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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 Highlights

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

30 June 31 December 30 June

HK$’m, except percentage amounts 2011 2010 2010,
Net interest income 9,357 9,004 8,239
Other operating income 5,314 5,380 4,065
Net operating income before impairment allowances 14,671 14,384 12,304
Operating expenses (1,898) (4,951) (4,442)
Operating profit before impairment allowances 12,773 9,433 7,862
Net reversal of impairment allowances 1 207 161
Others 1,484 904 599
Profit before taxation 14,258 10,544 8,622
Profit attributable to equity holders of the Bank 11,804 8,766 7,098
Net interest margin 1.14% 1.34% 1.50%)
Non-interest income ratio 36.22% 37.40% 33.04%
Cost-to-income ratio 12.94% 34.42% 36.10%

In the first half of 2011, the Group continued to strive for balanced growth that supports long-term development. By tapping into
opportunities arising from the economic recovery and the fast-expanding offshore RMB market, the Group achieved encouraging
results. At the same time, it stayed alert to various risks in its operating environment and continued to exercise prudent risk

management.

Compared to the first half of 2010, the Group’s net operating income before impairment allowances increased by HK$2,367 million or
19.2% to HK$14,671 million. The increase was mainly attributable to higher net interest income, net fee and commission income as
well as net trading gain. Operating expenses decreased sharply primarily due to the net recovery from the underlying collateral of the
Lehman Brothers Minibonds. The Group recorded a modest amount of net reversal of impairment allowances. The net gain on
property revaluation also rose year-on-year. The Group’s profit attributable to equity holders increased by HK$4,706 million, or 66.3%,

to HK$11,804 million.

As compared to the second half of 2010, the Group’s profit attributable to equity holders increased by HK$3,038 million, or 34.7%
mainly due to the growth in net operating income, the net recovery from the underlying collateral of the Lehman Brothers Minibonds
and the increase in net gain on property revaluation. Both net interest income and net fee and commission income rose, while net

trading gain registered a decline due to mark-to-market changes of certain financial instruments.
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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 2011 2010 2010
Interest income 14,316 12,013 9,947
Interest expense (4,959) (3,009) (1,708)
Net interest income 9,357 9,004 8,239
Average interest-earning assets 1,659,621 1,330,672 1,109,143
Net interest spread 1.08% 1.29% 1.46%
Net interest margin 1.14% 1.34% 1.50%
Adjusted net interest margin* (adjusted for clearing bank
function) 1.40% 1.46% 1.55%

* The adjusted net interest margin excludes the estimated impact of RMB clearing services performed by BOCHK. Since December 2003, the Bank has
been appointed as the clearing bank to provide RMB clearing services in Hong Kong.

Compared to the first half of 2010, the Group’s net interest income increased by HK$1,118 million or 13.6% on the back of growth in
average interest-earning assets. Net interest income continued to be compressed by the narrowing of net interest spread.

In the first half of 2011, average interest-earning assets increased by HK$550,478 million or 49.6% year-on-year, mainly supported
by the increase in both customer deposits and RMB funds from the clearing bank business. Net interest margin was 1.14%, down 36
basis points compared to the first half of 2010. Should the estimated impact of BOCHK’s RMB clearing function in Hong Kong be
excluded, the adjusted net interest margin would have been 1.40%, down 15 basis points.
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Management’s Discussion and Analysis (continued)

The summary below shows the average balances and average interest rates of individual categories of assets and liabilities:

Half-year ended Half-year ended Half-year ended
30 June 2011 31 December 2010 30 June 2010
Average Average Average Average Average Average
balance yield balance yield balance yield
ASSETS HK$’m % HK$'m Y% HK$'m %
Balances and placements with banks
and other financial institutions 628,078 1.21 340,471 1.15 211,324 0.95
Debt securities investments 384,815 2.15 381,802 2.02 336,295 2.07
Loans and advances to customers 630,304 2.02 593,698 2.02 547,249 2.00
Other interest-earning assets 16,424 1.74 14,701 1.48 14,275 1.26
Total interest-earning assets 1,659,621 1.74 1,330,672 1.79 1,109,143 1.81
Non interest-earning assets 147,867 - 126,001 - 108,102 -
Total assets 1,807,488 1.60 1,456,673 1.64 1,217,245 1.65
Half-year ended Half-year ended Half-year ended
30 June 2011 31 December 2010 30 June 2010
Average Average Average Average Average Average
balance rate balance rate balance rate
LIABILITIES HK$’'m % HK$'m Y% HK$'m %
Deposits and balances from banks and
other financial institutions 441,309 0.89 179,419 0.87 105,914 0.58
Current, savings and fixed deposits 1,005,508 0.53 912,262 0.41 812,289 0.27
Subordinated liabilities 27,094 2.1 27,840 1.68 26,373 2.10
Other interest-bearing liabilities 41,910 0.40 68,091 0.35 39,572 0.31
Total interest-bearing liabilities 1,515,821 0.66 1,187,612 0.50 984,148 0.35
Non interest-bearing deposits 69,102 - 76,705 - 58,103 -
Shareholders’ funds” and non
interest-bearing liabilities 222,565 - 192,356 - 174,994 -
Total liabilities 1,807,488 0.55 1,456,673 0.41 1,217,245 0.28

