structure of which the
maturity profile is a key factor that affects the liquidity risk profile. RMD is the independent unit responsible for overseeing the

liquidity risk according to the established policies and limits on a daily basis and reports the results to RC and ALCO regularly.

Liquidity risk management tools adopted include cash flow analysis (under normal and stress conditions), such as Maximum
Cumulative Outflow, liquidity buffer asset portfolio, and balance sheet management ratios, deposits maturity structure, concentration
risk, liquidity ratio, loan-to-deposit ratio, etc. Apart from these, regular stress tests (bank-specific crisis and general-market crisis)

and scenario analysis are conducted to assess the Group’s capability to withstand various severe liquidity crises.
Before launching a new product or business, the relevant departments are required to go through a risk assessment process, which

includes the assessment of underlying liquidity risk and consideration of the adequacy of the current risk management mechanism.

Any material impact on liquidity risk noted during the risk assessment process will be reported to RC.
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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 policies and procedures on operational risk management are formulated by Operational Risk & Compliance
Department (“OR&CD”) and approved by RC.

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 policies and procedures, 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 the
Human Resources Department, Informational 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.

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

and completed the repurchase of most of the outstanding minibonds under the Repurchase Scheme and its complaint handling

process to minimise the reputation risk.
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Management’s Discussion and Analysis (continued)

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 the OR&CD headed by a General Manager who reports to the 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.

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 the 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 the first half of 2010.

To comply with HKMA'’s requirements as stated in the Supervisory Policy Manual “Supervisory Review Process”, the Group has
established the internal capital adequacy assessment process (ICAAP) and reviews it annually. 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. A Scorecard approach based on HKMA's compliance guidance on Pillar Il has been used to evaluate the
Group's risk profile in order to assess the add-on capital in Pillar Il to the minimum regulatory capital calculated under Pillar | to
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. In view of the envisaged adoption of Foundation internal ratings-based approach (“FIRB”),
the minimum CAR and the Operating CAR Range for 2010 are determined based on both Standardised approach and FIRB

approach.

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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Condensed Consolidated Income Statement

Interest income

Interest expense
Net interest income

Fee and commission income
Fee and commission expense

Net fee and commission income

Net trading (loss)/gain

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

Net gain on investment in securities

Other operating income

Net operating income before impairment
allowances
Net reversal/(charge) of impairment allowances

Net operating income
Operating expenses

Operating profit

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

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

Share of profits less losses after tax of
associates

Profit before taxation
Taxation

Profit for the period

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

Dividends

(FREHG) (H AR
(Unaudited) (Unaudited)
FEEpE SR ES

2010 = 2009 =

6 £] 30 f! 6 5[ 30 F!
Half-year ended Half-year ended
=3t 30 June 30 June
Notes 2010 2009
a2 S LT

il HFTF Py
HK$’'m HK$'m
9,947 10,760
(1,708) (2,308)
4 8,239 8,452
4,643 3,992
(1,083) (918)
5 3,560 3,074
6 (32) 804
49 180
286 67
202 243
12,304 12,820
9 161 (1,115)
12,465 11,705
10 (4,442) (4,141)
8,023 7,564
1 601 525
12 (1) -
(1) 1
8,622 8,090
13 (1,414) (1,368)
7,208 6,722
7,096 6,613
112 109
7,208 6,722
14 3,788 3,469

The notes on pages 56 to 155 are an integral part of this interim financial information.
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Condensed Consolidated Statement of Comprehensive

Income
(FEHF) (AR
(Unaudited) (Unaudited)
FEEE SR ES
2010 = 2009 =
6 £/ 30 [! 6 %] 30 |!
Half-year ended Half-year ended
=3t 30 June 30 June
Notes 2010 2009
b = ST B R
BRI HHT Py
HK$’'m HK$'m
Profit for the period 7,208 6,722
Change in fair value of available-for-sale
securities 1,821 2,698
Revaluation of premises 1,953 1,414
Currency translation difference 25 (6)
Net deferred tax effect 27 (571) (747)
Reclassification adjustments
Release upon disposal of available-for-sale
securities (286) (64)
Net impairment (release)/charge on
available-for-sale securities transferred to
income statement 9 (40) 729
Amortisation with respect to
available-for-sale securities transferred to
held-to-maturity securities (22) (37)
Other comprehensive income for the
period, net of tax 2,880 3,987
Total comprehensive income for the period 10,088 10,709
Total comprehensive income attributable to:
Equity holders of the Bank 9,965 10,596
Non-controlling interests 123 113
10,088 10,709

The notes on pages 56 to 155 are an integral part of this interim financial information.
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Condensed 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

Other accounts and provisions

Current tax liabilities

Deferred tax liabilities

Subordinated liabilities

Total liabilities
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(F7EHRTP) GGERTS)
(Unaudited) (Audited)

2010 = 2009 =

6 E[ 30 [! 12 £[ 31 [!
= At 30 June At 31 December
Notes 2010 2009
. — P

AT TR Py
HK$’'m HK$'m
15 169,443 160,325
35,958 60,282
16 40,769 18,475
17 19,149 17,575
41,950 38,310
18 597,274 527,100
19 300,955 301,506
213 217
20 9,323 9,364
21 28,222 26,271
27 25 49
22 16,727 14,302
1,260,008 1,173,776
41,950 38,310
110,786 99,647
23 26,876 16,288
17 15,756 13,945
24 893,801 843,929
25 35,758 34,824
2,955 1,918

27 5,158 4,591
28 27,192 26,776
1,160,232 1,080,228
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BANK OF CHINA (HONG KONG) LIMITED

E?%%ﬁﬁé fIffi%  Condensed Consolidated Balance Sheet (continued)
&

B EQUITY

HEA Share capital

W Reserves

ENk N 'ﬁ%fﬁﬁ&?{: ﬂl%fr’ﬁl Capital and reserves attributable to the equity holders
of the Bank

?E}Zﬁﬁjlﬁﬁﬁ Non-controlling interests

R Total equity

FIf oY e Total liabilities and equity

Fy56 % 155 {1 VIR 4 IV SOnR] v

—

%’FF‘?%H)? °

53

(F K R
(Unaudited) (Audited)
2010 = 2009 =

6 E] 30! 12 7] 31 |!
At 30 June At 31 December
2010 2009
WERER
HK$’'m HK$'m
43,043 43,043
55,226 49,049
98,269 92,092
1,507 1,456
99,776 93,548
1,260,008 1,173,776

The notes on pages 56 to 155 are an integral part of this interim financial information.
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At 1 January 2009

Comprehensive income

Release upon disposal of
premises

Transfer from retained
eamings

Dividends paid

Dividends payable

At 30 June 2009

Bank and subsidiaries
Associates

At 1 July 2009

Comprehensive income

Release upon disposal of
premises

Transfer to retained
eamings

Dividends paid

Dividends payable

At 31 December 2009

Bank and subsidiaries
Associates

At 1 January 2010

Comprehensive income

Release upon disposal of
premises

Transfer from retained
eamings

Dividends paid

Dividends payable

At 30 June 2010

Bank and subsidiaries
Associates

SR P R (e

AR PIC I S P

TR ) -

5756 % 155 71V 7 iRt

RERZL DR

i
(Unaudited)

Condensed Consolidated Statement of Changes in Equity

S A LS e
Attributable to the equity holders of the Bank
firfE
s 2 i
R
Reserve for
;2 fair value
AR changesof Z
A p ére%isefﬁsj available-  F LR PRI R FfJNon- ¥ A
Share revaluation for-sale Regulatory  Translation etained S controlling Total
capital reserve securities reserve” reserve earnings Total interests equity
A T
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
- 1,215 2,811 - (6) 6,576 10,596 113 10,709
- ™ - - - 1 - - -
- - - 115 - (115) - - -
- - - - - - - (180) (180)
- - - - - (3,469) (3,469) - (3,469)
43,043 9,527 (1,314) 4,618 220 31,790 87,884 1,391 89,275
43,043 9,527 (1,314) 4,618 220 31,742 87,836
- - - - - 48 48
43,043 9,527 (1,314) 4,618 220 31,790 87,884
43,043 9,527 (1,314) 4,618 220 31,790 87,884 1,391 89,275
- 2,314 1,780 - 5 6,910 11,009 82 11,091
- (188) - - - 188 - - -
- - - (578) - 578 - - -
- - - - - - - 17) 17)
- - - - - (6,801) (6,801) - (6,801)
43,043 11,653 466 4,040 225 32,665 92,092 1,456 93,548
43,043 11,653 466 4,040 225 32,610 92,037
- - - - - 55 55
43,043 11,653 466 4,040 225 32,665 92,092
43,043 11,653 466 4,040 225 32,665 92,092 1,456 93,548
- 1,628 1,196 - 66 7,075 9,965 123 10,088
- (30) - - - 30 - - -
- - - 571 - (571) - - -
- - - - - - - (72) (72)
- - - - - (3,788) (3,788) - (3,788)
43,043 13,251 1,662 4,611 291 35411 98,269 1,507 99,776
43,043 13,251 1,662 4,611 291 35,360 98,218
- - - - - 51 51
43,043 13,251 1,662 4,611 291 35,411 98,269
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The notes on pages 56 to 155 are an integral part of this interim financial information.

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

In accordance with the requirements of the HKMA, the amounts are set aside for general banking risks, including future losses or
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F;ﬁ'fgl:ﬁflﬁfﬁéi mE & Condensed Consolidated Cash Flow Statement

(FEKH) (AR
(Unaudited) (Unaudited)
2010 ¥ 2009 F
6 £] 30 ! 6] 30 }!
Half-year ended Half-year ended
Wr% 30 June 30 June
Notes 2010 2009
BRI
HK$’'m HK$'m
RV EWRE Cash flows from operating activities
BEAIFREEHE VT 7 GRED Operating cash inflow/(outflow) before
taxation 31(a) 22,871 (25,367)
< ﬁﬁiﬁﬂjfﬁiﬁ Hong Kong profits tax paid (325) (126)
I (YEG F[HEE Overseas profits tax paid (32) (59)
REHFEVFER™ / (FYL) HFE Net cash inflow/(outflow) from operating
activities 22,514 (25,552)
TV F 2 Cash flows from investing activities
(e i b[%hﬁﬁ Purchase of properties, plant and
equipment (162) (148)
IR E ¢ Purchase of investment properties (2) -
i g X G e M?[’fﬁjﬁ"rfﬁﬁ'fgj Proceeds from disposal of properties, plant
and equipment 93 4
N F’, TP R E R Proceeds from disposal of investment
properties 163 23
H%f?v‘i%ﬁ%’? o "r‘yJ’iL“,F;L Dividends received from associates 3 3
TR EVFEW T / (FHY) 153E  Net cash inflow/(outflow) from investing
activities 95 (118)
BTV F & WE Cash flows from financing activities
T [ 4 UL IR L Dividends paid to the equity holders of the
Bank (6,801) -
3 fﬁzﬁﬁjﬂmé%,};t Dividends paid to non-controlling interests (72) (180)
9T & R B Proceeds from issuance of subordinated
notes 19,261 -
Y i U ey Repayment of subordinated loans (19,418) -
D5 TE TR FEL Interest paid for subordinated loans (156) (539)
BTV FHERIEAEE Net cash outflow from financing activities (7,186) (719)
FLE W =T J%T AU (3P ) Increase/(decrease) in cash and cash
equivalents 15,423 (26,389)
W1 E[1 IV E ’s’fﬁ“{pjiﬁﬁ*ﬁﬁ ! Cash and cash equivalents at 1 January 182,246 174,925
W6 E|30FIVEE BSTﬁ]EF.!éEIEJE I Cash and cash equivalents at 30 June 31(b) 197,669 148,536

5756 = 1565 F1.V ﬂf\Jﬂ%ngj‘i FIVE 557k V32 The notes on pages 56 to 155 are an integral part of this interim financial information.
Wﬁﬂ)? °
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1. Basis of preparation and accounting policies
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Basis of preparation

The unaudited interim report has been prepared in accordance with HKAS 34 “Interim
Financial Reporting” issued by the HKICPA.

Accounting policies

Except as described below, the accounting policies and methods of computation used in the
preparation of the unaudited interim report are consistent with those used in the Group’s
financial statements for the year ended 31 December 2009 and should be read in
conjunction with the Group’s Annual Report for 2009.

Financial liabilities issued at amortised cost with fair value hedge adjustment

The Group issued fixed rate subordinated notes in the first half of 2010 which are measured
at amortised cost. The Group uses interest rate swaps to hedge the fixed rate subordinated
notes, which change their interest rate repricing characteristics into those of floating rate
financial liabilities. The hedge of fixed rate subordinated notes with interest rate swaps are
designated as fair value hedge when the criteria for hedge accounting are fulfilled at the
inception of the hedge and the hedge relationship last while the criteria are continued to be
fulfilled on an on-going basis.

When fair value hedge accounting is applied to fixed rate financial liabilities, the carrying
values of the financial liabilities are adjusted for changes in fair value that are attributable to
the interest rate risk being hedged with the derivative instruments rather than carried at
amortised cost, such carrying value adjustment is recognised in the income statement
together with the changes in fair value of the hedging derivatives.

If the hedge relationship is terminated for reasons other than the derecognition, e.g. due to
repayment of the hedged item, the unamortised carrying value adjustment (the difference
between the carrying value of the hedged item at the time of termination and the value at
which it would have been carried had the hedge never existed) is amortised to the income
statement over the remaining life of the hedged item. If the hedged item is derecognised,
the unamortised carrying value adjustment is recognised immediately in the income
statement.
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Notes to the Interim Financial Information (continued)

1. Basis of preparation and accounting policies (continued)

Accounting policies (continued)

Revised standards and amendments to standards that are mandatory for the first
time for the financial year beginning 1 January 2010

*  HKFRS 3 (Revised), ‘Business combinations’ and consequential amendments to HKAS
27, ‘Consolidated and separate financial statements’, HKAS 28, ‘Investments in
associates’, and HKAS 31, ‘Interests in joint ventures’, are effective prospectively to
business combinations for which the acquisition date is on or after the beginning of the
first annual reporting period beginning on or after 1 July 2009.

The revised standard continues to apply the acquisiton method to business
combinations, with some significant changes. For example, all payments to purchase a
business are to be recorded at fair value at the acquisition date, with contingent
payments classified as debt subsequently re-measured through the consolidated income
statement. There is a choice on an acquisition-by-acquisition basis to measure the
non-controlling interest in the acquiree either at fair value or at the non-controlling
interest’s proportionate share of the acquiree’s net assets. All acquisition-related costs
should be expensed. The adoption of HKFRS 3 (Revised) and consequential
amendments to HKAS 27, HKAS 28 and HKAS 31 do not have an impact on the
financial statements of the Group as there is no business combination conducted in the
first half of 2010.

* HKAS 17 (Amendment), ‘Leases’. The amendment, which is part of an improvement to
HKFRSs in 2009, has been made to delete a 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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Notes to the Interim Financial Information (continued)

1. Basis of preparation and accounting policies (continued)

Accounting policies (continued)

Revised standards and amendments to standards that are mandatory for the first
time for the financial year beginning 1 January 2010 (continued)

As the transaction values in the Hong Kong property market have typically demonstrated
that the market believes the lease term specified in land leases will be capable of
extension for a nominal amount, risks and rewards of leaseholds land have already been
substantially transferred to the lessee. Split of the land and buildings elements is no
longer necessary as both of them are finance lease. 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 given in Note 2.18 shown in
the Group’s Annual Report for 2009.

HKAS 27 (Revised), ‘Consolidated and separate financial statements’. The revised
standard requires changes in a parent’s ownership interest in a subsidiary that do not
result in the loss of control are accounted for within other comprehensive income and
these transactions will no longer result in goodwill or gains and losses. The standard also
specifies the accounting when control is lost. Any remaining interest in the entity is
re-measured to fair value and a gain or loss is recognised in income statement. There
has been no impact of HKAS 27 (Revised) on the current period as there have been no
transactions with non-controlling interests.

Other improvements to HKFRSs made in 2009 contain numerous amendments to
HKFRSs which the HKICPA consider non-urgent but necessary. It comprises
amendments that result in accounting changes for presentation, recognition or
measurement purpose as well as terminology or editorial amendments related to a
variety of individual HKFRS. Most of the amendments are effective for annual periods
beginning on or after 1 January 2010, with earlier application permitted. No material
changes to accounting policies are expected as a result of these amendments.
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1. ;.ﬂﬁﬂﬁhéb gaﬁfﬁfﬁ 1. Basis of preparation and accounting policies (continued)
( )

ﬁ?{-f—&rﬁ‘ ¢::)) Accounting policies (continued)

YRR, ﬁ[ﬁ I &S Standards and amendments issued that are relevant to the Group but not yet effective
—‘f}wyi /M1 2 BT 2010 % and have not been early adopted by the Group in 2010

ﬁﬁﬁﬂ”#ﬁkﬁ”
g FIg Sr UREL
Standard Content Applicable for

financial years
beginning on/after

Fﬁ?ﬁﬁ%ﬁ%’ﬂﬂ%% (REf2 F EfHGH N R 2011F 151!
HKAS 24 (Revised) Related Party Disclosures 1 January 2011
ﬁ?ﬁﬂﬁ’ﬁ@f,i‘ﬁﬁﬂéﬁg?ﬁ LR 5 5?1%]5?—:’3@“%% 2013F 151!
HKFRS 9 Financial Instruments Part 1: Classification and 1 January 2013
Measurement
. Lﬁ}f;ﬂé HlIsv2458 (2% * HKAS 24, ‘Related Party Disclosures (Revised). The Group early adopted the partial
i [ B 1l - ¢ exemption regarding disclosure requirements for transactions with government-related

& [4'17‘/‘20 9= 12’]31 fre
5 )
*TPT”?J‘W‘%*' jﬂ Po PR
_}'"F” ]’7571 (] v ,J_E:FIJ”— =

bl Jﬁ?i}r{ﬁa#* FTJIE A EL

entities in its annual financial statements for the year ended 31 December 2009. The
application of the remainder of the revised standard which amending the definition of related
parties will not have significant impact on the Group.

AfEE T Fﬁ'*ﬁlﬁ A[J'Tﬁ
IR o
. FK’ Iﬁjﬁ_ﬁf YERBTOMEE Bl * HKFRS 9, ‘Financial Instruments Part 1: Classification and Measurement’. The application
T ﬁ 73 =71 ifF' MEHE T of HKFRS 9 is expected to have an effect on the classification and measurement of financial
P Y R SYORESH assets of the Group and a related impact on the Group’s financial statements.

S R LY £ B
STV S Y gyt
+ 2 I R
W -

e 2010 &+ g [ oA g Sl AR Annual Improvements 2010 were issued in May 2010. This annual improvements process
2010 # 5 FJﬂ 1671 o P8 53 provides a vehicle for making non-urgent but necessary amendments to HKFRSs. Most of
’HIE?E A ’F'jf’ . the amendments are effective for annual periods beginning on or after 1 January 2011, no

HH ?%FEW%%[

material changes to accounting policies are expected as a result of these improvements.
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Notes to the Interim Financial Information (continued)

Critical accounting estimates and judgements in applying accounting
policies

The nature and assumptions related to the Group's accounting estimates are consistent with
those used in the Group’s financial statements for the year ended 31 December 2009.

As disclosed in the Group's financial statements for the year ended 31 December 2009, the
Group entered into an agreement dated 22 July 2009 among the Securities and Futures
Commission, the HKMA and 13 other distributing banks, pursuant to which the Group has
repurchased from eligible customers their holdings in outstanding Lehman Brothers
minibonds (“Minibonds”). The amount recoverable by the Group from the Minibonds remains
uncertain and is dependent on a number of factors including resolution of certain legal
matters, which may result in a wide range of recovery outcomes.

The final amount recovered by the Group could be different from the assessment made for
the purposes of the Group’s financial statements, and may result in a considerable credit
being recognised in the income statement in the period when it is realised.
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at

3. éf#{’;ﬂfﬁ”ﬁw 3. Financial risk management

i'};@ﬁn’@ﬁtﬁﬁ{% IhE2 The Group is exposed to financial risks as a result of engaging in a variety of business
SRR G o 2 R AR @Eufﬁ activities. The principal financial risks are credit risk, market risk (including currency risk and
['ﬁ B e ~ ] e ( E[J?ﬁj*«% interest rate risk) and liquidity risk. This note summarises the Group'’s exposures to these risks.
S UG R F | B i ) O B
o N DR Sl L Ui

iﬁiﬁ T i A o
3.1 l"ﬁé’?’;ﬂ!ﬁ 3.1 Credit Risk
A. FEETR A. Gross loans and advances
(a) Yafl €75 (a) Impaired advances

Hy TJ Y A financial asset is impaired and impairment losses are incurred if, and only if, there
& By i R is objective evidence of impairment as a result of one or more events that occurred
B P RN and that loss event(s) has an impact on the estimated future cash flows of the
A o A fﬁ, £ financial asset that can be reliably estimated.