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

Average yield of interest-earning assets fell by 7 basis points while the average rate of interest-bearing liabilities increased by 31

basis points. As a result, the net interest spread decreased year-on-year by 38 basis points. Contribution from net free fund

increased by 2 basis points.

The increased proportion of loans and advances with pricing based on interbank market rates (hereafter called “market rate-based

loans”) put pressure on asset yield. Meanwhile, the local RMB deposits (including those arising from the clearing bank business and

the Group’s customers) grew significantly. However, the spread remained low as the use of offshore RMB fund was still limited.

Deposit costs also rose amid keen market competition.
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Management’s Discussion and Analysis (continued)

The adverse impact from the above-mentioned factors was moderated by the Group’s growth in higher-yielding assets such as loans
and advances to customers. The Group also focused on enhancing the pricing of its corporate lending and improved the pricing of
new corporate loans during the period. In the second quarter of 2011, the Group raised the pricing of HIBOR-based residential

mortgage loans several times.

Compared to the second half of 2010, net interest income increased by HK$353 million or 3.9% primarily due to the growth in
average interest-earning assets. Net interest margin was 1.14%, down 20 basis points. Should the estimated impact of BOCHK’s

RMB clearing function in Hong Kong be excluded, the adjusted net interest margin would have been 1.40%, down 6 basis points.

Persistently low market interest rates, increased deposit costs, higher proportion of market rate-based loans coupled with the growth
in local RMB assets put pressure on the Group’s net interest margin. These negative factors were partly counterbalanced by the

growth in higher-yielding assets such as loans and advances to customers and debt securities investments.

Net Fee and Commission Income

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

30 June 31 December 30 June

HK$'m 2011 2010 2010
Securities brokerage 1,485 1,829 1,509
Credit cards 1,202 1,110 914
Insurance 568 392 363
Loan commissions 588 338 623
Bills commissions 418 380 371
Payment services 303 296 272
Currency exchange 224 207 125
Funds distribution 176 93 67
Trust services 123 108 98
Safe deposit box 107 97 103
Others 216 216 198
Fee and commission income 5,410 5,066 4,643
Fee and commission expenses (1,435) (1,340) (1,083)
Net fee and commission income 3,975 3,726 3,560

Net fee and commission income rose by HK$415 million or 11.7% year-on-year to HK$3,975 million, primarily due to the increase of
HK$205 million or 56.5% in commission income from the insurance business and HK$109 million or 162.7% from fund distribution.
The commission income from insurance, comprising life insurance and general insurance, grew with the rise in business volume. To
boost the sale of funds, the Group stepped up its marketing efforts and enhanced its customer services through an investment
product specialist team. Fee income from credit cards grew as the cardholder spending and merchant acquiring volume increased by
26.2% and 38.4% respectively. Fee and commission income from currency exchange and bills also recorded satisfactory growth.
Fee and commission expenses rose by HK$352 million or 32.5%, mainly due to the increases in credit cards and insurance

commission expenses.
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Management’s Discussion and Analysis (continued)

Compared to the second half of 2010, net fee and commission income increased by HK$249 million or 6.7%. The growth was mainly
driven by the HK$250 million or 74.0% increase in loan commissions and HK$176 million or 44.9% rise in insurance commission
income. At the same time, fee income from credit card business rose by HK$92 million or 8.3% while commission from fund
distribution grew by HK$83 million or 89.2%. Fee income from other traditional businesses such as bills and currency exchange also
grew. Fee income from securities brokerage declined by HK$ 344 million or 18.8% as investment sentiments turned weaker in the

first half of 2011.