I ELEES]
ERE2 EERT
I F S
TR = R

EiAN

YEH W B If there is objective evidence that an impairment loss on loans has been incurred,
[ A the amount of loss is measured as the difference between the carrying amount and
FIR IR o F R the present value of estimated future cash flows generated by the financial asset.
R RE = Objective evidence that a financial asset is impaired includes observable data that
Ff &R comes to the attention of the holder of the asset about the loss events.

o
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EL SR

e T L
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3. Financial risk management (continued)

3.1 Credit Risk (continued)

A. Gross loans and advances (continued)

(a) Impaired advances (continued)

Gross impaired advances to customers

Individually assessed loan impairment
allowances made in respect of such
advances

Current market value of collateral held
against the covered portion of advances
to customers

Covered portion of advances to customers

Uncovered portion of advances to
customers

Gross impaired advances to customers as
a percentage of gross advances to
customers

Notes to the Interim Financial Information (continued)

2010 & 2009 =
6 5[ 30 [! 12 7] 31 !
At 30 June At 31 December
2010 2009

i = ¥ f{ = ,’
BTEF T Py
HK$’'m HK$'m
699 1,023
512 671
150 227
145 192
554 831
0.12% 0.20%

The loan impairment allowances were made after taking into account the value of

collateral in respect of impaired advances.
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at

3. éfﬂ[’;ﬂfﬁ*ﬁw G2 3. Financial risk management (continued)

31 f{EvEle Ga) 3.1 Credit Risk (continued)
A GEETE (&) A. Gross loans and advances (continued)
(a) ¥ eTRy G&) (a) Impaired advances (continued)
’fﬁﬁ\Lj} T F YRR Classified or impaired advances to customers are analysed as follows:
YH TR I
g
2010 &# 2009 =+
6 E[ 30 [! 12 5] 31 |!
At 30 June At 31 December
2010 2009
71— N ﬂ\r.ys. g —
TP M FY
HK$’'m HK$'m
B R Gross classified or impaired advances to
VHETERRGH customers
7 1,317 1,769
Gross classified or impaired advances to
customers as a percentage of gross
advances to customers
0.23% 0.34%
ﬁg;}lﬁ%ﬁ/@* fift Classified or impaired advances to customers follow the definitions set out in the
Ve Banking (Disclosure) Rules and represent advances which are either classified as
(CZ%E (€T ) “substandard”, “doubtful” or “loss” under the Group’s classification of loan quality, or
HIHD ot individually assessed to be impaired.
PR 4 R

FrE VRS KERY
Fovise |~ Fﬁ\[
ilﬁj T

ETRUEy = RE TR
7 i 159 L €
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Notes to the Interim Financial Information (continued)

3. Financial risk management (continued)

3.1 Credit Risk (continued)
A. Gross loans and advances (continued)

(b) Advances overdue for more than 3 months

Advances with a specific repayment date are classified as overdue when the
principal or interest is past due and remains unpaid. Advances repayable by regular
instalments are classified as overdue when an instalment payment is past due and
remains unpaid. Advances repayable on demand are classified as overdue either
when a demand for repayment has been served on the borrower but repayment has
not been made in accordance with the instruction or when the advances have
remained continuously outside the approved limit that was advised to the borrower.
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3. Financial risk management (continued)

3.1 Credit Risk (continued)

A. Gross loans and advances (continued)

Notes to the Interim Financial Information (continued)

(b) Advances overdue for more than 3 months (continued)

The gross amount of advances overdue for more than 3 months is analysed as

follows:

2010 & 6 £] 30 !
At 30 June 2010

2009 # 12 5| 31 |!
At 31 December 2009

it R

Frorks HEa
% of gross % of gross
248 advances to & e advances to
Amount customers Amount customers
T I
HK$’m HK$'m
Gross advances
to customers
which have
been overdue
for:
- six months or
less but
over three
months 75 0.01% 103 0.02%
- one year or
less but over
six months 89 0.02% 154 0.03%
- over one year 558 0.10% 569 0.11%
Advances overdue
for over three
months 722 0.13% 826 0.16%
Individually
assessed loan
impairment
allowances made
in respect of
393

such advances 310
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Notes to the Interim Financial Information (continued)

3. Financial risk management (continued)

3.1 Credit Risk (continued)

A. Gross loans and advances (continued)

(b) Advances overdue for more than 3 months (continued)

2010 & 2009 =
6 ] 30 f! 12 5] 31 [ !
At 30 June At 31 December
2010 2009
o = \t f\rscﬁ -l =
AP MY
HK$’m HK$'m
Current market value of collateral held
against the covered portion of advances
to customers 968 977
Covered portion of advances to customers
424 459
Uncovered portion of advances to
customers 298 367

Collateral held against overdue or impaired loans is principally represented by
charges over business assets such as commercial and residential premises for
corporate loans and mortgages over residential properties for personal loans.

As at 30 June 2010 and 31 December 2009, there were no advances to banks and
other financial institutions overdue for more than three months.
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Notes to the Interim Financial Information (continued)

3. Financial risk management (continued)

3.1 Credit Risk (continued)

A. Gross loans and advances (continued)

(c) Rescheduled advances

2010 & 6 ] 30 ! 2009 F 12 5| 31 !
At 30 June 2010 At 31 December 2009
i T EHRRGE i T v
Fioib= FIoiEs
% of gross % of gross
238 advances to o ] advances to
Amount customers Amount customers
BT P HEE Py
HK$’m HK$'m
Rescheduled
advances to
customers net
of amounts
included in
advances
overdue for
more than 3
months 392 0.07% 573 0.1%

As at 30 June 2010 and 31 December 2009, there were no rescheduled
advances to banks and other financial institutions.

Rescheduled advances are those advances that have been restructured or
renegotiated because of deterioration in the financial position of the borrower or
of the inability of the borrower to meet the original repayment schedule and for
which the revised repayment terms, either of interest or of repayment period, are
non-commercial. Rescheduled advances, which have been overdue for more
than three months under the revised repayment terms, are included in overdue
advances.
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FER 2
€

SRR e EE (R 3. Financial risk management (continued)

ff.. e ()

3.1 Credit Risk (continued)

A FEETER G| A. Gross loans and advances (continued)

(d) KIEn&e

(i) # 7% 5
HT AT

U 77 WAL
REE R INEE
6> gy
%t’ 5 (5 0

B T
%E’u g
i F[Yﬁﬁ RINAS:C Loans for use in Hong Kong
BETES Industrial, commercial and
financial
- P R - Property development
- PEERY - Property investment
- Financial concerns
- Stockbrokers
- zrgi - Wholesale and retail trade
%ﬁ’ - Manufacturing
- éﬁbéﬁﬁfﬁfﬁ - Transport and transport
equipment
IH%JX[WEI*J - Recreational activities
- Information technology
- Others
Individuals

- Loans for the purchase of
flats in Home Ownership
Scheme, Private Sector
Participation Scheme
and Tenants Purchase

Scheme
- BRI PPl - Loans for purchase of
ETE other residential
properties
BRI - Credit card advances
L {4 - Others
17r<[3§f@9 | e Total loans for use in Hong
Kong
= ﬁ@ﬂ?}' Trade finance
&Fﬁliﬁ'{‘}fﬁ [N Loans for use outside Hong
Kong
ST GEAE Gross advances to customers

(d) Concentration of advances to customers

(i) Sectoral analysis of gross advances to customers

Notes to the Interim Financial Information (continued)

The information concerning gross advances to customers has been analysed

into loans used inside or outside Hong Kong by industry sectors of the
borrowers as follows:

2010 & 6 £] 30 !

At 30 June 2010
BT

155 B f[ﬁ'lij[lari..‘/ A sri..‘/
% Covered ‘i}ﬂj fs2p ) —ﬁPJ E’ ‘ﬁPJ
by PR Ind|V|duaIIy Collectlvely
HETETE collateral Classmed d d
Gross or other or pLia-ied impairment impairment
advances security impaired Overdue* allowances allowances
Wﬁlf’w ijlﬁi W“ I]}Eﬁw Wﬁlf’w Wﬁlf’w

HK$’ HK$’'m HK$’m HK$’ HK$’
31,588 29.54% 3 5 - 93
69,525 89.45% 142 284 12 373
19,754 7.68% - 1 - 73
1,291 86.33% - - - 6
27,309 41.68% 110 160 4 129
27,833 38.54% 94 277 42 134
26,519 22.59% 89 88 5 82
429 9.63% - - - 1
15,140 0.82% - - - 43
37,001 28.97% 61 266 1 118
11,572 99.95% 69 395 1 9
131,491 99.97% 112 1,149 - 62
7,143 - 21 178 - 73
10,554 68.96% 61 239 33 17
417,149 63.15% 762 3,042 148 1,213
39,285 20.75% 141 161 84 165
115,020 31.98% 414 174 280 399
571,454 53.96% 1,317 3,377 512 1,777
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3. fﬁg@f[ﬁ@ﬁg@ (&) 3. Financial risk management (continued)

3.1 rﬁé‘?@ﬂiﬁ &)

3.1 Credit Risk (continued)

A FEEYE GB) A. Gross loans and advances (continued)

(d) &ETErR &2
€ )]

() # =g 555y
H TR

G#)
i Fﬂfﬂﬁ 1H VR Loans for use in Hong Kong
BRS¢ Industrial, commercial and
financial
- PR - Property development
- PRy - Property investment
- Financial concerns
- Stockbrokers
- ﬁ“@ﬁ”#ﬁﬁﬁi - Wholesale and retail trade
- Qlffi' - Manufacturing
- gﬁrﬁﬁbg‘lﬁraﬁ?ﬁfﬁ - Transport and transport
equipment
- fﬁgﬂgﬁ;ﬁ - Recreational activities
- PR - Information technology
- - Others
i > Individuals
- & fF:”J FF‘[ fat tJ:E';fr'E - Loans for the purchase of

;{_
B flats in Home Ownership
I
I
E\A

R F a[J”*E' 211 Scheme, Private Sector
£ Ve G RIE Participation Scheme
#H and Tenants Purchase
Scheme
- [EEIH PR - Loans for purchase of
£ other residential
properties
- [BRHC e - Credit card advances
- ,If f - Others
1?‘[?%{]2[!9]1/ EVE Total loans for use in Hong
Kong
AR Trade finance
T FTHE LY O Loans for use outside Hong
Kong
T ERR T Gross advances to customers

2009 = 12 | 31 |!

At 31 December 2009

(d) Concentration of advances to customers (continued)

(i) Sectoral analysis of gross advances to customers (continued)

Notes to the Interim Financial Information (continued)

B

RA LT A 4

% Covered SRasap-] EVR VR [ 5 ?v‘ﬁ{ﬁx =
by Vil iy Ind|V|duaI y Collectively

HETERR collateral Classified d d
Gross or other or A HH* impairment impairment
advances security impaired Overdue* allowances allowances
ST | S M R MR R ST T ST |
AT P S Rt 0 A T ) S TR T 5
HK$'m HK$'m HK$'m HK$'m HK$'m
23,002 38.08% 3 5 1 68
72,686 86.03% 206 475 10 359
11,596 8.02% - 5 - 53
301 32.90% - - - 2
19,231 53.38% 154 225 61 96
21,388 46.46% 117 178 47 108
26,951 16.39% 91 14 3 80
309 14.41% - - - 1
15,581 0.79% - 1 - 45
33,216 22.10% 62 203 15 106
11,932 99.94% 77 457 1 10
127,208 99.99% 125 1,368 1 68
7,348 - 27 183 - 76
10,610 73.39% 68 174 36 18
381,359 65.91% 930 3,288 175 1,090
29,321 23.03% 237 224 175 128
104,257 25.54% 602 240 321 380
514,937 55.30% 1,769 3,752 671 1,598

* O PIEEIP D 6 Advances with a specific repayment date are classified as overdue when the principal or interest is past due and remains

Ho A & F unpaid.
Ilj} W [y i
E'I /] Iﬁ: A ’EIFJ £

I
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H(l%%ﬁ;‘ﬁ?ﬂwﬁgf Notes to the Interim Financial Information (continued)
pt
3. Financial risk management (continued)

3. SRR ()

3.1 [FETER GRD 3.1 Credit Risk (continued)

A FEEE GB) A. Gross loans and advances (continued)
(d) HETEFFRE IR (d) Concentration of advances to customers (continued)
(¢ 1))

(i) H s s
Ml e
oA
T

(ii) Geographical analysis of gross advances to customers and overdue advances

R
O A
A1y #] £
bR
73 B RL AR
bR EE L
A el
BT R e
EE QU o

The following geographical analysis of gross advances to customers and
overdue advances is based on the location of the counterparties, after taking
into account the transfer of risk in respect of such advances where appropriate.

Rk -
B ETETEREE Gross advances to customers
2010 & 2009 =
6 E] 30 [! 12 5] 31 |
At 30 June At 31 December
2010 2009
21— N ﬁ{’T' L —
RREF AR
HK$’'m HK$'m
F‘,?ﬁ Hong Kong 433,747 409,529
FlBsI? [ Mainland China 102,387 72,556
Y Others 35,320 32,852
571,454 514,937
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Fl('g%]%ﬂ‘;ﬁ%":[ﬁﬂ“ﬁa‘f Notes to the Interim Financial Information (continued)
A

3. éfﬂ[’;ﬂfﬁ*ﬁw G2 3. Financial risk management (continued)

3.1 [%ETHFI!@ G&) 3.1 Credit Risk (continued)
A GEETE (&) A. Gross loans and advances (continued)
(d) TR EfR (d) Concentration of advances to customers (continued)
€ 1))
(i) 29 p (i) Geographical analysis of gross advances to customers and overdue advances
DRy (continued)
Ay W ee R
(&)
BT e AT Gross advances to customers (continued)
&)
Wk & LT ETE Collectively assessed loan impairment allowances in respect of the
W (e gross advances to customers
o
fIF fﬁ <
ETF VR |
el
2010 & 2009 =
6 E] 30 [! 12 5] 31 |!
At 30 June At 31 December
2010 2009
o = NS 1 A
TP AR A
HK$’'m HK$'m
F‘,?{F Hong Kong 1,293 1,205
FIBI 3 Mainland China 375 290
HPy Others 109 103
1,777 1,598
eCIL S Overdue advances
2010 & 2009 =
6 ] 30 [! 12 [ 31 !
At 30 June At 31 December
2010 2009
= mﬁ =
At s
HK$’m HK$'m
{,?%F Hong Kong 3,144 3,470
Pl 3 Mainland China 216 253
AN Others 17 29
3,377 3,752
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Fl('g%]%ﬂ‘;ﬁ%":[ﬁﬂ“ﬁa‘f Notes to the Interim Financial Information (continued)
A

3. éfﬂ[’;ﬂfﬁ*ﬁw G2 3. Financial risk management (continued)

31 fFerRia (D 3.1 Credit Risk (continued)
A GEETE (&) A. Gross loans and advances (continued)
(d) KETeEFRE e (d) Concentration of advances to customers (continued)
€ 1))
(i)  FFPoEiEn i) (i) Geographical analysis of gross advances to customers and overdue advances
TN (continued)

e (D

TR (GR) Overdue advances (continued)
E‘q‘tﬁ_‘:}ﬁﬁ ErE Individually assessed loan impairment allowances in respect of the
(eI ffﬁ overdue advances
g3 el
el
2010 &= 2009 =
6% 30! 12 F[ 31 |1
At 30 June At 31 December
2010 2009
| 7 ST 1L T
BTEF AT R
HK$’m HK$'m
ﬁ?ﬁ Hong Kong 229 297
FIBIP |3 Mainland China 83 154
i Others 6 6
318 457
Wk B e/ Collectively assessed loan impairment allowances in respect of the
(B3 & F overdue advances
TR
B
2010 ¥ 2009 =
6 £] 30 [! 12 5] 31 !
At 30 June At 31 December
2010 2009
)7 HSEE 1L
ATE L
HK$’m HK$'m
%ﬁiﬁ Hong Kong 54 57
FIIB |3 Mainland China 8 9
62 66

72



@ ¥ & 4 tr(mn)HmAa

BANK OF CHINA (HONG KONG) LIMITED

R 5 PR I
(58)

3. SRRIAHTE ()

3.1 rﬁéﬁjﬂﬁ &)
A EETE (R

3. Financial risk management (continued)

3.1 Credit Risk (continued)

A. Gross loans and advances (continued)

Notes to the Interim Financial Information (continued)

(d) Concentration of advances to customers (continued)

(d) FETETH &R

Ga)
(i) HPEE
& e

HARFE 5l
e a1

(continued)

(ii) Geographical analysis of gross advances to customers and overdue advances

ﬁ%—;ﬁ?@ﬁ‘} Classified or impaired advances
2010 ¥ 2009 =
6 £] 30 [! 12 5] 31 !
At 30 June At 31 December
2010 2009
)7 HRAT 1 LR
A AL
HK$’m HK$'m
F“, Hong Kong 916 1,153
Pl [ Mainland China 188 260
EHy Others 213 356
1,317 1,769
'B"%’-Tﬁ [SP2R ) Individually assessed loan impairment allowances in respect of the
POV i ETSRY classified or impaired advances
FERIE
JEH
iy
2010 ¥ 2009 =
6 £] 30 [! 12 5] 31 !
At 30 June At 31 December
2010 2009
)7 HRAST 1 LR
A AL
HK$’m HK$'m
Fﬁ?ﬁ Hong Kong 264 316
Pl [ Mainland China 86 191
EHy Others 162 164
512 671
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Fl('%:]%ﬂ‘;ﬁ%":[ﬁﬂ“ﬁa‘f Notes to the Interim Financial Information (continued)
at

3. éfﬂ[’;ﬂfﬁ*ﬁw G2 3. Financial risk management (continued)

3.1 [‘ﬁgﬁ‘r’g?liﬁ G&) 3.1 Credit Risk (continued)
A GEETE (&) A. Gross loans and advances (continued)
(d) KETeEFRE e (d) Concentration of advances to customers (continued)
€ 1))
(i)  FFPoEiEn i) (i) Geographical analysis of gross advances to customers and overdue advances
TN (continued)

wievk e

ﬁ Rk Classified or impaired advances (continued)
Wl R
(&)
Rl H Collectively assessed loan impairment allowances in respect of the
Y [ ETE classified or impaired advances
feis 67
JERB
el
2010 & 2009 =+
6530 F! 12 £ 31 F!
At 30 June At 31 December
2010 2009
b = Y j{jf‘;" 7y
TP TR Py
HK$’'m HK$'m
Fﬁ?fr Hong Kong 18 23
R RE=] Mainland China 6 6
24 29
B. I¥Tnlzyik B. Repossessed assets
# & B 2010 7+ 6 £ The estimated market value of repossessed assets held by the Group as at 30 June
30 H}?ﬁ'EJEULI'pr‘?}’E‘% 2010 amounted to HK$88 million (31 December 2009: HK$137 million). They comprise
N fﬁ fif ?E?ﬁif’éjfB.Sf*:‘l properties in respect of which the Group has acquired access or control (e.g. through
e (2009 = 12 F| 31 court proceedings or voluntary actions by the borrowers concerned) for release in full or
Fr: ?%{»JTZSJM B7ET ) e in part of the obligations of the borrowers.

S A B
ERAREY R IV
PR g H
HES Y 2 R D R
il SRR DY (T
e poifis s 2
BT WA o o
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3. SRRIAHTE ()

3.1

I%E.VE?I!@ ¢))
C. fsEY
ARG (B TR AR R
(7 6V e P53 A7
(55 5 R > o

RS G5 L

B S %
ORI -

3.1 Credit Risk (continued)

C. Debt securities

3. Financial risk management (continued)

Notes to the Interim Financial Information (continued)

The table below represents an analysis of the carrying value of debt securities by credit
rating and credit risk characteristic, based on Moody’s ratings or their equivalent to the
respective issues of the debt securities.

ARy
Z B! non-agency
[ 5 ETREER
- TG
- Alt-A
- Prime
EIEN
- ERpIER
FEHP S
- BEfIHS
- PEE e

Investment in securities
US non-agency residential
mortgage-backed
- Subprime
- Alt-A
- Prime
Fannie Mae
- mortgage-backed
securities
Freddie Mac

- issued debt securities
- mortgage-backed

AN securities
H = e %% - Other MBS/ABS
2325
E Pk ss Other debt securities
TR Subtotal

AR e B ]

Financial assets at fair

EV 2R value through profit or
loss
5 er %y Other MBS/ABS
EExt ]
Heaffiss Other debt securities
TE Subtotal
AT Total

2010 & 6 5| 30 |!