Net Trading Gain/(Loss)

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

30 June 31 December 30 June

HK$'m 2011 2010 2010
Foreign exchange and foreign exchange products 662 645 354
Interest rate instruments and items under fair value hedge (2) 515 (424)
Equity instruments 32 12 (20)
Commodities 71 58 58
Net trading gain/(loss) 763 1,230 (32)

Net trading gain was HK$763 million, increasing by HK$795 million from the first half of 2010. The growth was mainly driven by the
increase in net trading gain from foreign exchange and related products as well as the decrease in net trading loss of interest rate
instruments and items under fair value hedge. Net trading gain from foreign exchange and related products rose by HK$308 million
or 87.0%, which was mainly attributable to the fast-growing currency exchange activities. The decrease in net trading loss from
interest rate instruments and items under fair value hedge was primarily due to the change in mark-to-market values of certain

interest rate swap contracts.

Compared to the second half of 2010, net trading gain declined by HK$467 million or 38.0%. The decrease was mainly due to the

decline in mark-to-market gain on certain interest rate instruments.
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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 2011 2010 2010
Staff costs 2,691 2,774 2,463
Premises and equipment expenses (excluding depreciation) 598 615 565
Depreciation on owned fixed assets 612 573 554
Other operating expenses 832 977 783
Core operating expenses 4,733 4,939 4,365
Impact of Lehman Brothers-related products* (2,835) 12 77
Total operating expenses 1,898 4,951 4,442
Cost-to-income ratio 12.94% 34.42% 36.10%
Core cost-to-income ratio 32.26% 34.34% 35.48%

* For details, see Note 2 and Note 10 to the Interim Financial Information.

The Group’s total operating expenses dropped by HK$2,544 million, or 57.3%, to HK$1,898 million. The decrease was mainly due to
the net recovery of HK$2,854 million from the underlying collateral of the Lehman Brothers Minibonds. The Group’s core operating
expenses increased by HK$368 million or 8.4%. In the first half of 2011, the Group focused on enhancing operational efficiency and

investing for business development.

Staff costs increased by HK$228 million or 9.3%, mainly due to the increase in headcount, in particular front-line staff, and higher
salaries and performance-related remuneration. Compared to 30 June 2010, headcount measured in full-time equivalents rose by
828 to 13,914 as at 30 June 2011.

Premises and equipment expenses increased by HK$33 million or 5.8%, as a result of higher rental for branches in Hong Kong and
the Mainland. Depreciation on owned fixed assets rose by HK$58 million or 10.5%, which was attributable to larger depreciation

charge on premises following the upward revaluation.

Other operating expenses rose by HK$49 million or 6.3% mainly due to higher marketing and promotion expenses as well as

expenses connected with the growth in business volume.

Compared to the second half of 2010, operating expenses declined by HK$3,053 million or 61.7%. This was largely due to the impact

of the Lehman Brothers-related products as well as lower staff costs and promotional expenses in the first half of 2011.
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Management’s Discussion and Analysis (continued)

Net (Charge)/Reversal of Loan Impairment Allowances

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

30 June 31 December 30 June

HK$'m 2011 2010 2010
Net reversal/(charge) of allowances before recoveries

- individual assessment 42 93 56

- collective assessment (295) (272) (256)

Recoveries 216 155 294

Net (charge)/reversal of loan impairment allowances (37) (24) 94

The Group registered a modest amount of net charge of loan impairment allowances of HK$37 million in the first half of 2011.

As the economic environment continued to improve, the Group recorded a net reversal of individual impairment allowances before
recoveries in the current period amounting to HK$42 million. Meanwhile, net charge of collective impairment allowances before
recoveries increased by HK$39 million or 15.2% year-on-year to HK$295 million mainly due to loan growth and the periodic review of

the parameter values in the assessment model.

Compared to the second half of 2010, net charge of loan impairment allowances increased by HK$13 million or 54.2%. Net charge of

collective impairment allowances before recoveries increased mainly due to loan growth in the first half of 2011.
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Management’s Discussion and Analysis (continued)