At 30 June 2010
Unrated
S
S W
Hong Kong Other
Aa1 = Al = government governments
Aa3 A3 A3T™ and and
Aa1lto A1to Lower government government Hey HET
Aaa Aa3 A3 than A3 bodies agencies Other Total
i wE W i g Sy i
fllf;'ijru flﬁw 17 flﬁw fllf;'ijru Elﬁw _FI]T;'JJTU fllﬁ’ijw
HK$’m HK$’'m HK$’'m HK$’'m HK$’m HK$’'m HK$’m HK$’'m
420 19 - - - - - 439
102 127 41 48 - - - 318
463 92 257 1,400 - - - 2,212
- - - - - 28 - 28
79 160 - - - - - 239
- - - - - 823 - 823
2,789 372 - - - 3,680 - 6,841
99,655 70,403 39,947 3,791 8,252 30,674 36,779 289,501
103,508 71,173 40,245 5,239 8,252 35,205 36,779 300,401
22 - - - - - - 22
74 4,287 2,136 573 32,032 157 1,382 40,641
96 4,287 2,136 573 32,032 157 1,382 40,663
103,604 75,460 42,381 5,812 40,284 35,362 38,161 341,064
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3. Financial risk management (continued)

3.1 rﬁﬁ’zﬂfﬁ Ga)
C. s (A

3.1 Credit Risk (continued)

C. Debt securities (continued)

2009 F 12 | 31 !

At 31 December 2009

Notes to the Interim Financial Information (continued)

Unrated

E?&Fﬁ[ﬁ HPIBE T
SH i E 5
Hong Kong Other
Aal = Al = government governments
Aa3 A3 A3 and and
Aa1to Alto Lower government government Hiy W
Aaa Aa3 A3 than A3 bodies agencies Other Total
T T T T Y%V’F‘ ?%’rf’ﬁ‘ Y%V’F‘ T
F!F‘J];L Elﬁ;x TR flﬁﬂ F’f]” fﬁfﬂ]/t F’f]” E!Hﬂ
HK$'m HK$'m HK$'m HK$'m HK$'m HK$'m HK$'m HK$'m
Y Investment in securities
F B non-agency  US non-agency residential
[EXayLessil mortgage-backed
- R - Subprime 504 31 12 - - - - 547
- Alt-A - Alt-A 138 191 44 11 - - - 384
- Prime - Prime 635 242 632 1,344 - - - 2,853
B Fannie Mae
- gﬁi."fﬂ?fﬁﬁj - issued debt securities 1,348 - - - - - - 1,348
- PERAYE - mortgage-backed
FAHN S securities - - - - - 51 - 51
B ETS Freddie Mac
- g Eé‘j - issued debt securities 79 160 - - - - - 239
- RS E - mortgage-backed
ﬁ}“jﬂﬂuﬁﬂ securities ) ) ) ) ) 1164 ) 1,164
H [ ERR /%Y Other MBS/ABS
E LTS 3,481 416 25 - - 2,695 - 6,617
H P s Other debt securities 84,266 69,593 34,330 5,322 9,609 39,437 45,119 287,676
=y Subtotal 90,451 70,633 35,043 6,677 9,609 43,347 45,119 300,879
27 (5 #i  Financial assets at fair
=V & RirEE value through profit or
loss
RCIEY 'é\ﬁ/ e¥ Other MBS/ABS
NS 25 - ; ; ; ) } 25
H P s Other debt securities 50 1,159 1,321 1,359 13,902 290 221 18,302
TR Subtotal 75 1,159 1,321 1,359 13,902 290 221 18,327
AT Total 90,526 71,792 36,364 8,036 23,511 43,637 45340 319,206

#2010 7 6 ] 30 [ 1 FR ViE s
AEFIHAE 1,138.07 fE~ (2009 i
12 5] 31 E’~7%Fff'.5f1,124.88 B )

bR ?&fﬁ‘

EHE )

30.50 g7t (2009 &+ 12 £] 31 f!
%E‘JFT%JC34.87 B o %Iﬁﬁ%%ﬂrﬁ

770

76

The total amount of unrated issues amounted to HK$113,807 million (31 December 2009:
HK$112,488 million) as at 30 June 2010, of which only HK$3,050 million (31 December 2009:
HK$3,487 million) were without issuer ratings. For details, please refer to page 77.



@ ¥ & 4 f7 (5 ) A AT

BANK OF CHINA (HONG KONG) LIMITED

FI IR 55
(78)

3. SRR ()

34 RO GR)
C. frsEs (@)

e Rl

== Notes to the Interim Financial Information (continued)

3. Financial risk management (continued)

3.1 Credit Risk (continued)

C. Debt securities (continued)

Fipl') 32 E S Ak For the above debt securities with no issue rating, their issuer ratings are analysed as
s s follows:
J/r,éf%’:ﬁﬁ}#’ﬁ/['* :
2010 ¥ 6 ] 30 f!
At 30 June 2010
A3 I'j™
Aal = Aa3 A1 = A3 Lower P A
Aaa Aa1 to Aa3 A1 to A3 than A3 Unrated Total
Wﬁf% Wﬁf% ﬁfﬁ;f’i% p::3 Ff% ﬁfﬁ:f’i% p::3 Ff%
JH $lj'm JH $lj'm JH $J’m JFﬁJEI-—I $ﬁ'm JH $J’m JFﬁJfl-—l $ﬁ'm
i rf,ag;, Available-for-sale
securities 35,156 9,861 8,056 3,909 2,561 59,543
FE =2 Held-to-maturity
securities 680 6,435 1,683 - 200 8,998
ETH Y TS Loans and
receivables - 8,865 2,830 - - 11,695
RN 1= s i ?FJ Financial assets at fair
A &Ry value through profit
or loss 157 32,032 1,093 - 289 33,571
AT Total 35,993 57,193 13,662 3,909 3,050 113,807
2009 # 12 £] 31 [!
At 31 December 2009
A3 I'J™
Aal %= Aa3 A1 = A3 Lower 5"'%1“& F=t
Aaa Aa1 to Aa3 A1to A3 than A3 Unrated Total
HAET 1T p&f’ff[ zﬁf”‘f{ p&f’ff[ HMST 17 ﬂérf”ff I
HHK[T$J’m I HK[r$Jm @ 1 HK[r$Jm HHII$J’m I HI@m
i rf,ag;, Available-for-sale
securities 30,333 28,233 6,683 3,089 2,468 70,806
FE =2 Held-to-maturity
securities 697 9,687 3,039 155 988 14,566
ETH 2 TS Loans and
receivables - 9,768 2,935 - - 12,703
e |F|@*[ UL Financial assets at fair
AN (A A value through profit
or loss 156 13,903 323 - 31 14,413
WEE Total 31,186 61,591 12,980 3,244 3,487 112,488
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Fl('%:]%ﬂ‘;ﬁ%":[ﬁﬂ“ﬁa‘f Notes to the Interim Financial Information (continued)
at

3. éfﬂ[’;ﬂfﬁ*ﬁw G2 3. Financial risk management (continued)

31 f{EvEle Ga) 3.1 Credit Risk (continued)
C. ff¥ss (A C. Debt securities (continued)
Tk fifi [Ffji’ﬁ%?j N [ﬁ Fr\‘f?* The impaired debt securities by credit rating are analysed as follows:
FOBAE L/ I
2010 = 6 k] 30 !
At 30 June 2010
=il .
Carrying values KEHm e
Of which
A3 I'J™ ) B accumulated
Aal = Aa3 A1 = A3 Lower =~F& HE impairment
Aaa AaltoAa3 A1to A3 than A3 Unrated Total allowances
By g A o Aoy i T oy i A oy il
fiw PR TR TER TR DR fiw
HK$’m HK$’'m HK$'m  HK$m HK$m HK$m HK$’'m
ES Y Investment in securities
Z B! non-agency = & £ US non-agency residential
FEp mortgage-backed
- RRR - Subprime 401 5 - - - 406 45
- Alt-A - Alt-A - 38 41 48 - 127 57
- Prime - Prime 48 - 198 1,300 - 1,546 292
EL f 2 5] 9 %% £33 Other MBS/ABS
'?1 = - 79 - - - 79 9
£ [Ei?‘j Other debt securities - - - - - - 281
W Total 449 122 239 1,348 - 2,158 684
Rl BT e i)’ﬁj Of which accumulated
impairment allowances 64 25 97 217 281 684
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A

3. fﬁg@f[ﬁ@ﬁg@ (&) 3. Financial risk management (continued)

‘fa eVEfR (GB) 3.1 Credit Risk (continued)
C. f??"%‘;} G&) C. Debt securities (continued)
2009 F 12 F] 31 |!
At 31 December 2009
P K
Carrying values B f@?‘(‘?ffﬁj
Of which
A3 I'J™ accumulated
Aal = Aa3 A1 = A3 Lower ”?j?& A impairment
Aaa  AaltoAa3 A1to A3 than A3  Unrated Total allowances
?ﬁfm ?ﬁf e ?W P E?f e ?Wﬁ ?ﬁf i E?f e
Elfl T |f i f Ty F }f F f
HK$'m HK$'m
ES Y Investment in securities
Z B non-agency (= & £ US non-agency residential
F mortgage-backed
- gk - Subprime 467 - 12 - - 479 55
- Alt-A - Alt-A - 91 44 11 - 146 66
- Prime - Prime 50 188 231 839 - 1,308 348
EL Y 2 5] €9 F9R £54 Other MBS/ABS
Eﬁ % - 75 - - - 75 38
Hl [?3 % Other debt securities - - 32 - - 32 281
A Total 517 354 319 850 - 2,040 788

Ol BARRR e ﬁFJ Of which accumulated

impairment allowances 74 117 130 186 281 788
#2010 F 6 ] 30 [! As at 30 June 2010 and 31 December 2009, there were no debt securities overdue for more than 3 months.
K 2009 F 12 | 31
P 32T s 3

Ml £ 1V eSS -
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3. SRRIAHTE ()

3.1 fﬁ eV R ()

C. RS (@)

B R DR
il

AL EERIEE T
H RN A
e s 1 B2 G I 53
P

B E B O TV
s b ‘

Non-agency = 5 €53
=zl
- Alt-A
- Prime

ERIES

A

v

P

B [ 5 6
EEPIRS
iy e

[ 15 O Y LED

3.1 Credit Risk (continued)

C. Debt securities (continued)

MBS/ABS

3. Financial risk management (continued)

Notes to the Interim Financial Information (continued)

The table below represents an analysis of the Group’s exposure to MBS/ABS by

geographical location.

US MBS/ABS

Non-agency residential
mortgage-backed
- Subprime
- Alt-A
- Prime
Ginnie Mae
Fannie Mae
Freddie Mac
Others

Other countries MBS/ABS

Residential mortgage-backed
Commercial mortgage-backed

Total MBS/ABS

80

2010 & 6 £] 30 [!
At 30 June 2010

PRI ERTE
Carrying values E;\l?{-ﬁﬁ@@ﬁﬁ
Of which

=8 RS accumulated

R Impaired impairment
Total securities allowances
AT T BT IR AT IE R
17 AV A 1)
439 406 45

318 127 57
2,212 1,546 292
3,680 - -

28 - -

823 - -
1,115 - -
8,615 2,079 394
1,922 79 9
146 - -
2,068 79 9
10,683 2,158 403
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Fl

SRRV

)

KFE e (G

C. S (D)
EHOH R
IS (8D

BRSO E
£53 it 7
Non-agency [ 5 £V
£
G
- Alt-A

- Prime
DFE
IR
i

3 PR 5 T
NRLERIFS
[ 55 Erk e
iy TR

= 5 6T LT

i it
1,55 FIE i E 5 0
ko & wiﬂ
D

WF o1 b
P v A

Ei l%(\(EI%El s 7\ EI"}‘[

SRR

=E O ?*E*Fﬁ
TP'[JJJFFE LI

L

Lv EE!JJHH
%?%ﬁw$t
)

3.1 Credit Risk (continued)
C. Debt securities (continued)

MBS/ABS (continued)

US MBS/ABS

Non-agency residential
mortgage-backed
- Subprime
- Alt-A
- Prime
Ginnie Mae
Fannie Mae
Freddie Mac
Others

Other countries MBS/ABS

Residential mortgage-backed
Commercial mortgage-backed

Total MBS/ABS

Increase in fair value taken to

3. Financial risk management (continued)

Notes to the Interim Financial Information (continued)

2009 &+ 12 5| 31 [!
At 31 December 2009

available-for-sale securities reserve on
MBS/ABS for the period/year (net of
impairment releases taken to income

statement excluding deferred tax

impact)

Closing balance of available-for-sale

securities reserve relating to MBS/ABS

(excluding deferred tax impact)

81

e i Hl:
Carrying values RS fgajﬁﬁiffﬁj
‘ Of which
= il 5 accumulated
ET Impaired impairment
Total securities allowances
ifrﬁfp | T Pﬁmﬁl | 7 zﬁf’&l | T
é m § m § m
547 479 55
384 146 66
2,853 1,308 348
2,695 - -
51 - -
1,164 - -
1,534 - -
9,228 1,933 469
2,253 75 38
160 - -
2,413 75 38
11,641 2,008 507
2010 = 2009 F

6 £] 30 |! 12 ] 31 |!

At 30 June At 31 December

2010 2009

(v SEE 1T

AT AR

HK$’m HK$'m

182 1,617

92 (90)
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H(lﬁ"]%ﬁm[lﬁﬁ_ Notes to the Interim Financial Information (continued)

3. P &¥H (&) 3. Financial risk management (continued)

3.1 rﬁé’?@ﬂ@ Ga)
C. ffg=s (M)

B R DR
PHS GO

NEEL 2010 F 6 f

30 [ 2009 =F 12
HL31 LI
E P £33 Wb
#W/ﬁm%ﬂ/
CHR[ET) 36 43
JipT

3.1 Credit Risk (continued)

MBS/ABS (continued)

C. Debt securities (continued)

The table below represents an analysis of impairment charges/(releases) for the
period/year for MBS/ABS held as at 30 June 2010 and 31 December 2009.

2010 & 6 £] 30 [!

At 30 June 2010
A3 ™
Aal = Aa3 A1 = A3 Lower P A
Aaa Aa1 to Aa3 A1 to A3 than A3 Unrated Total
HEE B HASE IR Fﬁ»f{f"pl W R IR Fﬁ»f{f"pl 7 Fﬁ»f{f"pl 7
“Hl@’m JFﬁfl-;lrfg’m JHlf#J’m HHlf;J’m JHlf#J’m JHIf#m
XBIEHEHE «¥% US MBS/ABS
ﬁw®n
Non-agency (=5 £  Non-agency residential
FEp mortgage-backed
- TRk - Subprime (8) (1) - - - (9)
- Alt-A - Alt-A - (1) (2) (2) - (5)
- Prime - Prime (2) - (6) 27 - 19
(10) (2) (8) 25 - 5
H B =5 678~ Other countries
By Tl MBS/ABS
{2 5 ERR R Residential
mortgage-backed - (27) - - - (27)
= e vy X Total MBS/ABS
iy st (19) (29) (8) 25 - (22)
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Fl('%:]%ﬂ‘;ﬁ%":[ﬁﬂ“ﬁa‘f Notes to the Interim Financial Information (continued)
at

3. éfﬂ[’;ﬂfﬁ*ﬁw G2 3. Financial risk management (continued)

3.1 rﬁé’?@ﬂ@ Ga)
C. ffg=s (M)

3.1 Credit Risk (continued)

C. Debt securities (continued)

[ERNIr AT X5 MBS/ABS (continued)
il R E D)
2009 F 12 £] 31 [!
At 31 December 2009
A3 I'J™
Aal = Aa3 A1 = A3 Lower E"I%Iw“& HF
Aaa Aa1 to Aa3 A1 to A3 than A3 Unrated Total
HAET 1T HMEE I MR AMBR I HMEE IR HMST 1
HHK[TSISJ’m “Hlf 'm HHII$J'm HHK[T$J'm HHIISISJ'm HHIISISJ'm
XBEHEHE /5% US MBS/ABS
Sl DR
Non-agency = 5 € Non-agency residential
e aidl mortgage-backed
- s - Subprime (15) - (3) - - (18)
- Alt-A - Alt-A - 10 20 3) - 27
- Prime - Prime 22 15 (2) 139 - 174
7 25 15 136 - 183
H MBI E 578/ Other countries
RIS MBS/ABS
= 5 eV Residential
mortgage-backed - 8 - - - 8
=5 €V Y% £TP Total MBS/ABS
fffi 75 it 7 33 15 136 - 191

)RR R
i) T gL
U £ 4 £

TRLHIS -

Note: The impairment charges/(releases) for MBS/ABS disposed during the period/year are excluded.
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FI('H"]E??W[FITFI_ Notes to the Interim Financial Information (continued)

3. P &¥H (&) 3. Financial risk management (continued)

3.2 ‘miﬁfgﬁ[ﬁi 3.2 Market Risk
A. WGl A. VAR
& RR P T fifi 4 e The Group uses VAR technique to measure potential losses and market risks of its
BV LB Fﬁf‘@?’?ﬁ %J trading book for reporting to the senior management and RC on a periodic basis. VAR is

i};ﬁlj Bt fa > i
Il *p&%' b AR
613 i1

a statistical technique which estimates the potential losses that could occur on risk

[ 'In’j ]‘H’_ﬁua positions taken over a specified time horizon within a given level of confidence. BOCHK,
E%/'?HJ 7&" 35 o FQ being the banking entity within the Group with the major trading positions, which are
iﬁy&ﬁﬁﬁ?[]’ E’?E’¥ mainly foreign currency and interest rate positions in major currencies, uses VAR
E{f;ﬁ;‘,' ﬁﬁi} N ﬂ"rﬁ\ggﬁ% technique to monitor and control market risk on a daily basis.

i i g

E‘L% [ B p[[ ]jg\
7 e PR
BEHH}Q{W%}{& > Hl T
B pal) = 'E'f’*ﬁ
e AT 115
P b T i
0 AR B -

B IR E ’%ﬁ pLI B The Group uses a historical simulation approach, a 99% confidence level and a one day
Fc 99% Li[ f e 1 holding period to calculate portfolio and individual risk-product VAR. Historical
AL . .

R A b I*HUH ﬁaa i3 movements in market prices are calculated by reference to market data from the last two
E}} oy Ta il o IH years.

2 p‘J’” ﬁj,gj’(j%?ﬂ
Jr%ﬂﬁ%%"f#‘ FRL
P o
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FI('ﬁ"]%ﬁ:W[FITﬁ_ Notes to the Interim Financial Information (continued)

SRR e EE (R 3. Financial risk management (continued)

3.2 YiEE )

A WI&R (B

I A
HEET <<mj§;§,fr [fuﬂjfﬁ F&

3.2 Market Risk (continued)

A. VAR (continued)

The following table sets out the VAR for all trading market risk exposure’ of BOCHK.

Hﬂﬂ@@
bgE gE bgE
64130 F! RSN EEEE T
Minimum  Maximum Average
for the first  for the first for the first
half of half of half of
HFE 1L HK$'m At 30 June year year year
Elfr*éjmj%[ﬁ‘[iégﬁ ﬁ;l/ VAR for all market risk -2010 7.4 6.9 15.7 10.5
T il -2009 11.6 9.0 16.3 12.3
R et Fh#,#j FT;'/ VAR for foreign exchange  -2010 5.6 2.3 11.2 52
Wu“a fif risk products -2009 12.3 9.2 15.8 12.5
Pk Ff[} A NG VAR for interest rate risk -2010 6.0 5.1 13.6 8.7
15}7 & fif products -2009 4.2 2.1 5.4 3.3
HEEE g éﬁ A N4 VAR for equity risk products -2010 0.0 0.0 1.7 0.3
75}—1 fi} IE[ -2009 0.1 0.1 2.5 0.3
CFL % Fh#,ﬁ ﬁ;'/ VAR for commodity risk -2010 0.0 0.0 0.2 0.0
W‘fe fil products -2009 0.0 0.0 0.0 0.0

2010 & -4 & 7H|%~Lﬁ
) '?‘I’ﬁ’fﬁxri" F
E”\ ﬁbzﬁ PR [
g t?ﬁfﬁ%Sfl
@ (2009 &+ A4+ ¢
H39 Flfjm)

& [ F] E'JW%E?EH?%’?ET
VT oYl o [ald
TEERLKS T bh IS Ry
W g =" — W%
ety i EN )
%ﬁ‘ﬁ%ﬂﬁiﬁﬂi il
WIEL P (117 \Euﬁ
B BT RS o BT
WPIE o F T phF T 8T
Fo ) = ’ﬂ'ﬁﬁ‘w IEQF
G PlIAPE B9 T
wi & E“%* IF‘. l?zw

PR b ﬁﬁ‘na IJ&
ﬁi"J EEE [Ei
ﬁ%) [’é’r“é EYfET= o [pl

B 51 [ 2 B
T e
R B -

T 3 9 R A e 1
Wl o

2 A IR R AR T 1
FHREM TR

In the first half of 2010, the average daily revenue® of BOCHK earned from market
risk-related trading activities was HK$4.5 million (first half of 2009: HK$3.9 million).

The Group uses backtesting to monitor the predictive power of the VAR measure.

Backtesting compares the calculated VAR figure of those trading positions of each

business day with the actual revenues arising on those positions on the next business day.

These actual revenues exclude non-trading income, such as fee and commission. If

backtesting revenues are negative and exceeding the VAR, a “backtesting exception” is

noted. The Group will assess the magnitude of the backtesting exceptions, and revise its

VAR model (including the parameters and assumptions) accordingly. Backtesting results

are reported to the Group’s senior management, including CE and CRO.

" Structural FX positions have been excluded.

2 Revenues from structural FX positions and back to back transactions have been excluded.
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3.2 Market Risk (continued)

B. Currency risk

3. Financial risk management (continued)

Notes to the Interim Financial Information (continued)

&R The tables below summarise the Group’s exposure to foreign currency exchange rate

currency.