Financial Position

At 30 June At 31 December
HK$'m, except percentage amounts 2011 2010
Cash and balances with banks and other financial institutions 419,120 415,145
Placements with banks and other financial institutions maturing between one and
twelve months 89,618 39,499
Hong Kong SAR Government certificates of indebtedness 54,460 46,990
Securities investments' 394,544 384,412
Advances and other accounts 719,459 645,391
Fixed assets and investment properties 47,757 41,374
Other assets’ 52,471 39,383
Total assets 1,777,429 1,612,194
Hong Kong SAR currency notes in circulation 54,460 46,990
Deposits and balances from banks and other financial institutions 386,904 313,784
Deposits from customers 1,106,685 1,029,520
Other accounts and provisions3 83,443 88,734
Subordinated liabilities* 27,838 26,877
Total liabilities 1,659,330 1,505,905
Non-controlling interests 1,825 1,615
Capital and reserves attributable to the equity holders of the Bank 116,274 104,674
Total liabilities and equity 1,777,429 1,612,194
Loan-to-deposit ratio® 60.76% 59.55%

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, debt securities in issue at amortised cost, current tax liabilities and

deferred tax liabilities are included in other accounts and provisions.

4 Subordinated liabilities comprise USD subordinated notes issued in 2010 and EUR subordinated loans granted by BOC in 2008.

5 The deposit base also includes structured deposits reported as “Financial liabilities at fair value through profit or loss”.

As at 30 June 2011, the Group’s total assets amounted to HK$1,777,429 million, up HK$165,235 million or 10.2% from the end of

2010. The overall asset growth was primarily driven by the expansion of the Group’s core banking businesses and RMB business in

Hong Kong. Key changes include:

®  Placements with banks and other financial institutions maturing between one and twelve months increased by HK$50,119

million, or 126.9%, mainly due to the growth in RMB placements with banks and other financial institutions.

®  Securities investments increased by HK$10,132 million or 2.6%, mainly due to the increase in investments in
government-related securities as well as high-quality financial institutions and corporate debts.
®  Advances and other accounts rose by HK$74,068 million or 11.5%, which was mainly attributable to the growth in advances to

customers by HK$59,631 million or 9.7%.

®  Other assets grew by HK$13,088 million or 33.2% which was mainly led by the increase in derivative financial instruments and

accounts receivable.

®  Deposits and balances from banks and other financial institutions increased by HK$73,120 million or 23.3%, led by the growth

in interbank borrowing as well as RMB deposits from banks.
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Management’s Discussion and Analysis (continued)

Advances to Customers

At 30 June At 31 December
HK$’m, except percentage amounts 2011 % 2010 %
Loans for use in Hong Kong 434,595 64.6 387,054 63.1
Industrial, commercial and financial 231,812 34.5 206,947 33.7
Individuals 202,783 30.1 180,107 29.4
Trade finance 59,840 8.9 53,396 8.7
Loans for use outside Hong Kong 178,382 26.5 172,736 28.2
Total advances to customers 672,817 100.0 613,186 100.0

The Group had adhered to a balanced growth strategy with regard to its loan book. It also strived to optimise the loan portfolio
structure and improve its pricing. As a result, the Group recorded a healthy loan growth of HK$59,631 million or 9.7% to HK$672,817
million in the first half of 2011.

Loans for use in Hong Kong grew by HK$47,541 million or 12.3%.

u Lending to the industrial, commercial and financial sectors increased by HK$24,865 million, or 12.0%, to HK$231,812 million,
covering a wide range of industries. Notable growth was recorded in the lending to wholesale and retail trade, property
investment as well as transport and transport equipment.

Residential mortgage loans (excluding those under the Government-sponsored Home Ownership Scheme) were up by
HK$20,660 million, or 14.0%, to HK$168,084 million, as a result of the Group’s effective marketing efforts in an active property
market particularly in the first quarter of the year. The proportion of total new drawdown in HIBOR-based residential mortgage

loans increased as customers were more inclined to take advantage of low interbank rates.

Trade finance rose by HK$6,444 million or 12.1%. Meanwhile, loans for use outside Hong Kong grew by HK$5,646 million or 3.3%.

Deposits from Customers*

At 30 June At 31 December

HK$’m, except percentage amounts 2011 % 2010 %
Demand deposits and current accounts 72,549 6.5 71,336 6.9
Savings deposits 523,109 47.2 528,353 51.3
Time, call and notice deposits 511,027 46.2 429,831 41.8
1,106,685 99.9 1,029,520 100.0

Structured deposits designated at fair value through
profit or loss 569 0.1 234 0.0
Deposits from customers 1,107,254 100.0 1,029,754 100.0