[y AN
W ERE T Y
& ¥ TR

Nf{l °

Ak

e
fUAAR

g
LR

ARG Y SRR

7 L !
I B

E W PR
Y
- B
[R5
- VR
" il
) *Wﬁ’
%ﬁﬁ\/ /?(# r‘)yi‘-‘[ﬁ
LN LN%‘ PRI )

gt

Assets

Wi glE I f”!ﬁfﬁﬂp}%%ﬁ Cash and balances with banks and

other financial institutions

i E ]| Z Y 8245w 5T - 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
- Available-for-sale securities
- Held-to-maturity securities
- Loans and receivables
Interests in associates
Investment properties
Properties, plant and equipment
Other assets (including deferred
tax assets)

2010 & 6 £] 30 f!

risk as at 30 June 2010 and 31 December 2009. Included in the tables are the assets
and liabilities at carrying amounts in HK$ equivalent, categorised by the original

Total assets

At 30 June 2010

E&s 7 FIEN B &4
b us HK B§L Japanese  Pound Hpy AEE
Renmin Dollars  Dollars Euro Yen Sterling Others Total
T |ﬁ T |ﬁ T rﬁ T rE T rE T rE ﬁj{i‘ o )m
RS ORER RRR PR OPRR PR PRE PRS
HK$’m HK$’m HK$’'m HK$’'m HK$’'m HK$’'m HK$’'m HK$’'m
95,506 33,049 33,550 1,663 301 356 5,018 169,443
3,697 19,237 11,868 8 - 647 501 35,958
573 2,425 37,710 - - - 61 40,769
69 2,827 16,214 20 - - 19 19,149
- - 41,950 - - - - 41,950
21,406 158,163 404,230 4,616 1,274 45 7,540 597,274
2,616 137,731 26,446 21,808 1,689 1,790 39,836 231,916
1,779 24,539 18,844 2,796 1,864 36 7,486 57,344
- 8,837 2,858 - - - - 11,695
- - 213 - - - - 213
58 - 9,265 - - - - 9,323
350 - 27,872 - - - - 28,222
337 860 14,831 254 335 64 71 16,752
126,391 387,668 645,851 31,165 5,463 2,938 60,532 1,260,008
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Fifft Liabilities
FK' R K#Bﬁiﬂi{&]ﬂ-fﬁ‘ Hong Kong SAR currency notes in
circulation

SR \"“iéﬂﬂlﬁi‘%’rﬁl ¥ Vs Deposits and balances of banks
and other financial institutions

Financial liabilities at fair value
through profit or loss

Derivative financial instruments

SR A S

bt g 2
TR Deposits from customers
PRSI ( éw?ﬁﬁﬁgw;&?’ﬁ Other accounts and provisions

AU @ ) (including current and deferred
tax liabilities)
I Subordinated liabilities
F”Jf?ﬁﬁﬁ#ﬁ Total liabilities

Net on-balance sheet position

¥k 1 AR 9

Off-balance sheet net notional
position*

i Jal Ty

Contingent liabilities and
commitments

PRI R

3.2 Market Risk (continued)

B. Currency risk (continued)

3. Financial risk management (continued)

2010 & 6 £] 30 !

Notes to the Interim Financial Information (continued)

At 30 June 2010

e W PR PiE
b B us HK E 5 Japanese  Pound Hy G
Renminbi  Dollars  Dollars Euro Yen Sterling  Others Total
Biﬁ Eiﬁ ; F?l 4 F?l Eiﬁ Eiﬁ f F?l HLI
flﬁw flﬁw Eliﬁ'ﬁw Elﬁw flﬁw flﬁw Flﬁw fll‘ﬂjw
HK$’'m HK$’'m HK$’'m HK$’'m HK$’'m HK$’'m HK$’'m HK$’'m
- - 41,950 - - - - 41,950
59,638 30,029 16,582 397 438 375 3,327 110,786
- 177 26,443 - - - 256 26,876
73 3,325 11,477 758 2 - 121 15,756
57,120 182,011 572,010 14,588 1,763 15,667 50,642 893,801
3,782 10,690 26,622 662 49 510 1,556 43,871
- 20,915 - 6,277 - - - 27,192
120,613 247,147 695,084 22,682 2,252 16,552 55,902 1,160,232
5,778 140,521  (49,233) 8,483 3,211 (13,614) 4,630 99,776
544 (135944) 142,698 (8,646)  (3,169) 13,698  (4,560) 4,621
9,167 90,268 209,483 4,363 430 927 3,273 317,911
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3.2 Market Risk (continued)

B. Currency risk (continued)

3. Financial risk management (continued)

2009 &+ 12 5] 31 [!
At 31 December 2009

Notes to the Interim Financial Information (continued)

EgS s Fi e
A us HK W54 Japanese Pound Bl AF
Renminbi Dollars Dollars Euro Yen  Sterling Others Total
b b b b b i W W
o o T i B TGl A B T
FIFJJT‘ #IFJJT‘ pﬁﬁ pﬁﬁ pﬁﬁ pﬁﬁ pﬂﬁ pﬁn
HK$'m HK$'m HK$'m HK$'m HK$'m HK$'m HK$'m HK$'m
Assets
Cash and balances with banks and
other financial institutions 59,001 44,860 50,759 2,066 317 623 2,699 160,325
Placements with banks and other
financial institutions maturing
between one and twelve months 1,782 34,514 19,365 3,083 43 125 1,370 60,282
Financial assets at fair value
through profit or loss 700 2,314 15,399 - - - 62 18,475
Derivative financial instruments 5 1,201 16,229 48 - - 92 17,575
Hong Kong SAR Government
certificates of indebtedness - - 38,310 - - - - 38,310
Advances and other accounts 15,810 112,386 386,224 3,352 1,170 46 8,112 527,100
Investment in securities
- Available-for-sale securities 2,414 115448 30,000 24,365 13,261 1,882 34,870 222,240
- Held-to-maturity securities 1,761 24,037 22,001 6,749 2,725 362 8,928 66,563
- Loans and receivables - 5,873 6,661 - - - 169 12,703
Interests in associates - - 217 - - - - 217
Investment properties 59 - 9,305 - - - - 9,364
Properties, plant and equipment 350 - 25,921 - - - - 26,271
Other assets (including deferred
tax assets) 125 614 13,372 11 110 54 65 14,351
Total assets 82,007 341,247 633,763 39,674 17,626 3,092 56,367 1,173,776
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3.2 Market Risk (continued)

B. Currency risk (continued)

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
(including current and deferred

tax liabilities)
Subordinated liabilities

Total liabilities
Net on-balance sheet position

Off-balance sheet net notional
position*

Contingent liabilities and
commitments

3. Financial risk management (continued)

2009 &+ 12 £| 31 !

At 31 December 2009

Notes to the Interim Financial Information (continued)

ES? s FIEd 2
* f*lfﬁ‘ us HK W5 Japanese  Pound ey A
Renminbi Dollars Dollars Euro Yen  Sterling Others Total
?ﬁffﬁ‘ HE HP ri’rlfﬁf ?ﬁfﬁjf HE HPA Yﬁffﬁ‘
PRT DRSO PRS PRS PRT PR PRS PAS
HK$'m HK$'m HK$'m HK$'m HK$'m HK$'m HK$'m HK$'m
- - 38,310 - - - - 38,310
38,104 24,930 35,539 18 28 13 1,015 99,647
- 599 15,229 - - - 460 16,288
7 2,027 10,928 869 3 - 1M1 13,945
38,715 158,320 565,700 15,517 2,199 14,645 48,833 843,929
1,194 8,292 29,135 617 56 528 1,511 41,333
- 19,399 - 7,377 - - - 26,776
78,020 213,567 694,841 24,398 2,286 15,186 51,930 1,080,228
3,987 127,680 (61,078) 15,276 15,340 (12,094) 4,437 93,548
462 (115,388) 144,569 (15,284) (15,284) 11,849  (4,728) 6,196
5,940 61,833 197,950 4,341 569 835 4,961 276,429

* Off-balance sheet net notional position represents the net notional amounts of foreign currency derivative financial

instruments, which are principally used to reduce the Group’s exposure to currency movements.
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Notes to the Interim Financial Information (continued)

3.

Financial risk management (continued)

3.2 Market Risk (continued)
C. Interest rate risk
The tables below summarise the Group’s exposure to interest rate risk as at 30 June

2010 and 31 December 2009. Included in the tables are the assets and liabilities at
carrying amounts, categorised by the earlier of contractual repricing or maturity dates.

2010 & 6 £] 30 f!
At 30 June 2010

- EES TR
- HEIP) ZRE AZMRE] -FIEFE OLEPE Non-
Upto1 1-3 312 1-5 Over 5 interest S
month months months years years bearing Total
T AT AT s B i
Flﬁﬁ Flﬁﬁ Flﬁ% Flﬂ% Fliﬁ'ﬁi flﬁ% fll‘fjji
HK$’'m HK$’'m HK$’'m HK$’'m HK$’'m HK$’'m HK$’'m
a2 Assets
S W E AL H M & ISR Cash and balances with banks and
fYAdifR other financial institutions 159,454 - - - - 9,989 169,443
= E I EI L 8L R E B Placements with banks and other
ﬁﬂﬁ[%ﬁﬁﬁ'ﬁ financial institutions maturing
between one and twelve months - 18,653 17,305 - - - 35,958
2R E T R £HjEY%  Financial assets at fair value
through profit or loss 12,490 21,349 3,870 2,280 674 106 40,769
et ST 2! Derivative financial instruments - - - - - 19,149 19,149
ﬁiﬁﬁj e TR F"_x fﬁﬁﬂﬂ%} Hong Kong SAR Government
certificates of indebtedness - - - - - 41,950 41,950
ER R H PR Advances and other accounts 466,543 90,265 35,376 1,164 122 3,804 597,274
FH Y Investment in securities
- H',E,;Zﬁ’? - Available-for-sale securities 24,283 31,702 25,193 122,797 27,387 554 231,916
- FE 2 EEES - Held-to-maturity securities 11,351 19,887 8,697 11,670 5,739 - 57,344
- EE TSR - Loans and receivables 1,190 1,077 9,428 - - - 11,695
L iR Interests in associates - - - - - 213 213
FiaAsiCE S Investment properties - - - - - 9,323 9,323
Py QQ%BBF%?EFJ Properties, plant and equipment - - - - - 28,222 28,222
B ey ( ilJTﬁéﬁﬁfﬁﬁiﬂ?ﬁ ) Other assets (including deferred
tax assets) - - - - - 16,752 16,752
YR Total assets 675,311 182,933 99,869 137,911 33,922 130,062 1,260,008
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3.2 7R ()
C. He & ()

F‘flrép Liabilities

7{, ﬁ’rﬁ H[JFF?E&iﬂiﬂ;’:}ﬁﬁf Hong Kong SAR currency notes in
circulation

SR F‘Jﬁﬂﬂ%ﬁj&ﬁwﬁ&% Deposits and balances of banks
and other financial institutions

S fif ﬁjéj/f,ﬂﬁ[ £l 'Fﬁ Financial liabilities at fair value
through profit or loss

e SR 5! Derivative financial instruments

AT Deposits from customers

H PRI ( Euﬂ‘,ﬁﬁfﬁujﬁf Other accounts and provisions

RERE iﬁ) (including current and deferred

tax liabilities)

B Subordinated liabilities

2 [T Total liabilities

F

Fllo Ay i e 1 Interest sensitivity gap

3.2 Market Risk (continued)

C. Interest rate risk (continued)

2010 & 6 £] 30 [!
At 30 June 2010

Notes to the Interim Financial Information (continued)

- == TRIEL

- [REIP) ZfE AZRE -Z2IEF IETE Non-
Upto1 1-3 312 1-5 Over 5 interest S
month months months years years bearing Total
B A o A Ay A
F lﬁw F lﬁw F llf;'ﬁvv F llf;'ﬁvv F llf;'ﬁvv F IFJJT* F IFJJTA
HK$’'m HK$’'m HK$’'m HK$’'m HK$’'m HK$’'m HK$’'m
- - - - - 41,950 41,950
93,137 3,958 1,975 - - 11,716 110,786
8,168 15,375 3,212 121 - - 26,876
- - - - - 15,756 15,756
694,281 88,169 60,026 1,262 - 50,063 893,801
10,393 575 2,288 303 - 30,312 43,871
- - 6,277 - 20,915 - 27,192
805,979 108,077 73,778 1,686 20,915 149,797 1,160,232
(130,668) 74,856 26,091 136,225 13,007  (19,735) 99,776
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3.2 Market Risk (continued)

C. Interest rate risk (continued)

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

- Available-for-sale securities

- Held-to-maturity securities

- Loans and receivables
Interests in associates
Investment properties
Properties, plant and equipment
Other assets (including deferred

tax assets)

Total assets

3. Financial risk management (continued)

2009 =+ 12 F| 31 [!
At 31 December 2009

Notes to the Interim Financial Information (continued)

-= = TaErEL

= I = i 42 fE - FDEFE LENE Non-
Upto1 1-3 3-12 1-5 Over 5 interest A
month months months years years bearing Total
A S A A A S H
i ot bt bt bt bl i
L S L L S U
HK$'m HK$'m HK$'m HK$'m HK$'m HK$'m HK$'m
131,539 - - - - 28,786 160,325
- 26,170 34,112 - - - 60,282
10,862 2,567 2,117 2,249 532 148 18,475
- - - - - 17,575 17,575
- - - - - 38,310 38,310
437,351 66,229 17,878 1,491 164 3,987 527,100
23,976 42,303 15,488 117,281 22,565 627 222,240
16,968 28,856 11,241 7,802 1,696 - 66,563
169 1,774 10,760 - - - 12,703
- - - - - 217 217
- - - - - 9,364 9,364
- - - - - 26,271 26,271
- - - - - 14,351 14,351
620,865 167,899 91,596 128,823 24,957 139,636 1,173,776
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3. ERRIEHE (&) 3. Financial risk management (continued)

3.2 AW GB)
C. FFEe ()

Fiffi Liabilities
Ty @Wf’ﬁf Hong Kong SAR currency notes in
circulation

HEERH f%@ﬂ{ﬂ%ﬂ%jfﬁﬁ' Kk Deposits and balances of banks
and other financial institutions

SRR g £HIE i Financial liabilities at fair value
through profit or loss

bt BT Derivative financial instruments

F T Deposits from customers

H PRSI ( fu}?’,ﬁh}i“ﬁ’;ﬂ Other accounts and provisions

BERETTHD (including current and deferred

tax liabilities)

B Subordinated liabilities

£ (AR Total liabilities

F

Fls A sy | Interest sensitivity gap

3.2 Market Risk (continued)

C. Interest rate risk (continued)

2009 =+ 12 F| 31 [!
At 31 December 2009

- =z T?’-“
= fHEIP = F 4 ZfE - FDEFE S LENE Non-
Upto1 1-3 3-12 1-5 Over 5 interest A
month months months years years bearing Total
e e Hhse Hhse Hhse Siv g Hh
T T bt bt bt bl i
R N i £ e
HK$'m HK$'m HK$'m HK$'m HK$'m HK$'m HK$'m
- - - - - 38,310 38,310
78,388 1,751 3,475 - - 16,033 99,647
13,375 1,974 846 93 - - 16,288
- - - - - 13,945 13,945
682,305 76,187 36,107 1,073 - 48,257 843,929
9,685 265 274 305 - 30,804 41,333
- - 26,776 - - - 26,776
783,753 80,177 67,478 1,471 - 147,349 1,080,228
(162,888) 87,722 24,118 127,352 24,957 (7,713) 93,548
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3. SR eEE GR) 3. Financial risk management (continued)

3.3 FhpyeYE HE 3.3 Liquidity Risk

A SRRV b

TR

TSI &
PR N IS
Pl Sl gy & B
2 R SR
;}To

VB & Pk L
B (SR ) I
ENCRONEE TR
CEL R o5 5 B
g8 7T -

A. Liquidity ratio

5B EES T

2010 & 2009 =

6 F] 30! 6] 30!

Half-year ended Half-year ended

30 June 30 June

2010 2009

Average liquidity ratio 37.81% 39.70%

The average liquidity ratio is calculated as the simple average of each calendar
month’s average liquidity ratio of the Bank for the period.

The liquidity ratio is computed on the solo basis (the Hong Kong offices only) and is in
accordance with the Fourth Schedule to the Banking Ordinance.
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3. Financial risk management (continued)
3.3 Liquidity Risk (continued)

B. Maturity analysis

REL LY Ras
bg‘flrﬁﬁ? 2010 F 6 %]
30 [ 1'% 2009 F 12 *|
IO 5347 -
ﬁﬁrﬁﬁvﬁﬂﬁﬁ
g A Mgfgttr
R A -

Tables below analyse assets and liabilities of the Group as at 30 June 2010 and 31
December 2009 into relevant maturity groupings based on the remaining period at
balance sheet date to the contractual maturity date.

2010 & 6 £[ 30 | !
At 30 June 2010

- = -
I - WEP SRE A4 'ffi‘fl - EFLF DENE TREE
On Upto1 1-3 312 1-5 Over 5 Elﬁﬁ FE
demand month months months years years Indefinite Total
flgﬁ fl%ﬁf pl%ﬁ FIE:[? f:%ﬁ: Flﬁf‘j‘. Flﬁﬁ Flﬁﬁ
HK$’m HK$’m  HK$ HK$’'m HK$m  HK$m HK$’m HK$’m
R Assets
FHENTEE W 2 HES  Cash and balances with banks and
B other financial institutions 97,637 71,806 - - - - - 169,443
[ E ]|V 8405w 5 Placements with banks and other
|‘5§ﬁiﬂl*&§?}? i financial institutions maturing
between one and twelve months - - 18,653 17,305 - - - 35,958
27 G {E T fHED £5EY%  Financial assets at fair value
through profit or loss
- b RS - debt securities held for trading
- ;r&]‘g J;VT:;,J{\.,% - certificates of deposit held - - - 782 200 - - 982
- Hpy - others - 12,289 20,228 3,407 1,187 52 - 37,163
- PREER) T AR - debt securities designated at fair
i value through profit or loss
- ﬁ‘r R - certificates of deposit held - - - - - - - -
- E - others - - 58 383 1,433 644 - 2,518
- B - equity securities - - - - - - 106 106
fr ”gqﬁ# 5! Derivative financial instruments 14,013 541 590 1,132 1,219 1,654 - 19,149
,ﬂ}ﬁj W= B R £ !Ifm P2 Hong Kong SAR Government
certificates of indebtedness 41,950 - - - - - - 41,950
VR PR Advances and other accounts
- A - advances to customers 34,893 14,177 32,302 106,516 225,339 155,054 884 569,165
- %{{EJ,E!%Z - trade bills 1 8,487 8,348 7,821 6 - - 24,663
- UEREH R Wﬁt’?ﬁ - advances to banks and other
financial institutions 15 213 167 1,425 1,626 - - 3,446
FHHEY Investment in securities
- FrY ’E,J Eﬁﬂuﬂ 7 - debt securities held for
available-for-sale
- B ARE - certificates of deposit held - 1,189 1,655 2,981 10,647 - - 16,472
- Hp - others - 7,795 4,960 27,681 140,209 32,595 1,650 214,890
o ER N - debt securities held for
held-to-maturity
- }Tﬁ? EEE - certificates of deposit held - 58 - 1,798 2,407 - - 4,263
- HE - others - 1,260 4,116 15,431 23,742 8,024 508 53,081
- R R /@iﬂﬁg % - debt securities held for loans and
receivables - 1,190 1,077 9,428 - - - 11,695
- S - equity securities - - - - - - 554 554
TR R Interests in associates - - - - - - 213 213
i’zﬁ‘%’*lﬁ’ Investment properties - - - - - - 9,323 9,323
ECE S e b?uﬁj Properties, plant and equipment - - - - - - 28,222 28,222
vk ( W’ JIFCEEYE ) Other assets (including deferred
tax assets) 3,650 12,717 30 203 63 - 89 16,752
YRR Total assets 192,159 131,722 92,184 196,293 408,078 198,023 41,549 1,260,008
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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
- certificates of deposit issued

- others

Derivative financial instruments

Deposits from customers

Other accounts and provisions
(including current and deferred
tax liabilities)

Subordinated liabilities
Total liabilities

Net liquidity gap

3.3 Liquidity Risk (continued)

B. Maturity analysis (continued)

Financial risk management (continued)

2010 F 6 [ 30 |!

Notes to the Interim Financial Information (continued)

At 30 June 2010
- = ==
ME - WEIP) WA AW - F2E DEM R PEE
On Upto1 1-3 312 1-5 Over 5 Elﬁlj S
demand month months months years years Indefinite Total
| | | | | | | |
PARRAR PR AR AR AR RRR s
HK$m  HK$m  HK$'m  HK$'m HK$’'m  HK$m  HK$m HK$’'m
41,950 - B - - - - 41,950
85,049 19,804 3,958 1,975 - - - 110,786
- 8,168 15,375 3,212 121 - - 26,876
9,299 a7 353 1,382 3,095 1,210 - 15,756
542,901 201,439 88,169 59,684 1,608 - - 893,801
16,923 11,262 4,534 5,912 5,240 - - 43,871
- - 347 1 - 26,844 - 27,192
696,122 241,090 112,736 72,166 10,064 28,054 - 1,160,232
(503,963) (109,368) (20,552) 124,127 398,014 169,969 41,549 99,776
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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
- debt securities held for trading
- certificates of deposit held
- others
- debt securities designated at fair
value through profit or loss
- certificates of deposit held
- others
- equity securities
Derivative financial instruments
Hong Kong SAR Government
certificates of indebtedness
Advances and other accounts
- advances to customers
- trade bills
- advances to banks and other
financial institutions
Investment in securities
- debt securities held for
available-for-sale
- certificates of deposit held
- others
- debt securities held for
held-to-maturity
- certificates of deposit held
- others
- debt securities held for loans and
receivables
- equity securities
Interests in associates
Investment properties
Properties, plant and equipment
Other assets (including deferred
tax assets)

3.3 Liquidity Risk (continued)

B. Maturity analysis (continued)

3. Financial risk management (continued)

2009 &+ 12 £ 31 !

At 31 December 2009

Notes to the Interim Financial Information (continued)

[ £

= =

Total assets

S - EEP] S A A TR - 2D ZEp R R
On Upto1 1-3 3-12 1-5 Over 5 [ S
demand month  months  months years years _Indefinite Total
HEAE HRAE T HEA HRAE R T T
AR RS PRS FREFRS TRS TRS TR
HK$'m HK$'m HK$'m HK$'m HK$'m HK$'m HK$'m HK$'m
90,827 69,498 - - - - - 160,325
- - 26,170 34,112 - - - 60,282
- 10,793 2,051 2,018 937 24 - 15,823
- 69 80 175 1,647 533 - 2,504
- - - - - - 148 148
13,825 584 1,080 860 995 231 - 17,575
38,310 - - - - - - 38,310
28,455 10,667 31,118 76,503 216,468 148,265 1,192 512,668
- 3,820 5,130 150 - - - 9,100
10 - - 3,044 2,278 - - 5,332
- 3,139 1,247 4,588 9,260 - - 18,234
- 7,625 15,721 16,775 133,539 28,364 1,355 203,379
- 1,679 922 2,695 3,725 - - 9,021
- 2,433 2,942 23,351 23,412 4,719 685 57,542
- 169 1,774 10,760 - - - 12,703
- - - - - - 627 627
- - - - - - 217 217
- - - - - - 9,364 9,364
- - N - - - 26,271 26,271
2,917 11,217 4 64 75 - 74 14,351
174,344 121,693 88,239 175,095 392,336 182,136 39,933 1,173,776
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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
- certificates of deposit issued
- others

Derivative financial instruments

Deposits from customers

Other accounts and provisions
(including current and deferred
tax liabilities)

Subordinated liabilities

Total liabilities

Net liquidity gap

3.3 Liquidity Risk (continued)

B. Maturity analysis (continued)

Financial risk management (continued)

2009 F 12 ] 31 [!
At 31 December 2009

Notes to the Interim Financial Information (continued)

-

= =

SR SR A S - ETE DB pER
a1  Upto1 1-3 3-12 1-5 Over 5 b W
On demand month months months years years Indefinite Total
RIS peiS v RIS e e e e peisan
A A L R R
HK$'m HK$'m HK$'m HK$'m HK$'m HK$'m HK$'m HK$'m
38,310 - - - - - - 38,310
76,858 17,563 1,751 3,475 - - - 99,647
- 13,166 864 2,159 99 - - 16,288
9,389 544 149 551 2,506 806 - 13,945
565,777 164,753 74,942 37,384 1,073 - - 843,929
13,752 12,652 901 9,153 4,875 - - 41,333
- - - 13 - 26,763 - 26,776
704,086 208,678 78,607 52,735 8,553 27,569 - 1,080,228
(529,742) (86,985) 9,632 122,360 383,783 154,567 39,933 93,548
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BANK OF CHINA (HONG KONG) LIMITED

Notes to the Interim Financial Information (continued)

3. Financial risk management (continued)
3.3 Liquidity Risk (continued)
B. Maturity analysis (continued)

The above maturity classifications have been prepared in accordance with relevant
provisions under the Banking (Disclosure) Rules. The Group has reported assets
such as advances and debt securities which have been overdue for not more than
one month as “Repayable on demand”. In the case of an asset that is repayable by
different payments or instalments, only that portion of the asset that is actually
overdue is reported as overdue. Any part of the asset that is not due is reported
according to the residual maturity unless the repayment of the asset is in doubt in
which case the amount is reported as “Indefinite”. The above assets are stated after
deduction of provisions, if any.

The analysis of debt securities by remaining period to maturity is disclosed in order to
comply with relevant provisions under the Banking (Disclosure) Rules. The disclosure
does not imply that the securities will be held to maturity.
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Notes to the Interim Financial Information (continued)

3. Financial risk management (continued)
3.4 Capital Management

(a) Capital adequacy ratio

2010 & 2009 =+

65| 30! 12 5] 31 [

At 30 June At 31 December

2010 2009

Capital adequacy ratio 16.17% 16.85%
Core capital ratio 11.33% 11.64%

The capital ratios are 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.

The differences between the basis of consolidation for accounting and regulatory
purposes are described in “Additional Information — Subsidiaries of the Bank” on page
164.
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Notes to the Interim Financial Information (continued)

3. Financial risk management (continued)

3.4 Capital Management (continued)

(b) Components of capital base after deductions

The consolidated capital base after deductions used in the calculation of the above
capital adequacy ratio as at 30 June 2010 and 31 December 2009 and reported to the
HKMA is analysed as follows:

2010 ¥ 2009 =
6% 30 ! 12 F] 31 |1
At 30 June At 31 December
2010 2009
WEERT AT
HK$’'m HK$'m
Core capital:
Paid up ordinary share capital
43,043 43,043
Reserves 27,639 26,154
Profit and loss account 4,036 2,039
Minority interests 1,294 1,229
76,012 72,465
Deductions from core capital (715) (334)
Core capital 75,297 72,131
Supplementary capital:
Fair value gains arising from holdings of
available-for-sale securities 889 237
Fair value gains arising from holdings of
securities designated at fair value through
profit or loss
15 -
Collective loan impairment allowances
1,777 1,598
Regulatory reserve 4,611 4,040
Term subordinated debt 25,652 26,763
32,944 32,638
Deductions from supplementary capital (715) (334)
Supplementary capital 32,229 32,304
Total capital base after deductions
107,526 104,435
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H(lg):]%ﬁﬁ’ﬁa[liﬁﬁi} Notes to the Interim Financial Information (continued)
#

3. éfﬁ;{(@?ﬁ@*ﬁ?ﬁl Ga) 3. Financial risk management (continued)

3.4 FrE v G 3.4 Capital Management (continued)
(b) HW Py E FLRES (b) Components of capital base after deductions (continued)
i G&)
TA T FRETEY A R L Subsidiaries which are not included in the consolidation group for the calculation of
[ N fil FLAS capital adequacy ratios are denoted in “Additional Information — Subsidiaries of the
57158 = 160 FIM £ {4 Bank” on pages 161 to 164. Investment costs in such subsidiaries are deducted from
TrRl - B ELE VR the capital base.

Sl PENR
AT L A R

LRI -
RS SRt TF[ U Term subordinated debt represents subordinated liabilities qualified as Tier 2 Capital of
= ‘v‘fE:fBElfJE%ﬁfFolj* a BOCHK pursuant to the regulatory requirements of the HKMA.

(b0 LI Hh ARy
FPUEMEf -
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BANK OF CHINA (HONG KONG) LIMITED

Notes to the Interim Financial Information (continued)

4. Net interest income

G EEE EEd o
2010 = 2009 F
6 £] 30 f! 6530 [!
Half-year ended Half-year ended
30 June 30 June
2010 2009
b = f g 2
AR P AR Ry
HK$’m HK$'m
Interest income
Cash and due from banks and other financial
institutions 996 1,772
Advances to customers 5,417 5,328
Listed investments 1,712 1,241
Unlisted investments 1,733 2,358
Others 89 61
9,947 10,760
Interest expense
Due to banks, customers and other financial
institutions (1,372) (1,726)
Debt securities in issue - (19)
Subordinated liabilities (275) (533)
Others (61) (30)
(1,708) (2,308)
Net interest income 8,239 8,452

Included within interest income is HK$5 million (first half of 2009: HK$8 million) of interest
with respect to income recognised on advances classified as impaired for the first half of
2010. Interest income accrued on impaired investment in securities amounted to HK$50
million (first half of 2009: HK$315 million).

Included within interest income and interest expense are HK$10,406 million (first half of 2009:
HK$10,940 million) and HK$1,907 million (first half of 2009: HK$2,261 million) for financial
assets and financial liabilities that are not recognised at fair value through profit or loss
respectively.

Interest income and expense for interest rate derivatives held for trading have been
reclassified from “Net interest income” to “Net trading (loss)/gain”. The comparative figures
have been reclassified to conform with the current period’s presentation.
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Notes to the Interim Financial Information (continued)

5. Net fee and commission income

§ s EES TiES
2010 &# 2009 =
6 E[ 30 [! 6 5] 30!
Half-year ended  Half-year ended
30 June 30 June
2010 2009
ﬁfﬁf'-‘g a’ﬁ‘ o WA LT
JH $im “Hl@'m
Fee and commission income
Securities brokerage
- Stockbroking 1,506 1,625
- Bonds 3 4
Credit cards 914 721
Loan commissions 623 398
Bills commissions 371 310
Insurance 363 212
Payment services 272 227
Currency exchange 125 87
Safe deposit box 103 98
Trust services 98 82
Funds distribution 67 38
Others 198 190
4,643 3,992
Fee and commission expense
Credit cards (668) (500)
Securities brokerage (234) (255)
Payment services (42) (39)
Others (139) (124)
(1,083) (918)
Net fee and commission income 3,560 3,074
Of which arise from
- financial assets or financial liabilities not at fair value
through profit or loss
- Fee and commission income 725 452
- Fee and commission expense (4) (11)
721 441
- trust and other fiduciary activities
- Fee and commission income 213 201
- Fee and commission expense (3) (4)
210 197
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Einy

OB I3 -
- 9T B IR B

- FJ SR A
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- R 2

Net (loss)/gain from:

products

fair value hedge

- equity instruments

- F}Jlﬁg, - commodities

T B 7 2 OF
FLIs 0 e T 38 ] L
TR R PO
HD g ) o PR
FOVR LR B

= .

- foreign exchange and foreign exchange

- interest rate instruments and items under
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Notes to the Interim Financial Information (continued)

FEEE EE LI ES
2010 & 2009 =
6 F] 30! 6 530!
Half-year ended Half-year ended
30 June 30 June
2010 2009

= X ﬁPg—‘ »,l —=
i R S T
HK$’'m HK$'m
354 790

(424) (57)

(20) 17

58 54

(32) 804

Interest income and expense for interest rate derivatives held for trading have been
reclassified from “Net interest income” to “Net trading (loss)/gain”. The comparative figures
have been reclassified to conform with the current period’s presentation.
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BANK OF CHINA (HONG KONG) LIMITED

Notes to the Interim Financial Information (continued)

7. Net gain on investment in securities

Net gain from disposal of available-for-sale securities

Net gain from redemption of held-to-maturity securities

8. Other operating income

Dividend income from investment in securities

- unlisted investments
Gross rental income from investment properties
Less: Outgoings in respect of investment properties
Others

g == FAGEE
2010 & 2009 =

6 ] 30 ! 6:] 30!
Half-year ended Half-year ended
30 June 30 June
2010 2009

h o T B TR

i O S
HK$’'m HK$'m

286 64

- 3

286 67
SIS ST ES
2010 ¥ 2009 =

6 £] 30 F! 6 ] 30 [!
Half-year ended Half-year ended
30 June 30 June
2010 2009

h = f\)‘%r’ o Pl
L A T N S
HK$’'m HK$'m

13 11

164 179

(30) (23)

55 76

202 243

Included in the “Outgoings in respect of investment properties” is HK$7 million (first half of
2009: HK$3 million) of direct operating expenses related to investment properties that were

not let during the period.
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H(lﬁ"]%ﬁm[lﬁﬁ_ Notes to the Interim Financial Information (continued)

_Y‘?ﬁﬁiﬂi?ﬁ[fll/ 9. Net reversal/(charge) of impairment allowances

(I

& EREE B S

2010 = 2009 =F
6 £/ 30 ! 6 £] 30 !
Half-year ended Half-year ended
30 June 30 June
2010 2009
57
i A NS
HK$’m HK$'m
BETETE Advances to customers
4[}}[] 'FL' Individually assessed
. ;aﬁﬁf i - new allowances (46) (163)
- fH[r - releases 102 87
- U [pl=ERCT - recoveries 277 142
Hnﬁﬁj[ ||,f, EVH R fifi v Net reversal of individually assessed loan
?F‘?hlf“‘Lfﬂ impairment allowances 333 66
A AR Collectively assessed
- B, - new allowances (265) (198)
- f3n! - releases 9 174
- PR R BT - recoveries 17 18
i ﬁa] 'FL' ETE TR e [fF Net charge of collectively assessed loan
TSR impairment allowances (239) (6)
EF aa Y S Net reversal of loan impairment allowances 94 60
F' [0kt Iagl 55 Available-for-sale securities
AN ﬁ%%} Vil [ R Net reversal/(charge) of impairment losses on
il (Tﬁ[fﬁ) available-for-sale securities
- i[ﬁfﬁ}ﬂl?“ |’Fr, - Individually assessed 40 (729)
=S Held-to-maturity securities
Jﬁ =L VR i e Net reversal/(charge) of impairment allowances on
fﬁ SR (?g’ii’ﬁ ) held-to-maturity securities
- f[ﬁ‘ﬁjuﬁé—“ |’Ff, - Individually assessed 32 (439)
Hiy Others (5) )
& B SRR R Net reversal/(charge) of impairment allowances 161 (1,115)
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Notes to the Interim Financial Information (continued)

10. Operating expenses

Staff costs (including directors’ emoluments)

- salaries and other costs
- termination benefit
- pension cost

Premises and equipment expenses (excluding

depreciation)

- rental of premises

- information technology
- others

Depreciation
Auditor’s remuneration

- audit services

- non-audit services
Other operating expenses
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EE ST CES 19ES
2010 & 2009 =+

6 £] 30 |! 6 5] 30 f!
Half-year ended Half-year ended
30 June 30 June
2010 2009

T = f),scﬁ ," v
i) A ) S
HK$’'m HK$'m
2,271 2,022

- 5

192 192

2,463 2,219

244 237

181 159

140 134

565 530

554 495

4 4

6 2

850 891

4,442 4,141
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H(rgj}JEé?ﬁ’ﬁ%“:Wﬁﬁaf Notes to the Interim Financial Information (continued)
A

M. TP UE /2 11, Net gain from disposal of/fair value adjustments on investment
@Iﬁgﬁﬂ/?@i S properties

g g RS e

2010 & 2009 =
6 £] 30 f! 6 530!
Half-year ended Half-year ended
30 June 30 June
2010 2009
= T B A
i) A e S
HK$’'m HK$'m
H'.E,%“?}‘ff’ﬁi I Net loss on disposal of investment properties - (2)
ey f@?ﬁfﬁf_ﬁ/iéﬂl{ﬁr Net gain on fair value adjustments on investment
o properties 601 527
601 525
12. U ',f;; %@?ﬂ# ~ R 12. Net loss from disposal/revaluation of properties, plant and
70 ek .
i fifj St equipment
L ES SR ES
2010 & 2009 #
6 £ 30 f! 65130[!
Half-year ended Half-year ended
30 June 30 June
2010 2009
T 1 EL T S R
0N AT S
HK$’m HK$'m
H'.‘Féiﬂ Pl i st Net loss on disposal of other fixed assets 2) (5)
Fi I'ﬁﬁ%% RIS S Net gain on revaluation of premises 1 5
(1) -
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BANK OF CHINA (HONG KONG) LIMITED

Notes to the Interim Financial Information (continued)

13. Taxation

Taxation in the condensed consolidated income statement represents:

G EEE ERF TS

2010 & 2009 =
6 ] 30 [! 6 5] 30 [!
Half-year ended Half-year ended
30 June 30 June
2010 2009
7= Y f{f V,l =
a0 T i S
HK$’'m HK$'m

Hong Kong profits tax
- current period taxation 1,341 1,169
Deferred tax charge 20 126
Hong Kong profits tax 1,361 1,295
Overseas taxation 53 73
1,414 1,368

Hong Kong profits tax has been provided at the rate of 16.5% (2009: 16.5%) on the
estimated assessable profits arising in Hong Kong for the first half of 2010. Taxation on
overseas profits has been calculated on the estimated assessable profits for the first half of
2010 at the rates of taxation prevailing in the countries in which the Group operates.
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Fl('%:]%ﬁm[ﬁﬁﬁa‘f Notes to the Interim Financial Information (continued)
at

13. BIZE (G@) 13. Taxation (continued)
T+ B EIBERL S AR Y The taxation on the Group’s profit before taxation that differs from the theoretical amount that
HERRUCE ’%?EQ%ZF‘,%*IJ@ would arise using the taxation rate of Hong Kong is as follows:

ﬁg:;;};‘mfﬁﬁrgg I

§ E R CES 1S

2010 & 2009 =+

6 £ 30 [! 6 530!

Half-year ended Half-year ended

30 June 30 June

2010 2009

I = Y lﬁ({«‘;‘—* (,l e

A A T A S

HK$’'m HK$'m

A Profit before taxation 8,622 8,090
7 16.5% (2009 Calculated at a taxation rate of 16.5% (2009: 16.5%)

#116.5%) FEIpuACE 1,423 1,335
LN ElR e e e Effect of different taxation rates in other countries 14 3
?‘\ﬁ%ifﬁﬁ/ﬂ'f" Income not subject to taxation (71) (8)
[ T L N R Expenses not deductible for taxation purposes 48 38
O RCE Taxation charge 1,414 1,368
B Effective tax rate 16.4% 16.9%
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Notes to the Interim Financial Information (continued)
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14. Dividends
FEFE EEy e
201046 A 30 H 2009 ‘-6 J]1 30 H
Half-year ended Half-year ended
30 June 2010 30 June 2009
B AHFE By AEAE
(%7 HA BT 1
il B BT
Per share Total Per share Total
HK$ HK$’'m HK$ HK$'m
First interim dividend 0.0880 3,788 0.0110 473
Second interim dividend - - 0.0696 2,996
0.0880 3,788 0.0806 3,469
15. Cash and balances with banks and other financial institutions
2010 = 2009 F
6 £] 30 [! 12 5[ 31 F!
At 30 June At 31 December
2010 2009
Wﬁ'lf T ?ﬁf’.ﬁ'll“%’li
rJ—IK jm {{-!K$Jm
Cash 3,754 3,409
Balances with central banks 85,926 81,790
Balances with banks and other financial
institutions 7,957 5,628
Placements with banks and other financial
institutions maturing within one month 71,806 69,498
169,443 160,325
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Fl('%:]%ﬂ‘;ﬁ%":[ﬁﬂ“ﬁa‘f Notes to the Interim Financial Information (continued)
at

16. 7 fiA@(~F 7 flit  16. Financial assets at fair value through profit or loss
T 2R

PSR AT

7 RS SRR
Financial assets
T pAEEEE designated at fair value A
Trading securities through profit or loss Total
2010 = 2009 =# 2010 = 2009 =F 2010 = 2009 =+
6 %[ 30! 12 5] 31 ! 6 £] 30 [! 12 7] 31 |1 6 £[ 30 |! 12 7] 31 |1
At 30 June At 31 December At 30 June At 31 December At 30 June At 31 December
2010 2009 2010 2009 2010 2009
MREE TR BPTAR MRS REERR R
HK$’'m HK$'m HK$’'m HK$'m HK$’'m HK$'m
BTt R At fair value
s Debt securities
- E?Fﬁ il - Listed in Hong
Kong 656 333 839 890 1,495 1,223
- FEIE - Listed outside
Hong Kong 42 17 1,281 1,221 1,323 1,238
698 350 2,120 2,111 2,818 2,461
- :lej—m - Unlisted 37,447 15,473 398 393 37,845 15,866
38,145 15,823 2,518 2,504 40,663 18,327
DRSS Equity securities
- FEE T - Listed in Hong
Kong 19 37 - - 19 37
- :lefm - Unlisted 87 111 - - 87 111
106 148 - - 106 148
EE Total 38,251 15,971 2,518 2,504 40,769 18,475
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Notes to the Interim Financial Information (continued)

16. Financial assets at fair value through profit or loss (continued)

Financial assets at fair value through profit or loss are analysed by type of issuer as follows:

2010 & 2009 =

6 £] 30 F! 12 5] 31 |!
At 30 June At 31 December
2010 2009

Ty = Y yl\)’f;\' :' e

A LR

HK$’m HK$'m

Sovereigns 36,457 15,084
Public sector entities 153 239
Banks and other financial institutions 2,071 1,014
Corporate entities 2,088 2,138
40,769 18,475

Financial assets at fair value through profit or loss are analysed as follows:

2010 ¥ 2009 =

6 £] 30 f! 12 5[ 31 |!
At 30 June At 31 December
2010 2009

T = N f{f V,l =

A WL

HK$’'m HK$'m

Treasury bills 35,534 14,419
Certificates of deposit held 982 -

Other financial assets at fair value through profit or

loss 4,253 4,056
40,769 18,475
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Notes to the Interim Financial Information (continued)

17. Derivative financial instruments

The Group enters into the following equity, foreign exchange, interest rate and precious
metal related derivative financial instruments for trading and risk management purposes:

Currency forwards represent commitments to purchase and sell foreign currency on a future
date. Interest rate futures are contractual obligations to receive or pay a net amount based
on changes in interest rates or buy or sell interest rate financial instruments on a future date
at an agreed price in the financial market under the administration of the stock exchange.
Forward rate agreements are individually negotiated interest rate futures that call for a cash
settlement at a future date for the difference between a contracted rate of interest and the
current market rate, based on a notional principal amount.

Currency, interest rate and precious metal swaps are commitments to exchange one set of
cash flows or commodity for another. Swaps result in an exchange of currencies, interest
rates (for example, fixed rate for floating rate), or precious metals (for example, silver
swaps) or a combination of all these (for example, cross-currency interest rate swaps).
Except for certain currency swap contracts, no exchange of principal takes place.