* including structured deposits

In the first half of 2011, the Group’s deposits from customers increased by HK$77,500 million, or 7.5%, to HK$1,107,254 million.
Customers were inclined to shift their funds towards fixed deposits for higher interest rates amid the competition among banks in
Hong Kong. Time, call and notice deposits rose by HK$81,196 million or 18.9% to HK$511,027 million. Savings deposits recorded a
drop of HK$5,244 million or 1.0%. The Group’s loan-to-deposit ratio was up 1.21 percentage points to 60.76% at the end of June
2011.
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Management’s Discussion and Analysis (continued)

Loan Quality
At 30 June At 31 December
HK$’m, except percentage amounts 2011 2010
Advances to customers 672,817 613,186
Classified or impaired loan ratio' 0.10% 0.14%
Impairment allowances 2,470 2,311
Regulatory reserve for general banking risks 6,595 5,076
Total allowances and regulatory reserve 9,065 7,387
Total allowances as a percentage of advances to customers 0.37% 0.38%
Impairment allowances? on classified or impaired loan ratio 38.53% 40.02%
Residential mortgage loans® - delinquency and rescheduled loan ratio* 0.01% 0.02%
Card advances - delinquency ratio*® 0.15% 0.15%
Half-year ended Half-year ended
30 June 2011 30 June 2010
Card advances - charge-off ratio®® 1.07% 1.56%

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.

[o2 B &) B S OV

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.

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

The Group’s loan quality remained sound, with the classified or impaired loan ratio falling by 0.04 percentage point to 0.10%.

Classified or impaired loans decreased by HK$161 million, or 18.6%, to HK$706 million mainly due to collections and fewer new

classified loans. New classified loans in the first half of 2011 represented approximately 0.03% of total loans outstanding.

Total impairment allowances, including both individual assessment and collective assessment, amounted to HK$2,470 million. Total

impairment allowances in respect of the classified or impaired loans as a percentage of total classified or impaired loans accounted

for 38.53%.

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 0.01% at the end of June 2011. As compared to the first half of 2010, the charge-off ratio of card advances

dropped by 0.49 percentage points to 1.07%, 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 2011 2010
Core capital 83,563 78,275
Deductions (791) (332)
Core capital after deductions 82,772 77,943
Supplementary capital 31,347 33,876
Deductions (791) (332)
Supplementary capital after deductions 30,556 33,544
Total capital base after deductions 113,328 111,487
Risk-weighted assets
Credit risk 561,273 648,236
Market risk 21,722 18,328
Operational risk 48,789 47,895
Capital floor adjustment 41,768 -
Deductions (30,230) (23,862)
Total risk-weighted assets 643,322 690,597
Capital adequacy ratios (consolidated basis)
Core capital ratio 12.87% 11.29%
Capital adequacy ratio 17.62% 16.14%
Half-year ended Half-year ended
30 June 2011 30 June 2010
Average liquidity ratio 36.38% 37.81%

The Group adopted the foundation internal ratings-based (“FIRB”) approach to calculate credit risk and standardised (credit risk)
(“STC”) approach for certain credit exposures being exempted from FIRB effective from 1 January 2011. The market risk of the
Group mainly sourced from BOCHK. BOCHK adopted the internal models approach (“IMM”) to calculate general market risk for
interest rate and exchange rate exposures effective from 1 April 2011 while the Group continued to adopt the standardised (market
risk) (“STM”) approach to calculate the remaining market risk. In addition, the Group continued to adopt the standardised (operational
risk) (“STO”) approach for operational risk. The Group’s capital adequacy ratio was calculated based on the various risk

measurement approaches above.

The Group adopted the STC approach and STM approach to calculate credit risk and market risk respectively as at 31 December

2010. As a result of the change in the basis used, the amounts shown above are not directly comparable.

Consolidated capital adequacy ratio of the banking group at 30 June 2011 was 17.62%. The Group'’s total capital base expanded by

1.7% to HK$113,328 million mainly due to the increase in retained earnings.

The average liquidity ratio in the first half of 2011 remained strong at 36.38%.
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BUSINESS REVIEW

PERSONAL BANKING
Half-year ended Half-year ended
HK$'m 30 June 2011 30 June 2010
Net interest income 2,843 2,932
Other operating income 2,720 2,384
Operating income 5,563 5,316
Operating expenses (2,754) (3,044)
Operating profit before impairment allowances 2,809 2,272
Net charge of loan impairment allowances (77) (37)
Others (9) (5)
Profit before taxation 2,723 2,230
At 30 June At 31 December
2011 2010
Segment assets 237,746 210,978
Segment liabilities 656,172 657,605

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

Financial Results

In the first half of 2011, the Group’s Personal Banking business recorded a profit before taxation of HK$2,723 million, up HK$493
million or 22.1% year-on-year. Operating income rose by 4.6%, driven mainly by the increase in net fee and commission income. The
increase was, however, partially offset by a drop in net interest income. Operating profit before impairment allowances was

HK$2,809 million, up 23.6%.

Net interest income decreased by 3.0% mainly because of higher deposit costs despite a growth in average balance of loans and
advances. Other operating income rose by 14.1% on account of the strong growth in fee income from insurance and fund

distribution.

During the period, a more detailed and comprehensive cost allocation mechanism was adopted. No change has been made to the
comparative figures. If the same cost allocation mechanism is applied for the same period last year, it is estimated that operating
expenses in the first half of 2011 would have increased by HK$179 million year-on-year. The increase was mainly due to higher

business-related expenses such as marketing and promotional expenses.

Net charge of loan impairment allowances was HK$77 million, mainly due to impairment allowances made on collective assessment.

The increase was in line with the expansion of loan balances.

Advances and other accounts, including mortgage loans and card advances, increased by 12.3% to HK$220,649 million, while

deposits from customers dropped by 0.3% to HK$626,172 million.
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Business operation

The Group managed to achieve solid growth in major Personal Banking businesses in the first half of 2011. It registered satisfactory
growth in its residential mortgage business with improved pricing of new HIBOR-based mortgage loans. It also continued to enhance
its securities business platform with the newly established mobile banking channel. Meanwhile, the Group strived to provide more
differentiated services to its wealth management customers. The credit card business grew steadily in terms of card issuance and
merchant acquiring volume. To meet customers’ demand for RMB banking products and services, the Group expanded its product

spectrum substantially, thus reinforcing its premier position in Hong Kong’s RMB banking business as a whole.

Robust growth of residential mortgages

The Group maintained its steady growth in the first half of 2011. It launched the “First-year HIBOR-based and Prime-based
afterwards” mortgage plan to meet customers’ needs. Meanwhile, the Group continued to strengthen its strategic partnership with
major property developers and participated in joint promotions in most of the prime property development projects. The Group’s
outstanding residential mortgage loans grew by 14.0% from the end of 2010. In view of higher funding costs, the Group raised
the pricing of new HIBOR-based mortgage loans. The credit quality of residential mortgages remained sound under the Group’s

rigorous risk assessment and control over the mortgage business.

Further development of investment and insurance businesses

The Group expanded its stock brokerage service spectrum and embarked on a number of promotion and marketing campaigns. With
the support of the new mobile banking service, stock brokerage volume through this channel increased satisfactorily. As for the fund
distribution business, more RMB funds were introduced. The phenomenal 237.1% growth in the Group’s retail fund distribution
volume was partly accounted for by the professional consultation service on retail funds jointly offered by the sales staff and the

newly formed Investment Product Specialist Team.

Regarding its Bancassurance business, the Group maintained its competitive advantages by enhancing its sales model, launching
effective marketing campaigns and implementing a multi-channel distribution strategy. The financial planning model continued to
expand with encouraging results. There was robust growth in the sales of insurance products. Meanwhile, more RMB insurance
products were introduced to meet the market’'s demand. The Group further improved its service quality. New initiatives such as the

customer satisfaction survey were taken for the purpose of service enhancement.

Decent growth in credit card business

The Group’s card business sustained its growth momentum. The total number of cards issued increased by 6.4% from the end of
2010, while cardholder spending and merchant acquiring volume rose by 26.2% and 38.4% 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 56.1% and 85.6% respectively compared to the first half of 2010.

Riding on the success of “BOC CUP Dual Currency Credit Card”, the Group introduced “BOC CUP Dual Currency Commercial Card”,
which is the first of its kind in Hong Kong to use both RMB and HKD as the settlement currencies for corporate customers. The
Group’s success in credit card business gained extensive market recognition, as evidenced by a total of 30 awards received from

VISA International, MasterCard and China UnionPay respectively.

The credit quality of the Group’s card advances remained sound with the annualised charge-off ratio for the six months period to 30

June 2011 standing at 1.07%.
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Maintaining sound relationship with high potential customers

To further expand its high net-worth customer base, the Group strived to maintain long-term relationship with its wealth management
customers by providing differentiated services and customising wealth management solutions through different service channels. It
organised a range of marketing activities and provided various market information to wealth management customers. Under the
“Customer Referral Programme” and “New Customer Relationship Building Programme”, the Group broadened its customer base by
cross-selling with bundled promotional offers. At the end of June 2011, the total number of wealth management customers and their

assets maintained with the Group grew by 9.7% and 4.0% respectively from the end of 2010.