Foreign currency, interest rate, equity and precious metal options are contractual
agreements under which the seller (writer) grants the purchaser (holder) the right, but not
the obligation, either to buy (a call option) or sell (a put option) at or by a set date or during a
set period, a specific amount of the financial instrument at a predetermined price. In
consideration for the assumption of foreign exchange and interest rate risk, the seller
receives a premium from the purchaser. Options are negotiated over-the-counter (“OTC”)
between the Group and its counterparty or traded through the stock exchange (for example,

exchange-traded stock option).
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17. 7% EF” 5! (G&)  17. Derivative financial instruments (continued)

FERVETEHT I The contract/notional amounts and fair values of derivative financial instruments held by the
F e aE f O A Bl £ Group are set out in the following tables. The contract/notional amounts of these
) fgﬁlﬁ%ﬁﬁﬂij?* Feo gk rff[ iﬁ instruments indicate the volume of transactions outstanding at the balance sheet dates and
F & Z&E*" SR SRy f certain of them provide a basis for comparison with fair value instruments recognised on the
21%‘/ ‘[1;; ATJEV%Ef[Er¢Iﬂ condensed consolidated balance sheet. However, they do not necessarily indicate the
EE E”ﬂé I@i Frivas amounts of future cash flows involved or the current fair values of the instruments and,
w57 phED T E T ST S therefore, do not indicate the Group’s exposure to credit or market risks. The derivative
J F"ﬁ/ [,ﬂ ar s | financial instruments become favourable (assets) or unfavourable (liabilities) as a result of
FE[’ﬂ = iLa'E‘”—EIT%‘,I%’Q*f fluctuations in market interest rates, foreign exchange rates or equity and metal prices

I@ii[ FF’F’EF SN ‘ ) relative to their terms. The aggregate fair values of derivative financial instruments assets
[Lﬁ ik R I?‘J [ENES 8 and liabilities can fluctuate significantly from time to time.

o HEL J_F;;*T RERol
bpj e fUzH & FWF'}’

RS 2> fif > P g e
ﬁ;@[: SR R R [E B
g Fl\f] e F:E%TE‘ ik
ST S GRS ERT
1 I ~ Bk o
FIVF L& i ot
ST ST
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Notes to the Interim Financial Information (continued)

17. Derivative financial instruments (continued)

The following tables summarise the contract/notional amounts of each significant type of
derivative financial instrument as at 30 June 2010 and 31 December 2009:

2010 & 6 £| 30 !

At 30 June 2010
TR
SRR
e : Not qualified P
pre BRI for hedge et
Trading Hedging accounting* Total
i = I iy
ST 1) (O 131 s (R 1 9
HK$’'m HK$’m HK$’m HK$’m
Exchange rate contracts
Spot and forwards 330,978 - - 330,978
Swaps 256,261 - - 256,261
Foreign currency option
contracts
- Options purchased 1,463 - - 1,463
- Options written 1,747 - - 1,747
590,449 - - 590,449
Interest rate contracts
Futures 5,334 - - 5,334
Swaps 211,445 49,445 15,485 276,375
Interest rate option
contracts
- Swaptions written 156 - - 156
- Bond options written 2,647 - - 2,647
219,582 49,445 15,485 284,512
Bullion contracts 10,859 - - 10,859
Equity contracts 92 - - 92
Other contracts 107 - - 107
Total 821,089 49,445 15,485 886,019

* Derivative transactions which do not qualify as hedges for accounting purposes but are managed in
conjunction with the financial instruments designated at fair value through profit or loss are separately
disclosed in compliance with the requirements set out in the Banking (Disclosure) Rules.
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17. =% EF~ &' ()  17. Derivative financial instruments (continued)

2009 # 12 5| 31 |!
At 31 December 2009

THAEN
Eapill F EHFE
. et ALY Not qualified -
El{’%'f g Baﬁéihﬂl foqr hedge ﬂ*mﬁ
Trading Hedging accounting Total
S 1T ST 1T P 1 A P 1 A
eI A T o Tl < T i
HK$'m HK$'m HK$'m HK$'m
=S f Exchange rate contracts
A1H 7w Spot and forwards 264,014 - - 264,014
s Swaps 270,512 - 68 270,580
e b AR f? Foreign currency option
contracts
- [ I - Options purchased 1,387 - - 1,387
- will i - Options written 1,603 - - 1,603
537,516 - 68 537,584
IESSES Interest rate contracts
IET Futures 655 - - 655
}]dIFIEJ Swaps 140,088 32,471 23,665 196,224
Fllsk Bt A5 Interest rate option
contracts
- T A - Bond options written 853 - - 853
141,596 32,471 23,665 197,732
F & %Tf Bullion contracts 8,290 - - 8,290
HE AR ﬁ?v‘ Equity contracts 209 - - 209
E fﬁa‘ Other contracts 117 - - 117
A Total 687,728 32,471 23,733 743,932
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Exchange rate contracts
Spot and forwards
Swaps
Foreign currency option

contracts
- Options purchased

- Options written

Interest rate contracts
Futures
Swaps
Interest rate option
contracts
- Swaptions written
- Bond options

written

Bullion contracts

Equity contracts

Total

17. Derivative financial instruments (continued)

2010 & 6 £| 30 !
At 30 June 2010

Notes to the Interim Financial Information (continued)

The following tables summarise the fair values of each class of derivative financial instrument
as at 30 June 2010 and 31 December 2009:

Jassy f@‘;}g oy f.;g F“j ﬁp
Fair value assets Fair value liabilities

THAR THAR

SffFHE SlfF

Not Not
e R qualified S g Rag qualified S
B miesi  dueifed st B miesp uanied et
Trading Hedging accounting Total Trading Hedging accounting Total
AT WMTAT WETAT WRTAS RETRT ORETRT RETHT BT
HK$’'m HK$’m HK$’'m HK$’'m HK$’'m HK$’'m HK$’'m HK$’'m
13,899 - - 13,899 (9,377) - - (9,377)
1,220 1,220 (936) - - (936)
13 - - 13 - - - -
- - - - (10) - - (10)
15,132 - - 15,132 (10,323) - - (10,323)
2 - - 2 (2) - - (2
1,704 1,352 13 3,069 (2,431) (2,129) (129) (4,689)
- - - - @ - - @
- - - - (116) - - (116)
1,706 1,352 13 3,071 (2,553) (2,129) (129) (4,811)
944 - - 944 (622) - - (622)
2 - - 2 - - - -
17,784 1,352 13 19,149  (13,498) (2,129) (129) (15,756)
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Exchange rate contracts
Spot and forwards
Swaps
Foreign currency option

contracts
- Options purchased

- Options written

Interest rate contracts
Futures
Swaps
Interest rate option
contracts
- Bond options

written

Bullion contracts

Equity contracts

Total

17. Derivative financial instruments (continued)

2009 & 12 F| 31 J!

At 31 December 2009

Notes to the Interim Financial Information (continued)

2 g
Fair value assets

A
Fair value liabilities

T[’?ﬁ?‘;“J Tﬁﬁﬁ“J

SR EHE et

F Not F Not

T REER qualified S Iy e R qualified b

Her  BIRE for hedge ad F% thesl for hedge e
Trading Hedging accounting Total Trading Hedging accounting Total
R R
HK$'m HK$'m HK$'m HK$'m HK$'m HK$'m HK$'m HK$'m
13,472 - - 13,472 (9,268) - - (9,268)
2,096 - - 2,096 (747) - 1) (748)
10 - - 10 - - - -
_ - - - (9) - - 9)
15,578 - - 15,578  (10,024) - (1) _ (10,025)
2 - - 2 - - - -
1,255 92 15 1,362 (2,246) (1,203) (92) (3,541)
- - - - @) - - @
1,257 92 15 1,364 (2,250) (1,203) (92) (3,545)
631 - - 631 (374) - - (374)
2 - - 2 (1) - - ()
17,468 92 15 17,575  (12,649) (1,203) (93)  (13,945)
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17. == 2Fh~ 5! ()  17. Derivative financial instruments (continued)

— -

it 2T S fﬁ 2 The credit risk weighted amounts of the above derivative financial instruments are as
T PR RE Y - follows:
2010 = 2009 =
6530 f! 12 5] 31 [
At 30 June At 31 December
2010 2009
R e
HK$’m HK$'m
=g i St Exchange rate contracts
e fﬁ b Forwards 1,100 580
g Swaps 1,456 1,728
I pLIIRE 15 Foreign currency option contracts
- B - Options purchased 2 1
s F\[?‘J Interest rate contracts
Hireq Swaps 1,262 737
e ﬁﬁ%é Bullion contracts 2 1
3,822 3,047
5 ETR T R LA The credit risk weighted amounts are calculated in accordance with the Banking (Capital)
(<%\Lﬁ§\ CeY4) HI) F Rules. The amounts are dependent upon the status of the counterparty and the maturity
Fre Iﬁ@y%l’é‘f‘ix pLSEFE [ﬁ characteristics of each type of contract.
bl f‘, Ziﬁﬁ%@i/ R B
tjrgrg °
e BT S s There is no effect of valid bilateral netting agreement on the fair values or the credit risk
If[ T i R EE T2 E | weighted amounts of the derivative financial instruments.
o SRS RE fT BHIRY
%%f o
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Notes to the Interim Financial Information (continued)

18. Advances and other accounts

Personal loans and advances
Corporate loans and advances

Advances to customers
Loan impairment allowances

- Individually assessed
- Collectively assessed

Trade bills
Advances to banks and other financial institutions

Total

2010 2009 =
6 £] 30 F! 12 F[ 31 !
At 30 June At 31 December
2010 2009

- P
RLTFIF AP
HK$’'m HK$'m
167,415 161,404
404,039 353,533
571,454 514,937
(512) (671)
(1,777) (1,598)
569,165 512,668
24,663 9,100
3,446 5,332
597,274 527,100

As at 30 June 2010, advances to customers included accrued interest on gross advances of

HK$759 million (31 December 2009: HK$619 million).

As at 30 June 2010 and 31 December 2009, no impairment allowance was made in respect
of trade bills and advances to banks and other financial institutions.
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19. Investment in securities

(a) Available-for-sale securities

Debt securities, at fair value

- Listed in Hong Kong
- Listed outside Hong Kong

- Unlisted

Equity securities, at fair value

- Unlisted

(b) Held-to-maturity securities

Listed, at amortised cost
- in Hong Kong
- outside Hong Kong

Unlisted, at amortised cost

Impairment allowances

(c) Loans and receivables

Unlisted, at amortised cost

Total

Market value of listed held-to-maturity securities
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Notes to the Interim Financial Information (continued)

2010 & 2009 =+
6 £] 30 F! 12 F[ 31 !
At 30 June At 31 December
2010 2009

1 RS ng—‘ »,l =

i A iIN
HK$’m HK$'m
10,488 8,439
99,667 84,294
110,155 92,733
121,207 128,880
231,362 221,613
554 627
231,916 222,240
1,122 1,693
17,347 18,581
18,469 20,274
38,944 46,401
57,413 66,675
(69) (112)
57,344 66,563
11,695 12,703
300,955 301,506
18,356 20,051
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19. Investment in securities (continued)

Investment in securities is analysed by type of issuer as follows:

2010 & 6 %] 30 [!

Notes to the Interim Financial Information (continued)

Sovereigns

Public sector entities

Banks and other financial
institutions

Corporate entities

Sovereigns

Public sector entities

Banks and other financial
institutions

Corporate entities

At 30 June 2010
SHES
PHOEES  IMEEE SRR
Available-for- Held-to- Loans
sale maturity and R
securities securities receivables Total
WIEREOWERROWMERR R
HK$’'m HK$’'m HK$’'m HK$’'m
51,476 2,798 - 54,274
29,698 5,774 - 35,472
137,820 43,586 11,695 193,101
12,922 5,186 - 18,108
231,916 57,344 11,695 300,955
2009 F 12 5| 31 f!
At 31 December 2009
RS
FEIEES  EWIEES RO
Available-for- Held-to- Loans
sale maturity and A
securities securities receivables Total
SR T BT 1 B 1 SR T
Tl R et TR 1] & ERR L ) S
HK$'m HK$'m HK$'m HK$'m
57,481 1,549 - 59,030
27,902 4,293 - 32,195
124,178 53,913 12,703 190,794
12,679 6,808 - 19,487
222,240 66,563 12,703 301,506
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Notes to the Interim Financial Information (continued)

19. Investment in securities (continued)

Available-for-sale and held-to-maturity securities are analysed as follows:

ERIEE ﬁ*q:zuﬁﬁflm
Available-for-sale eld-to-maturity
securities securities
2010 &+ 2009 = 2010 & 2009 =
6 £[ 30 [! 12 ] 31 |! 6 %] 30 f! 12 5] 31 |!
At 30 June At 31 December At 30 June At 31 December
2010 2009 2010 2009
= N ﬁi"i" (,l = = ﬂ;ﬁ il =
il HETRE BT TR P
HK$’m HK$'m HK$’m HK$'m
Treasury bills 7,404 22,955 700 1,041
Certificates of
deposit held 16,472 18,234 4,263 9,021
Others 208,040 181,051 52,381 56,501
231,916 222,240 57,344 66,563
20. Investment properties
2010 ¥ 2009 =+
6 ] 30 f! 12 5| 31 |!
At 30 June At 31 December
2010 2009
T = X f\fi‘i’_‘ »,l =
AR TR Py
HK$’'m HK$'m
At 1 January 9,364 7,727
Additions 2 -
Disposals (163) (77)
Fair value gains 601 1,554
Reclassification (to)/from properties, plant and
equipment (Note 21)
(481) 160
At period/year end 9,323 9,364
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BANK OF CHINA (HONG KONG) LIMITED

21. Properties, plant and equipment

Net book value at
1 January 2010

Additions

Disposals

Revaluation

Depreciation for the period (Note 10)

Reclassification from/(to) investment
properties (Note 20)

Transfer

Exchange difference

Net book value at
30 June 2010

At 30 June 2010

Cost or valuation

Accumulated depreciation and
impairment

Net book value at
30 June 2010

Net book value at
1 January 2009
Additions
Disposals
Revaluation
Depreciation for the year
Reclassification to investment
properties (Note 20)
Transfer

Net book value at
31 December 2009

At 31 December 2009

Cost or valuation

Accumulated depreciation and
impairment

Net book value at
31 December 2009
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[;;,H_

qmpment
ik fixtures and by
Premises fittings Total
A R 3 5 O Y 5
HK$’'m HK$’'m HK$’'m
23,701 2,570 26,271
15 147 162
(92) 3) (99)
1,954 - 1,954
(234) (320) (554)
494 (13) 481
47 (47) -
2 1 3
25,887 2,335 28,222
25,887 6,475 32,362
- (4,140) (4,140)
25,887 2,335 28,222
20,105 2,683 22,788
1 563 564
(140) (12) (152)
4,247 - 4,247
(386) (630) (1,016)
(157) (3) (160)
31 (31) -
23,701 2,570 26,271
23,701 6,491 30,192
- (3,921) (3,921)
23,701 2,570 26,271
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21. P ~ ’ﬁ(r%gﬂv%ﬁﬁ 21. Properties, plant and equipment (continued)

(&)
e A N (] ﬁ‘} [”!,f[ fifl The analysis of cost or valuation of the above assets is as follows:
SR
[—‘;H_
mpment
- 3 fixtures and RSk
Premises fittings Total
L R o) S TR i L A
HK$’'m HK$’'m HK$’'m
#2010 # 6 5| 30 |! At 30 June 2010
Ee A ] At cost - 6,475 6,475
W fﬁ fif At valuation 25,887 - 25,887
25,887 6,475 32,362
#2009 F 12 | 31 |! At 31 December 2009
Ee A ] At cost - 6,491 6,491
e [’Fr, ff At valuation 23,701 - 23,701
23,701 6,491 30,192
22, H vk 22. Other assets
2010 & 2009 &
6 £/ 30 ! 12 F[ 31 [
At 30 June At 31 December
2010 2009
Ty = Y JQ,‘YH :' -
BIE HHE Py
HK$’'m HK$'m
[ TrleY % Repossessed assets 4 95
?J &g Precious metals 2,418 2,432
USSR SIn N R Accounts receivable and prepayments 14,268 11,775
16,727 14,302
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23. 2[R {F 7 #fl4t  23. Financial liabilities at fair value through profit or loss
YEREf

2010 # 2009 =
6 £] 30 [! 12 £ 31 [!
At 30 June At 31 December
2010 2009
T = f{;c‘_'
AR WA
HK$’'m HK$'m
T ph1E Trading liabilities
-9 |4§§L§ BB - Short positions in Exchange Fund Bills 26,350 14,156
Pl BRI 2 filAgh v FE 2 Financial liabilities designated at fair value through
JEEEfY S M profit or loss
- %Tﬁlﬁﬁ FC ITﬁJ‘ﬁif 24) - Structured deposits (Note 24) 526 2,132
26,876 16,288
2010 & 6 *| 30 [l % The carrying amount of financial liabilities designated at fair value through profit or loss as at
- i B AE 30 June 2010 is more than the amount that the Group would be contractually required to pay
ST FUPRE i =g & at maturity to the holders by HK$2 million, and it was less than the amount that the Group
B E B[ 155 ﬁf‘*}fﬁ would be contractually required to pay at maturity to the holders by HK$1 million as at 31
? N ) %iﬁffﬁ‘ 2 i ﬁ December 2009. The amount of change in the fair values of financial liabilities at fair value
i 2009 = 12 | 31 [I4f! through profit or loss, during the period and cumulatively, attributable to changes in credit risk
2 *\Fll,@ P & R 2 Y is insignificant.

Plasdd [fogge v &
HEPWAE 1 FIER - En, [
T rwﬁl NCIE @@
(R Y EMp Y
2 R & R BRI
WRE A ) PR
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24. K EE

Ffe~ R W P O
R £ 2 F1 R

S8 (- JEs
b S GRS T
HCE 23)

f

Sk

S B £ A

- Rl
- T

EHEE
- A

- A

I~ RS

- ARl

-

24. Deposits from customers

Current, savings and other deposit accounts (per
condensed consolidated balance sheet)

Structured deposits reported as financial liabilities at
fair value through profit or loss (Note 23)

Analysed by:

Demand deposits and current accounts
- corporate customers
- individual customers

Savings deposits
- corporate customers
- individual customers

Time, call and notice deposits
- corporate customers
- individual customers
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2010 &= 2009 =+

6 £] 30 F! 12 5[ 31 f!
At 30 June At 31 December
2010 2009
Wf Tu ?%W,iflﬁi
rJH $J'lm HHKfi‘a‘m
893,801 843,929
526 2,132
894,327 846,061
53,027 51,395
14,581 14,397
67,608 65,792
133,434 142,389
340,297 353,952
473,731 496,341
167,775 111,368
185,213 172,560
352,988 283,928
894,327 846,061
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25. B PR

TafT L
T
i)

26. ~IEEHRYR:

#2010 % 6 5[ 30 [ »
R F ik 260.41
B (2009 F 12 ] 31
Py 133.30 b7 ) KL
PR plie Uy 5 )
LI nAas: 3653 N
=gt o 4 & B SRS
EW&%&W%%%ﬁ%
ELHY 105.98 7 (2009
FA2F 31l 4 &
B T LI ff ) BT
LV £ JELH 405.57
fE7 (2009 & 12 k| 31
FIo e 134.07 @7 )
ST RS R T

fit H?%,%?? 3 [l -

25.

26.
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BANK OF CHINA (HONG KONG) LIMITED

Notes to the Interim Financial Information (continued)

Other accounts and provisions

2010 &= 2009 =

6 £ 30 F! 12 5] 31 f!
At 30 June At 31 December
2010 2009

T = \E ﬂ{;\w ',l =

BIEF HETE Py

HK$’'m HK$'m

Dividend payable 3,788 6,801
Other accounts payable 31,698 27,685
Provisions 272 338
35,758 34,824

Assets pledged as security

As at 30 June 2010, liabilities of the Group amounting to HK$26,041 million (31 December
2009: HK$13,330 million) were secured by assets deposited with central depositories to
facilitate settlement operations. In addition, the liabilities of the Group amounting to
HK$10,598 million (31 December 2009: Nil) were secured by debt securities related to sale
and repurchase arrangements. The amount of assets pledged by the Group to secure these
liabilities was HK$40,557 million (31 December 2009: HK$13,407 million) included in
“Trading securities” and “Available-for-sale securities”.
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at

27. FEGFIR 27. Deferred taxation
;E;lﬁ;éfp;éﬁ#%ﬁ?ﬁ 7wt Deferred tax is recognised in respect of the temporary differences arising between the tax
YEQ 57125 T AL | 5 bases of assets and liabilities and their carrying amounts in this interim financial information
F W 1 R VRIS in accordance with HKAS 12 “Income Taxes”.