Optimising distribution channels and enhancing e-platform services

The Group continuously optimised its distribution channels to meet cross-border and local customer needs. At the end of June 2011,
the Group’s service network in Hong Kong comprised 266 branches, including 132 wealth management centres and 21 dedicated
Mainland customer service centres. Furthermore, a new hotline was set up specifically for providing enquiry services to Mainland

customers.

The Group further invested in the automated banking service network to facilitate customers in using banking services beyond normal
banking hours. This included installing newly designed ATM'’s as well as cash and cheque deposit machines with enhanced functions.
To strengthen its multi-currency deposit and withdrawal services, the Group upgraded the cheque deposit machines to accept RMB
and USD cheques in addition to HKD ones. This is the first of its kind in Hong Kong. The Group also enhanced the functions of its
e-Banking platform, including the extension of FX and Bullion Margin trading hours. Moreover, the internet functions were extended to

the mobile banking platform with good response. The number of mobile banking users increased significantly from the end of 2010.

In recognition of its well accepted electronic platform and outstanding services, the Group was honoured with the “Best Internet

Banking” and “Best Mobile Telephone Banking” awards of the Capital Weekly Service Awards 2011.
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CORPORATE BANKING

Half-year ended Half-year ended

HK$'m 30 June 2011 30 June 2010
Net interest income 4,163 2,995
Other operating income 1,622 1,464
Operating income 5,785 4,459
Operating expenses™ (1,371) (1,232)
Operating profit before impairment allowances 4,414 3,227
Net reversal of loan impairment allowances 40 131
Others (1) -
Profit before taxation 4,453 3,358
At 30 June At 31 December

2011 2010

Segment assets 508,613 458,928
Segment liabilities 487,944 407,328

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

Financial Results
Corporate Banking achieved a strong growth of HK$1,095 million or 32.6% in profit before taxation, which stood at HK$4,453 million.
Operating profit before impairment allowances increased by 36.8% to HK$4,414 million. The increase was mainly driven by the

growth in net interest income.

Net interest income increased by 39.0%, which was mainly attributable to the increase in the average balance of loans and deposits,
and improved loan pricing. Other operating income increased by 10.8%, led by the growth in fee income from payment services and

currency exchange, as well as bills commission.

Operating expenses* would have increased by HK$135 million year-on-year, if the same cost allocation mechanism is applied for the

same period last year. The increase was mainly due to higher business-related expenses and staff costs.

Net reversal of loan impairment allowances decreased as recoveries were lower.

Advances and other accounts increased by 10.9% to HK$506,317 million, while deposits from customers grew by 20.2% to
HK$482,304 million.

* During the period, a more detailed and comprehensive cost allocation mechanism was adopted. No change has been made to the comparative

figures.

Business Operation
The Group’s Corporate Banking business continued with a balanced growth strategy in the first half of 2011. Corporate loans
registered steady growth with improvement in loan pricing. Besides, the Group focused on providing a full range of financial services,

including cross-border financial services, to its core corporate clients.
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The Group’s RMB corporate banking business marked solid development as a result of the introduction of a broader range of
relevant products and services as well as aggressive marketing and promotion. The Group’s service platform was further improved.
Alert to clients’ needs, the Group succeeded in reaching out to new clients and capturing cross-selling opportunities for higher

revenue.
At the same time, the Group adhered to its vigilant risk management policy to ensure well-balanced and sustainable growth.

Quality growth in corporate lending business

The demand for corporate loans continued to rise in the first half of the year. The Group grasped the market opportunity to grow its
credit portfolio in a well-balanced manner. It remained cautious in securing new loans and focused more attention on the pricing of
loans. The effectiveness of this strategy is reflected in the healthy growth of 8.5% in corporate lending and the improved loan pricing
and loan quality in the first six months. The Group also maintained close collaboration with BOC through the “Global Relationship
Manager Programme” and “Global United Facilities Arrangement” to better serve its customers. In the first half of 2011, the Group

remained the top mandated arranger in the Hong Kong-Macau syndicated loan market.