S A B R P
PR R A

[FHRE -

oS ﬁ ¥ Fl ﬁﬁ%mj/ The major components of deferred tax (assets)/liabilities recorded in the condensed
DGR ey ) S f f?j} consolidated balance sheet, and the movements during the first half of 2010 and the year
RS ﬁ » '] E 20107 ended 31 December 2009 are as follows:

B F R E = 2009F 12
E[31F1 - Vg g

LN
2010 & 6 %] 30 !
At 30 June 2010
s EH
R G EcEd
Accelerated Wig}r{tﬁ iﬁf@ﬁ? { Other .
tax Property B Impairme temporary RSt
depreciation  revaluation Losses allowance differences Total
1 = — — = =
BIFERT  BEOEAT O BEERE RRRT O ORFEET BETRHT
HK$’'m HK$’'m HK$’'m HK$’'m HK$’'m HK$’'m
2010 = At 1 January
151! 2010 541 4,359 (25) (274) (59) 4,542
W RS A (Credited)/charged
'] CHlp to condensed
Va2 income statement
(I 13) (Note 13) (13) 26 23 (28) 12 20
[’F‘,rg.c’if! EI Charged to other
JiEEa comprehensive
income - 316 - - 255 571
#2010 = At 30 June
6 %] 30 |! 2010 528 4,701 (2) (302) 208 5,133
2009 = 12 £ 31 [!
At 31 December 2009
L Ey
T’T‘gﬁjﬁ'ﬁ% o o ?’Tﬂﬁ =2 A
Accelerated P E rlf[ vnkz[_'ﬁ_lﬁﬁﬁ{ Other o
- tax Property Lzl Impairmen temporary A
depreciation revaluation Losses allowance differences Total
Y f\r;‘—‘ W = N f{f{‘—' _‘l = Y j > »J = Y j s »J = At f‘ﬁ‘(ﬁ _‘l = At f‘ﬁ‘(ﬁ _‘l e
LR Tt 0 N 11 a1 & A A s AT S
HK$'m HK$'m HK$'m HK$'m HK$'m HK$'m
¥ 2009 = At 1 January
1E[1 2009 545 3,464 (19) (254) (984) 2,752
Holrag | (Credited)/charged
(Hp) to income
R statement 4) 214 (6) (20) 49 233
[?,‘%liﬂ EETN Charged to other
E'ﬂ‘ﬁ comprehensive
income - 681 - - 876 1,557
#2009 = At 31 December
12 5] 31 |1 2009 541 4,359 (25) (274) (59) 4,542
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H IR e R
(5&)

27. FEGFIE (&) 27. Deferred taxation (continued)

e AT R R R
SRS R
Sl [N SRR [Fl - [
PR BITFA (i~

SRR R

Deferred tax assets and liabilities are offset on an individual entity basis when there is a
legal right to set off current tax assets against current tax liabilities and when the deferred
taxation relates to the same authority. The following amounts, determined after appropriate
offsetting, are shown in the condensed consolidated balance sheet:

FIIF AFEESp- 517 T
I LRSI
SAT - S S

2010 ¥ 2009 =
6 %] 30 ! 12 5] 31 !
At 30 June At 31 December
2010 2009
MRS A
“H $m HK$'m
PEIFUE Y Deferred tax assets (25) (49)
PG I@W Deferred tax liabilities 5,158 4,591
5,133 4,542
2010 & 2009 =
6 7] 30 [! 12 5] 31 !
At 30 June At 31 December
2010 2009
i
HK$’'m HK$m
PRICHFIE Y (?F,;{E} 12 Deferred tax assets to be recovered after more than
E| &l[f[fl' ) twelve months (26) (49)
;ﬂ':«;L I@ﬁ (& 12 f Deferred tax liabilities to be settled after more than
H ) twelve months 4,934 4,633
4,908 4,584

jj/\ﬁﬁ ?[ﬂ:lﬂ |J-'j "E |LI;FE
AledZng i@f RS

The deferred tax charged for each component of other comprehensive income during the

period is as follows:

§ EShir= RS Tacs
2010 & 2009 =

6 %] 30 |! 6 5] 30!
Half-year ended  Half-year ended
30 June 30 June
2010 2009

HERSE llf’ijﬁ %f”.ﬁ I ﬂi

“H $'m { HK$'m

it e FE"% S Fair value changes of available-for-sale securities

L=lhe 255 552
HEE 'FL' Revaluation of premises 314 195
fﬁi‘ﬁﬂ@ﬁ Non-controlling interests 2 -
571 747
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28. f%’zf"éj'g"flf?ﬁ 28. Subordinated liabilities
2010 ¥ 2009 =
6 %] 30 f! 12 5| 31 |!
At 30 June At 31 December
2010 2009
T = N f‘rf A
W HHPTE Y
HK$’'m HK$'m
% (B €T - HEER Y AR Subordinated loans, at amortised cost
6.6 (B 5" EUR 660m* 6,277 7,377
25 B3 USD 2,500m** - 19,399
6,277 26,776
EURE STy Subordinated notes, at amortised cost with
ey @%HI%%H&? fair value hedge adjustment
25 [BF USD 2,500m*** 20,915 -
e Total 27,192 26,776
o= 2008 = [ 1E2LA AT ] BOCHK obtained floating-rate subordinated loans from BOC, the intermediate holding
e F,]F[Wﬁ;lﬁi.‘%?@iﬂ company in 2008. The subordinated loans are repayable prior to maturity after the first
1P RS i R 5-year tenure at the option of the borrower.
i TR 5 T e
MRS VR i
Hl%@ﬁ ] During the period, BOCHK issued listed subordinated notes with an aggregate amount of
25 B * .‘ézi‘é“%lj?% US$2,500 million and applied the proceeds to repay the USD subordinated loan provided
2 B H R TR R R by BOC in December 2008. HKMA has approved such early repayment of the USD
FHFBEEL= S 2008 # 12 subordinated loan provided by BOC. BOC and BOCHK entered into an agreement to
FIFRH PO 7 S e & provide for the same.
Fysﬂ SRR
ﬁiﬁ Vﬁ Tu I&]gl E&‘ﬁ IljZI
= lé‘wb“ %EWJEIF“
B
}%’EL‘?F*F;W%T (R [T ey Amounts qualified as supplementary capital for regulatory purposes are shown in Note
* Vi F [Ej & ,jj‘/\l’lfit 3.4(b).
3.4(b)l =
* J;J g4 EL- F|5‘r I * Interest rate at 6-month EURIBOR plus 0.85% for the first 5 years, 6-month EURIBOR plus 1.35% for the remaining
F L6 ] ﬁnﬁﬂi‘ﬂ IE E ANl tenure payable semi-annually, due June 2018.
0 85% > R Jp]ﬂu £56 i
HEA LS YRR
1.35% » 2018 [BEER
** , F[s“f fall ** Interest rate at 6-month LIBOR plus 2.00% for the first 5 years, 6-month LIBOR plus 2.50% for the remaining tenure
‘hL'v(ﬂ E SRl payable semi-annually, due December 2018. It has been fully repaid during the period by the proceeds from the

é 0(;% Jgﬁﬂr{dﬂg;”* 615 offering of subordinated notes.

£l [Hﬂirf{wi il % P kL Jp
2.50% > 2018 12F JEI3]
1 i E U 3 %
I T 2 A -

OB L - O F RS *** Interest rate at 5.55% per annum payable semi-annually, due February 2020.
5.55% » 2020:F 25| Z[| 1] -
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B
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P s

SUEE = Rl
43,042,840,858 &= 48
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L

o+ 82 [ 0 R
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He o

Notes to the Interim Financial Information (continued)

29. Share capital

2010 & 2009 =
6 £/ 30! 12 5[ 31 |!
At 30 June At 31 December
2010 2009
?&»ﬁﬁlﬁ% BT LT
HK$’'m HK$'m
Authorised:
100,000,000,000 ordinary shares
of HK$1 each 100,000 100,000
Issued and fully paid:
43,042,840,858 ordinary shares
of HK$1 each 43,043 43,043

30. Reserves

The Group’s reserves and the movements therein for the current and prior periods are
presented in the condensed consolidated statement of changes in equity on page 54.
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31. ﬁ?]Elm’% HEWEIR 31. Notes to condensed consolidated cash flow statement

F._‘
(@) AT
ERHEII S
") s

VR ) R

SRR

SR R (H1R
IEEE o)

I R

i [ Vg

UL 1G5 3 ]
EE ER R
LR o R AR

REIHE % W3 i E] 8L
0 P 8 R T
g

R R Y
LR VAR

ik SR S AR

ER e PR A

EIE AN

F ey I Aagh

SR P 2 RS
R kR B

RN I
SR YRR

ERNIEE AW

HAES R it
ﬂ 7] A_I/”@‘EI}J

BRI SR AR

g2

AR FER S
/Gt

REFHOF Y BLE BN
E,J}fF’[ :

= =HEFEL

= =R FEL

- qu’yq&ﬂ

before taxation

Operating profit

Depreciation

Net (reversal)/charge of impairment allowances
Unwind of discount on impairment

Advances written off net of recoveries

Interest expense on subordinated liabilities

Change in subordinated liabilities

Change in cash and balances with banks and
other financial institutions with original
maturity over three months

Change in placements with banks and other
financial institutions with original maturity over
three months

Change in financial assets at fair value through
profit or loss

Change in derivative financial instruments

Change in advances and other accounts

Change in investment in securities

Change in other assets

Change in deposits and balances of banks and
other financial institutions

Change in financial liabilities at fair value
through profit or loss

Change in deposits from customers

Change in debt securities in issue at amortised
cost

Change in other accounts and provisions

Exchange difference

Operating cash inflow/(outflow) before taxation
Cash flows from operating activities included:
— Interest received

— Interest paid
— Dividend received
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(a) Reconciliation of operating profit to operating cash inflow/(outflow)

FEREE g F A=
2010 = 2009 =

6 £] 30 |! 6 F] 30 [!
Half-year ended  Half-year ended
30 June 30 June
2010 2009

I = ﬂ;ﬁ 7P
il TR P
HK$’'m HK$'m
8,023 7,564
554 495
(161) 1,115

(5) (8)

115 (213)

489 533

240 -
5,729 13,201
21,741 (18,391)
(13,535) 1,001
237 (5,318)
(70,194) (15,579)
(3,504) 5,614
(2,430) (5,818)
11,139 (11,663)
10,588 (11,076)
49,872 17,989

- (906)

3,947 (3,907)

26 -
22,871 (25,367)
9,601 13,086
874 4,154

13 11
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31. FRiRk \%?Fu%iﬁ vEl#  31. Notes to condensed consolidated cash flow statement (continued)
frizE €

(b) FEXIET [JIFM-’LEIEE I (b) Analysis of the balances of cash and cash equivalents
FR 1 '—J‘ 7J ﬁ
2010 & 2009 =+
6 %] 30 f! 67]30]!
At 30 June At 30 June
2010 2009
7 S
TR M
HK$’m HK$'m
?I R E R RUE Cash and balances with banks and other financial
3 P AL institutions with original maturity within three
R E M Eﬁ[%*ﬁ months
IRERH:AS 158,271 100,968
RUEIF T 3 E] | Placements with banks and other financial
SLE R H Py & S institutions with original maturity within three
%ﬁﬁﬁ months 12,769 27,156
FUEIF T 3 E] Treasury bills with original maturity within three
?[%’5 months 26,629 19,412
FUEIF T S E] Certificates of deposit held with original maturity
jf\l]‘*éj VEHEE within three months - 1,000
197,669 148,536
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32. F&‘Zﬁg"{fﬁbiﬂéﬁ% 32. Contingent liabilities and commitments
PIRE [’EB%}%H 15T The following is a summary of the contractual amounts of each significant class of contingent
IR & R E e AR SE] liability and commitment and the corresponding aggregate credit risk weighted amount:
N
SV RATR O R
B
2010 & 2009 F
6 £ 30 F! 12 5] 31 |!
At 30 June At 31 December
2010 2009
I = A\ ﬂ)"}f' ',l g
BT P HEE Py
HK$’m HK$'m
@ # |F:[ ﬁﬁf*fﬁﬁ ! Direct credit substitutes 4,218 2,065
=7 ﬁHJFE N ﬁ&?ﬁfl fﬁ Transaction-related contingencies 6,544 9,055
== ﬁHJF%fJ’J/ ﬁ*}ﬂﬁgl f?ﬁ Trade-related contingencies 33,401 31,460
BISGE =% f'ﬁfﬁbk‘ éuéﬁiﬁg{ Note issuance and revolving underwriting facilities
3 1,148 -
T iﬁfﬁiﬂ;ﬂﬁlpbﬁ; it Commitments that are unconditionally cancellable
éﬁjj/jﬁp% without prior notice 193,457 165,829
TPy R R Other commitments with an original maturity of
- - ﬁ%‘ﬂ - up to one year 25,499 15,847
- - FIE - over one year 53,644 52,173
317,911 276,429
]’ﬁ EVE e AR Credit risk weighted amount 37,950 35,229
]’% e i AR Bl e R LASUEC The credit risk weighted amount is calculated in accordance with the Banking (Capital)
AL (4 ) HID) Rules. The amount is dependent upon the status of the counterparty and the maturity
FHET e I?EEJ(%F'T'Q phSEl= characteristics of each type of contract.

VAR R R
B
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33. Byt R 33. Capital commitments
A 8B B A I E Y The Group has the following outstanding capital commitments not provided for in this interim
GRIIE Y N s e financial information:
/LI
2010 ¥ 2009 =
6 £] 30 ! 12 5] 31 f!
At 30 June At 31 December
2010 2009
AT A
HK$’m HK$'m
SRS RS fﬁl%ﬁiﬁﬁj Authorised and contracted for but not provided for 187 96
S A WA Authorised but not contracted for 28 9
215 105
YR 72#%4\#“[ 73 Buf The above capital commitments mainly relate to commitments to purchase computer
VR 2 equipment and software, and to renovate the Group’s premises.
& /ﬁi%ﬂp Y
P o
34. R FiEE 34. Operating lease commitments
(a) feshpet * (a) As lessee
US| s 5 The Group has commitments to make the following future minimum lease payments
FEE A IRt & under non-cancellable operating leases:

6 B T
(AR Jevat

2010 & 2009 =
6 %] 30 [! 12 5] 31 FI
At 30 June At 31 December
2010 2009
HMOEE 1 L
WY HAPE Y
HK$’m HK$'m
4 PR Land and buildings
- T EnE 1 # - not later than one year 395 423
-1 F FESE - later than one year but not later than five
years 379 434
-5 7% - later than five years 20 13
794 870
AT H v i Certain non-cancellable operating leases included in the tables above were subject to
EYF S i f’;{» FH K renegotiation and rent adjustment with reference to market rates prevailing at specified
ELEE SNl agreed dates.
iy 22 e«
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(b)

SV TR ()

[ELRLIFE *

U i o RS BT
i i Sl g e
R AT AT 4
WP . s

+ 8 B AR T
R P
ﬂquj‘tn 15235 o
FHEH AR A4
T & W R
VS R £ o
R A
& o

Notes to the Interim Financial Information (continued)

34. Operating lease commitments (continued)

(b) As lessor

The Group has contracted with tenants for the following future minimum lease
receivables under non-cancellable operating leases:

2010 &+ 2009 =

6 £[ 30 [! 12 7] 31 [
At 30 June At 31 December

2010 2009

= X f‘rf ﬂ:,l e

R HMPE Y

HK$’'m HK$'m

Land and buildings
- not later than one year 280 275
- later than one year but not later than five

years 224 193
504 468

The Group leases its investment properties under operating lease arrangements, with
leases typically for a period from one to three years. The terms of the leases generally
require the tenants to pay security deposits and provide for periodic rent adjustments
according to the prevailing market conditions. None of the leases include contingent
rentals.
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35. 5} fgjﬁs"f{ 35. Segmental reporting

Ul
LHFT - (TR
PS5 5T JEHH SR 1%
Tl B 5T KR
FIops 2 B ipogs = K]
A B 90% 1
?{{. o

3V RS Y
BROTER] - 57 L
ST~ R Y
ATV « A0 AL
A e 7
B R Y RPC
(K T~ % 5
SRS AR P

F[fj °

P L I S
CUERUIIS St
BEURE EN Ok
SRl cheF Tl
T [ S 7 L
Wt (ST -

The Group engages in many businesses in several regions. For segmental reporting
purposes, information is solely provided in respect of business segments. Geographical
segment information is not presented because over 90% of the Group’s revenues, profits
before tax and assets are derived from Hong Kong.

Information about the three business segments is provided in segmental reporting. They
are Personal Banking, Corporate Banking and Treasury. The classification of the Group’s
operating segments is based on customer segment and product type, which is aligned with
the RPC (relationship, product and channel) management model of the Group.

In this period, customer segment of small business and social organisations was
reclassified from Corporate Banking to Personal Banking to align with the corresponding
change in the management of customer segment. No change has been made to the
comparative figures.
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DRURRIR BT E
& R F AT A
;?ﬁ[(ﬁ [itﬁ{g’r[ lo MY :LF;"
- R R R I
! JEEH;E! ﬁﬁg ﬂ};r%?ﬁ«
TR [@Elfjiﬁgﬁj ) E,Jfﬁi
[ glﬁ* e AN
TR U

1y
L\é

¥
fos

= [EEEESE T L
AR 2 R w?ﬁ@%
SRS L
H‘JinF' REE Hf '—F'

Flﬁ[ T f?‘ EWT
FLE L EATETEHRR] FT&
j’%;ﬁi[ﬁfé}%@\ o i%jf/f\ﬂ}f 5
LV R E ﬁéﬁ gAY ]F’f
TF‘I HIH & [5'[7]%“??;“5 %

Notes to the Interim Financial Information (continued)

35. Segmental reporting (continued)

Both Personal Banking and Corporate Banking segments provide general banking
services. Personal Banking mainly serves individual customers while Corporate Banking
mainly deals with non individual customers. The Treasury segment is responsible for
managing the capital, liquidity, and the interest rate and foreign exchange positions of the
Group in addition to proprietary trades. “Others” refers to those items related to the Group
as a whole rather than directly attributable to the other three business segments, including
the Group’s holdings of premises, investment properties, equity investments and interests
in associates.

Revenues, expenses, assets and liabilities of any business segment mainly include items
directly attributable to the segment. In relation to occupation of the Group’s premises,
rentals are internally charged on market rates according to the areas occupied. For
management overheads, allocations are made on reasonable bases. Inter-segment
funding is charged according to the internal funds transfer pricing mechanism of the Group.
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35. Segmental reporting (continued)

Notes to the Interim Financial Information (continued)

88U FHES e €6 ey I ,[ﬁt@ F=
Personal Corporate Treasury Others Subtotal EI|m|nat|ons Consolidated
2 0 A 7 A 4 5 & T ) 4 G 10 4 4
HK$’'m HK$’'m HK$’'m HK$’m HK$’'m HK$’'m HK$’'m
EESTHES Half-year ended
2010 & 6 £] 30 [! 30 June 2010
YHFJRUET 7 (U Net interest
income/(expense)
- - external 1,358 3,235 3,647 (1) 8,239 - 8,239
- B - inter-segment 1,574 (240) (1,306) (28) . . R
2,932 2,995 2,341 (29) 8,239 - 8,239
SR Pl Net fee and commission
QL)) income/(expense) 2,160 1,382 (4) 59 3,597 (37) 3,560
L phHs%E (D Nettrading gain/(loss) 205 81 (296) (18) (28) (4) (32)
PR | S i ’ﬁjﬁa[“-f[ a Net gain on financial
?EEEJ/ SR SNSEE instruments designated at
fair value through profit or
loss - - 49 - 49 - 49
NI Net gain on investment in
securities - - 286 - 286 - 286
Other operating income 19 1 - 927 947 (745) 202
?@Wﬁiﬁﬁﬁﬁl 525 Net operating income
before impairment
allowances 5,316 4,459 2,376 939 13,090 (786) 12,304
VRPETS CHEE ) Net (charge)/reversal of
i impairment allowances (42) 131 72 - 161 - 161
Net operating income 5,274 4,590 2,448 939 13,251 (786) 12,465
Operating expenses (3,044) (1,232) (330) (622) (5,228) 786 (4,442)
REENEF Operating profit 2,230 3,358 2,118 317 8,023 - 8,023
PSS il Net gain from disposal
Fj%f?ﬁ/iift S5k offfair value
adjustments on
investment properties - - - 601 601 - 601
e |ﬁﬁﬂi i Netloss from disposal/
% /ﬁt@‘} revaluation of
properties, plant and
equipment - - - 1) 1) - (1)
FJ AEEF]  Share of profits less
losses after tax of
associates - - - (1) (1) - (1)
Estetiil] Profit before taxation 2,230 3,358 2,118 916 8,622 - 8,622
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#2010 % 6 5] 30 [!
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S
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2010 & 6 £] 30 [!
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e

e ke gl
B39k =il

At 30 June 2010

Assets
Segment assets
Interests in associates

Liabilities
Segment liabilities

Half-year ended
30 June 2010

Other information
Capital expenditure
Depreciation

Amortisation of securities

35. Segmental reporting (continued)

Notes to the Interim Financial Information (continued)

88U FHES ps ¢ Hey oI5t fﬁfﬁ?ﬁﬁ e
Personal Corporate Treasury Others Subtotal Eliminations  Consolidated
BYEF  BEERS OBEEEE O RRERR O RPERT BFRRE O RRERR
HK$’'m HK$’'m HK$’'m HK$’'m HK$’'m HK$’m HK$’'m
191,760 427,618 608,925 37,658 1,265,961 (6,166) 1,259,795
- - - 213 213 - 213
191,760 427,618 608,925 37,871 1,266,174 (6,166) 1,260,008
612,200 313,592 227,112 13,494 1,166,398 (6,166) 1,160,232
1 1 - 162 164 - 164

154 78 36 286 554 - 554

- - 25 - 25 - 25
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35. Segmental reporting (continued)

Half-year ended
30 June 2009

Net interest
income/(expense)

- external

- inter-segment

Net fee and commission
income/(expense)

Net trading gain/(loss)

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

Net gain on investment in
securities

Other operating income

Net operating income
before impairment
allowances

Net (charge)/reversal of
impairment allowances

Net operating income

Operating expenses

Operating profit

Net gain from disposal
offfair value
adjustments on
investment properties

Share of profits less
losses after tax of
associates

Profit before taxation

Notes to the Interim Financial Information (continued)

(RS = e Hp & [T i
Personal Corporate Treasury Others Subtotal Eliminations Consolidated
00 100 0 2 1 2 o ) A (O 8
HK$'m HK$'m HK$'m HK$'m HK$'m HK$'m HK$'m

902 3,027 4,525 (2) 8,452 - 8,452
1,947 (383) (1,526) (38) - - -
2,849 2,644 2,999 (40) 8,452 - 8,452
1,970 1,100 4) 39 3,105 (31) 3,074

236 67 502 1) 804 - 804

- - 180 - 180 - 180

- - 67 - 67 - 67

12 30 2 879 923 (680) 243
5,067 3,841 3,746 877 13,531 (711) 12,820

(80) 133 (1,168) - (1,115) - (1,115)

4,987 3,974 2,578 877 12,416 (711) 11,705
(2,771) (1,039) (394) (648) (4,852) 7M1 (4,141)
2,216 2,935 2,184 229 7,564 - 7,564

- - - 525 525 - 525

- - - 1 1 - 1

2,216 2,935 2,184 755 8,090 - 8,090

144



BANK OF CHINA (HONG KONG) LIMITED

@ ¥ & 4 f7 (5 ) A AT

H IR e R
(5&)

35. EEBE (W)

#2009 F 12 E| 31 [!

N,

J

7%
2 Tl

FIff
S

FEREE
2009 & 6 £] 30 F!

H PRy
SR
i

s

* F5 2009 F 12 F] 31 (1)

B R &

SR YR 5T
ifi 7’)5}“?7&:‘1&%? 96.24 [@7

7%%1’[?]‘396.77 & -

35. Segmental reporting (continued)

At 31 December 2009

Assets
Segment assets*
Interests in associates

Liabilities
Segment liabilities*

Half-year ended
30 June 2009

Other information
Capital expenditure
Depreciation
Amortisation of securities

Notes to the Interim Financial Information (continued)

flit g8 IS St ias & Hy E ﬁfﬁéﬁﬁﬁi A
Personal Corporate Treasury Others Subtotal Eliminations Consolidated
e e e
HK$'m HK$'m HK$'m HK$'m HK$'m HK$'m HK$'m
178,026 372,443 593,807 35,525 1,179,801 (6,242) 1,173,559
- - - 217 217 - 217
178,026 372,443 593,807 35,742 1,180,018 (6,242) 1,173,776
570,566 304,882 195,956 15,066 1,086,470 (6,242) 1,080,228
5 - - 143 148 - 148
141 71 52 231 495 - 495
- - (310) - (310) - (310)

* Segment assets and liabilities of small business and social organisations amounted to HK$9,624 million and HK$39,677 million respectively as at

31 December 2009.
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Notes to the Interim Financial Information (continued)

pIvE %ﬁ;ﬁ’_ *4 %  36. Significant related party transactions

Related parties are those parties that have the ability to control the other party or exercise
significant influence over the other party in making financial or operating decisions. Parties
are also considered to be related if they are subject to common control. Related parties may
be individual or other entities.

The Group is subject to the control of the State Council of the PRC Government through
China Investment Corporation (“CIC”), its wholly-owned subsidiary Central Huijin
Investment Ltd. (“Central Huijin”), and BOC in which Central Huijin has controlling equity
interests.

(a) Transactions with the parent companies and the other companies
controlled by the parent companies

(i) General information of the parent companies
The Group is controlled by BOC. Central Huijin is the controlling entity of BOC, and

it is a wholly-owned subsidiary of CIC which is a wholly state-owned company
engaging in foreign currency investment and management.

Central Huijin has controlling equity interests in certain other entities in the PRC.

The Group enters into banking transactions with these companies in the normal
course of business. These include loans, investment securities and money market
transactions.
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Notes to the Interim Financial Information (continued)

36. Significant related party transactions (continued)

(a) Transactions with the parent companies and the other companies
controlled by the parent companies (continued)

(ii) Transactions with government authorities, agencies, affiliates and other state
controlled entities

The Group is subject to the control of the State Council of the PRC Government
through CIC and Central Huijin, which also directly and indirectly controls a
significant number of entities through its government authorities, agencies, affiliates
and other state controlled entities. The Group enters into banking transactions with
government authorities, agencies and affiliates and other state controlled entities in
the normal course of business and commercial terms.

These transactions may include, but are not limited to, the following:

- lending, provision of credits and guarantees, and deposit taking;

- inter-bank balance taking and placing;

- sales, purchase, underwriting and redemption of bonds issued by other
state-controlled entities;

- rendering of foreign exchange, remittance and investment related services;

- provision of fiduciary activities; and

- purchase of utilities, transport, telecommunication and postage services.
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Notes to the Interim Financial Information (continued)

36. Significant related party transactions (continued)

(b) Summary of transactions entered into during the ordinary course of
business with associates and other related parties

The aggregate income and expenses arising from related party transactions with
associates and other related parties of the Group are summarised as follows:

§FREETZ 2010 F 6 £] 30 |!
Half-year ended 30 June 2010

P ?ﬁzﬁi * 4
‘ﬁﬁf il Other related
Assoclates Parties
il BT
HK$’'m HK$’'m
Income statement items:
Administrative services fees received/
receivable - 4

2010 & 6 £] 30 !

At 30 June 2010
P R - 1
mRS jill Other related
Associates Parties
W RTE T
HK$’'m HK$’'m

Balance sheet items:

Deposits from customers 164 -
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Notes to the Interim Financial Information (continued)

36. Significant related party transactions (continued)

(b) Summary of transactions entered into during the ordinary course of

business with associates and other related parties (continued)

Income statement items:

Administrative services fees received/
receivable

Balance sheet items:
Deposits from customers
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A F AT 2009 F 6 5] 30 |
Half-year ended 30 June 2009

*H I—“j F| ﬁ)ﬁ_ !
TS fil Other related
Associates Parties
AT | 7 HHAEE 1
WAy T Py
HK$'m HK$'m
_ 4
2009 =+ 12 £] 31 [
At 31 December 2009
e £l Efjlg_ !
AT [J Other related
Associates Parties
M 1E T T IRy
T I
HK$'m HK$’'m
51 ~
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Notes to the Interim Financial Information (continued)

36. Significant related party transactions (continued)

(c) Key management personnel

Key management are those persons having authority and responsibility for planning,
directing and controlling the activities of the Group, directly or indirectly, including
directors and senior management. The Group accepts deposits from and grants loans
and credit facilities to key management personnel in the ordinary course of business.
During both the current and prior periods, no material transaction was conducted with
key management personnel of BOCHK, its holding companies and parties related to
them.

The key management compensation for the six months ended 30 June 2010 and 2009
is detailed as follows:

§E S CEY i

2010 & 2009 =

6 %] 30 [! 6530 F!
Half-year ended Half-year ended
30 June 30 June
2010 2009

AT 1 EL T

HIE HAT P

HK$’m HK$'m

Salaries and other short-term employee

benefits 23 22
Post-employment benefits 1 1
24 23
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oy

37. E,'_Tfﬁff?ﬂf@ 37. Currency concentrations
NAFNEIETR B~ ZE The following is a summary of the major foreign currency exposures arising from trading,
FIETd HB%%E ’jﬂ%ﬁij non-trading and structural positions. The net options position is calculated based on the
3 E}l"/ﬁfﬁ’fﬁ“ fi%éﬁ ° basis of delta-weighted positions of all foreign exchange options contracts.

e AU 9
Refifie el T E‘f%”iﬂ
R f"‘ o RRELESFHET

2010 = 6 £] 30 [!
At 30 June 2010

HT Iy ST

Equivalent in million of HK$

E& FIEM W Wik

US Japanese F% Australian  Pound "EJJ’rT’j‘ i?!f‘ﬁé?“ AT

Dollars Yen Euro Dollars Sterling Renminbi  Others Total

THETEY R Spot assets 400,792 5427 31,440 50,098 3,265 125,172 12,726 628,920

HEEIH Spot liabilities (259,747)  (2,214) (22,447) (36,236) (16,879) (122,725) (21,898) (482,146)

me RS Forward purchases 433,536 28,051 24,041 24,741 33,757 119,941 33,469 697,536

BR Forward sales (570,789) (31,222) (33,207) (38,578) (20,061) (119,401) (24,294) (837,552)

WA KE Net options position 36 1 - (47) (1) - (3) (14)
=/ (q) s Net long/(short)

position 3,828 43 (173) (22) 81 2,987 - 6,744

%fﬁl&ﬁ AR e Net structural position 296 - - - - 3,223 - 3,519

2009 =+ 12 5| 31 [!
At 31 December 2009
ST 1T T
AT
Equivalent in million of HK$
E&E F IS Rk 55

US Japanese B &L Australian Pound kf*lfl'ﬁ“ il P’ﬂL?fl"yT A

Dollars Yen Euro Dollars  Sterling Renminbi Others Total

FlEEYE Spot assets 356,581 17,647 40,265 43,780 3486 80,452 14,894 557,105

HEEIH Spot liabilities (228,420)  (2,304) (24,465) (30,795) (15,579) (79,442) (23,456) (404,461)

mES Forward purchases 419,917 19,012 21,741 23307 31,121 71,103 34,469 620,670

R Forward sales (536,700) (34,296) (37,537) (36,557) (19,273) (70,644) (25,910) (760,917)

WA KE Net options position 233 (2) (5) (7) 1 - 7 227
=/ () s Net long/(short)

position 11,611 57 (1) (272) (244) 1,469 4 12,624

%fﬁl&ﬁ AR e Net structural position 295 - - - - 2,958 - 3,253
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38. E—’%@IE}@ 38. Cross-border claims
sy Fgﬁ TR B EhE The information on cross-border claims discloses exposures to foreign counterparties on
E7% SENG =T N ] which the ultimate risk lies, and is derived according to the location of the counterparties after
Bk 53 g o %ﬁlﬁ:ﬁﬁ* pASERE taking into account any transfer of risk. In general, such transfer of risk takes place if the
B 1417 N = i e claims are guaranteed by a party in a country, which is different from that of the counterparty,
Fo — N DY or if the claims are on an overseas branch of a bank whose head office is located in another
PER S A 4 fﬁ 2 country. Only regions constituting 10% or more of the aggregate cross-border claims are
T ﬁ ﬂ}fﬁ%’»}i H# FAENAC analysed by geographical areas and disclosed as follows:
7][7‘!17[ LIP F" I'I '+
bl B | FFEfi”?[ﬁﬂ’
[ NG LR N o
it 10%5 1) =Vl
3 bR g
FHRE
#l5  Public sector Hp AT
Banks entities Others Total
AP il BT il
HK$’m HK$’'m HK$’'m HK$’m
#2010 = 6 £] 30 [! At 30 June 2010
Eni‘\'\' T Ep?ﬁ?‘,?ﬁ» Asia, other than
Hong Kong
- FHESI2 - Mainland China 123,557 86,495 67,758 277,810
- Ep - Others 51,526 9,403 23,170 84,099
175,083 95,898 90,928 361,909
J==p North America
- - United States 806 42,362 34,937 78,105
- kP - Others 13,530 1,974 1,504 17,008
14,336 44,336 36,441 95,113
[ Western Europe
- il - United Kingdom 29,628 2,514 561 32,703
-k - Others 58,029 13,268 5,238 76,535
87,657 15,782 5,799 109,238
WSt Total 277,076 156,016 133,168 566,260
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Notes to the Interim Financial Information (continued)

38. Cross-border claims (continued)

At 31 December 2009

Asia, other than
Hong Kong
- Mainland China
- Others

North America
- United States
- Others

Western Europe
- United Kingdom
- Others

Total

? i'i?e%%
L= Public sector Rl AET
Banks entities Others Total
M T S 1L T HMEE 1 L S 1T
W T LY T Y AR
HK$'m HK$'m HK$'m HK$'m
89,075 58,893 46,642 194,610
58,727 17,048 22,118 97,893
147,802 75,941 68,760 292,503
1,981 39,587 31,980 73,548
12,493 1,754 1,425 15,672
14,474 41,341 33,405 89,220
37,434 912 1,356 39,702
87,243 10,952 5,072 103,267
124,677 11,864 6,428 142,969
286,953 129,146 108,593 524,692
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at

39. ZEALSAVHIBI #YR 39. Non-bank Mainland China exposures
e =i

JERLSH 1D B ST 5 Non-bank counterparties are identified in accordance with the definitions set out in the
ﬁﬁf Fh FEpA TR f;}‘?«’ prudential return “Quarterly Analysis of Loans and Advances and Provisions” issued by the
K v fﬁ SRS 5 S S HKMA. Exposures in Mainland China arising from non-bank counterparties are
EHPEE %Jl:ﬁim BN summarised as follows:

Pl g

2010 & 6 £] 30 |!
At 30 June 2010

FEOE OB I
AP A9 e
e i e Ind|V|duaIIy
On-balance  Off-balance =@ EHE assessed
sheet sheet Total impairment
exposure exposure exposure allowances
TR 0 S T
HK$’m HK$’m HK$’m HK$’m
Pl [ % Mainland China entities 118,694 56,025 174,719 74
P il i~ e Companies and individuals
?i Ulf[ £ outside Mainland China where
the credit is granted for use in
Mainland China 31,350 16,203 47,553 25
RS pU [ R R Other non-bank Mainland China
i g exposures 26,449 10,083 36,532 42
176,493 82,311 258,804 141
2009 F 12 5| 31 [!
At 31 December 2009
oYk Fi i ok Fif JU* ff
APy Ay g 7%% fifi 3¢ f‘é i
B [ R B [ Individually
On-balance Off-balance et [l pfs assessed
sheet sheet Total impairment
exposure exposure exposure allowances
VST [ F T HLASCT | B 5 ST | ST |
e 5 T 1) 5 I U T R LT
HK$'m HK$'m HK$'m HK$'m
il l[ﬁsifmi*':ﬁ‘-ﬂf% Mainland China entities 101,935 44,228 146,163 73
F[x{gszligﬁ o ’Fljk’/ Ml & B Companies and individuals
S lﬁ £ outside Mainland China where
the credit is granted for use in
Mainland China 26,176 18,260 44,436 81
P 2L ol P B e Other non-bank Mainland China
[egasie exposures 22,203 7,605 29,808 42
150,314 70,093 220,407 196
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Notes to the Interim Financial Information (continued)

40. ?F&;[ﬁ‘?ﬁf‘l‘—.ﬁﬂuﬁﬂ 40. Compliance with HKAS 34

41.

#®Z 2010 = :
Hﬁstfi A HT ﬁfﬁ?
i e T
U?LT34§”Fr [1HHRA 555

IJ AV

_.4_
iy
—
J
2y

T

B ERE

=l 13 "‘ﬁ;'—l FrEL £
= Wﬁﬂ’rT%Wﬁ
HRRET o B 2009 F
E 31 [ R
PHEIED FIJFEE'P'J R
b e Iﬁif‘ %_E?E'%&EJFA
2010 F 3k 23 P
%W%‘LE'F”WE"FHFJ%

T‘T

41

The interim report for the first half of 2010 complies with HKAS 34 “Interim Financial
Reporting” issued by the HKICPA.

. Statutory accounts

The information in this interim report is unaudited and does not constitute statutory
accounts. The statutory accounts for the year ended 31 December 2009 have been
delivered to the Registrar of Companies and the HKMA. The auditor expressed an
unqualified opinion on those statutory accounts in their report dated 23 March 2010.
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INDEPENDENT REVIEW REPORT

REPORT ON REVIEW OF INTERIM FINANCIAL INFORMATION
TO THE BOARD OF DIRECTORS OF

BANK OF CHINA (HONG KONG) LIMITED

(incorporated in Hong Kong with limited liability)

Introduction

We have reviewed the interim financial information set out on pages 50 to 155, which comprises the condensed consolidated
balance sheet of Bank of China (Hong Kong) Limited (the “Bank”) and its subsidiaries (together, the “Group”) as at 30 June 2010 and
the related condensed consolidated statements of income, comprehensive income, changes in equity and cash flows for the
six-month period then ended, and a summary of significant accounting policies and other explanatory notes. The directors of the
Bank are responsible for the preparation and presentation of this interim financial information in accordance with Hong Kong
Accounting Standard 34 “Interim Financial Reporting”. Our responsibility is to express a conclusion on this interim financial
information based on our review and to report our conclusion solely to you, as a body, in accordance with our agreed terms of
engagement and for no other purpose. We do not assume responsibility towards or accept liability to any other person for the
contents of this report.

Scope of Review

We conducted our review in accordance with Hong Kong Standard on Review Engagements 2410, “Review of Interim Financial
Information Performed by the Independent Auditor of the Entity” issued by the Hong Kong Institute of Certified Public Accountants.
A review of interim financial information consists of making inquiries, primarily of persons responsible for financial and accounting
matters, and applying analytical and other review procedures. A review is substantially less in scope than an audit conducted in
accordance with Hong Kong Standards on Auditing and consequently does not enable us to obtain assurance that we would
become aware of all significant matters that might be identified in an audit. Accordingly, we do not express an audit opinion.

Conclusion

Based on our review, nothing has come to our attention that causes us to believe that the interim financial information is not
prepared, in all material respects, in accordance with Hong Kong Accounting Standard 34 “Interim Financial Reporting”.

|
r MMM

PricewaterhouseCoopers
Certified Public Accountants
Hong Kong, 26 August 2010
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Additional Information

1. 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, Hong Kong Ordinary shares 100.00% Banking business
Limited 2 February 1948 HK$700,000,000

Chiyu Banking Corporation Hong Kong Ordinary shares 70.49% Banking business
Limited 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

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) Hong Kong Ordinary shares 100.00% Trustee and agency
Trustees Limited* 6 November 1987 HK$3,000,000 services

BOC Group Trustee Company Hong Kong Ordinary shares 64.20% Trustee services
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 Islands Ordinary shares 100.00% Note issuing
(Cayman) Limited 10 November 2006 US$50,000

BOCHK Information PRC Registered capital 100.00% Property holding and
Technology (Shenzhen) 16 April 1990 HK$70,000,000 investment
Co., Ltd.*

BOCHK Information PRC Registered capital 100.00% Information
Technology Services 26 May 1993 HK$40,000,000 technology services
(Shenzhen) Ltd.*

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 and
Limited 9 April 1980 HK$200 investment

Dwell Bay Limited Hong Kong Ordinary shares 100.00% Property holding and

19 December 1980

HK$100,000
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Additional Information (continued)

1. 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 Technology PRC Registered capital 100.00% Property holding and
(Shenzhen) Co., Ltd.* 24 September 1993 HK$40,000,000 investment
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 and
Developments (H.K.) 15 May 1981 HK$6,000 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 and
Corporation Limited 9 November 1963 HK$2,000,000 investment
Kwong Li Nam Investment Hong Kong Ordinary shares 100.00% Investment agency
Agency Limited* 25 May 1984 HK$3,050,000
Nan Song Company, Limited* Hong Kong Ordinary shares 100.00% Property investment
13 April 1965 HK$1,000,000 and investment
holding
Nanyang Commercial Bank PRC Registered capital 100.00% Banking business
(China), 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 Hong Kong Ordinary shares 100.00% Trustee services
Trustee Limited* 22 October 1976 HK$3,000,000
Nanyang Finance Company Hong Kong Ordinary shares 100.00% Financial services

Limited

16 March 1979

HK$50,000,000
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Additional Information (continued)

1. 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 USs$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 and
27 September 1983 HK$10,000 investment
Po Hay Enterprises Limited Hong Kong Ordinary shares 100.00% Property holding and
2 October 1979 HK$100,000 investment
Po Sang Financial Investment Hong Kong Ordinary shares 100.00% Gold trading and
Services Company Limited* 23 September 1980 HK$25,000,000 investment holding
Po Sang Futures Limited* Hong Kong Ordinary shares 100.00% Commodities
19 October 1993 HK$25,000,000 brokerage
Seng Sun Development Hong Kong Ordinary shares 70.49% Investment holding
Company, Limited* 11 December 1961 HK$2,800,000
Shenstone Limited Hong Kong Ordinary shares 100.00% Property holding and
4 September 1979 HK$2 investment
Sin Chiao Enterprises Hong Kong Ordinary shares 100.00% Property holding and
Corporation, Limited* 13 September 1961 HK$3,000,000 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 and investment
Sino Information Services Hong Kong Ordinary shares 100.00% Information services
Company Limited* 11 February 1993 HK$7,000,000
The China-South Sea Hong Kong Ordinary shares 100.00% Nominee services

(Nominees) Services
Limited”

13 February 1981

HK$100,000
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Additional Information (continued)

1. 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
Track Link Investment Limited Hong Kong Ordinary shares 100.00% Property holding and
8 February 1994 HK$2 investment

Arene Trading Limited, Rams City (Nominees) Limited, Yien Yieh (Nominee) Limited and The China State Trustee Limited had
been dissolved on 13 April 2010.

Sanicon Investment Limited, Hua Chiao Commercial (Nominees) Limited and The China State (Nominees) Limited had been

dissolved on 14 June 2010.

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.

2, Fféﬁ (#L=% (#F) 2. Compliance with the Banking (Disclosure) Rules
HED

* FEEA Hlﬁﬂ%ﬁ R ﬁ The unaudited interim report complies with the requirements set out in the Banking
<%‘L1%‘§1|ﬁ;|’7ﬂ> :’Flj\ <%‘L|‘%‘§\’ (Disclosure) Rules.
(Jg) W) DRI -
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Definitions

In this Interim 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
“ALMD” the Asset and Liability Management Department
“ATM” Automated Teller Machine

“Board” or “Board of Directors”

the Board of Directors of BOCHK

“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

“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

“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

“CBRC” China Banking Regulatory Commission

“CE” Chief Executive

“ClC” China Investment Corporation

“CRO” Chief Risk Officer

“Central Huijin”

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

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

“EURIBOR” Euro Interbank Offered Rate

“FIRB” Foundation internal ratings-based approach

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

“HIBOR” Hong Kong Interbank Offered Rate

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

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

Terms Meanings
“HKICPA” Hong Kong Institute of Certified Public Accountants
“HKMA” Hong Kong Monetary Authority

“Hong Kong” or “Hong Kong SAR”

Hong Kong Special Administrative Region

“IPO” Initial Public Offering
“7” Information Technology
“LIBOR” London Interbank Offered Rate

“Mainland” or “Mainland China”

the mainland of the PRC

“MBS” Mortgage-backed securities

“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

“OR&CD” the Operational Risk & Compliance Department

“PRC” the People’s Republic of China

“‘RC” the Risk Committee

“RMB” or “Renminbi”

Renminbi, the lawful currency of the PRC

“RMBS” Residential mortgage-backed securities
“RMD” the Risk Management Department
“SME(s)” Small and medium-sized enterprise(s)

“Stock Exchange”

The Stock Exchange of Hong Kong Limited

“US” or “USA”

the United States of America

“WAR”

Value at Risk
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