SME business registered steady development

The Group further grew its SME banking business by participating in the “SME Financing Guarantee Scheme” launched by the Hong
Kong Mortgage Corporation Limited as well as by enhancing its service model, improving its product features and offering total
solution services to SME customers. Through closer collaboration with BOC and NCB (China) and cooperation with major trade
associations, the Group continued to explore new targeted customers. In May 2011, BOCHK received for the fourth consecutive year

the “SME’s Best Partner Award” presented by the Hong Kong Chamber of Small and Medium Business Limited.

Steady growth in trade finance and trade settlement business

The flourishing of global trade fuelled the growth of the Group’s trade finance business. The Group also collaborated with BOC to
offer cross-border trade finance, such as the RMB agency payment services, to corporate customers in both Hong Kong and the
Mainland. In the first half of 2011, the Group’s balance of trade finance grew by 12.1% versus the end of 2010. Cross-border trade

settlement volume recorded a notable growth of 138% year-on-year.

Custody services making good progress

The custody business continued to expand in the first half of 2011. The Group stepped up its sales efforts and had successfully
secured mandates to provide global custody services to various Qualified Domestic Institutional Investors and other institutions
including major banks, fund houses as well as insurance and securities companies inside and outside Mainland. Custody of RMB
investment instruments was on the increase, and the Group continued to provide escrow services to large corporate entities. It also
strengthened its relationship with its corporate customers and actively sought business opportunities in custody services. At the end
of June 2011, excluding the RMB fiduciary account, total assets under the Group’s custody were valued at HK$481.7 billion,

increasing by 4.7% over the end of 2010.
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Expanding service spectrum in cash management

The Group made further progress in developing its cash management business. New services were introduced to drive growth and to
enhance the Group’s competitiveness. In conjunction with the implementation of the local interbank RMB autopay system by the
Hong Kong Interbank Clearing Limited in March 2011, the Group rolled out a wide range of RMB payment and receivable products.
The Group also launched the cross-border RMB bill payment service which allows merchants in Shenzhen to collect RMB bill
payments from bank accounts in Hong Kong. At the same time, the Group strengthened the linkage of its cash management service
platform with those of BOC and its overseas branches. With effective marketing, the number of Corporate Banking Services Online

(“CBS Online”) customers increased by 12.4% over the end of 2010.

Proactive measures in risk management
The Group remained persistently vigilant over risk management. Stringent credit control was in place to safeguard asset quality. The
Group closely monitored those corporate customers who could be adversely affected by rising production costs in the Mainland,

RMB appreciation, upsurge in commodity prices, and emerging risks in Japan and the European region.
MAINLAND BUSINESS

Steady growth of Mainland business

The Group’s Mainland business recorded satisfactory growth in the first half of 2011. During the period, the Group focused on
strengthening its deposit base to support long-term development. Customer deposits grew by 34.9% while advances to customers
registered a 1.2% drop, thus resulting in an improvement in its loan-to-deposit ratio. The Group also strived to enlarge its customer
base by strengthening its customer service capability and enriching its range of RMB wealth management products for Mainland

customers.

Further development in distribution channels and branch network

The expansion of the Group’s network in the Mainland continued. NCB (China)’s Beijing Zhongguancun sub-branch commenced
operation on 1 March 2011. The Group’s total number of branches and sub-branches in the Mainland increased to 26 at the end of
June 2011. Meanwhile, NCB (China) has been approved by the China Banking Regulatory Commission (“CBRC”) to establish the
Foshan sub-branch and the Qingdao Development Zone sub-branch. Furthermore, the Group upgraded the platform and
functionality of its internet banking channel to enhance customer experience. The improved corporate internet banking was launched

during the interim period, while the new personal internet banking would commence in the second half of 2011.
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TREASURY
Half-year ended Half-year ended
HK$'m 30 June 2011 30 June 2010
Net interest income 2,393 2,341
Other operating income 752 35
Operating income 3,145 2,376
Operating expenses® (323) (330)
Operating profit before impairment allowances 2,822 2,046
Net reversal of impairment allowances on securities investments 43 72
Profit before taxation 2,865 2,118
At 30 June At 31 December
2011 2010
Segment assets 992,322 910,772
Segment liabilities 509,338 437,174

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

Financial Results
The Treasury segment’s profit before taxation rose by 35.3% year-on-year to HK$2,865 million in the first half of 2011. Operating
profit before impairment allowances increased by 37.9% to HK$2,822 million, driven by improvements in both net interest income

and other operating income.

Net interest income rose by 2.2%, which was mainly attributable to the growth of RMB business with improved asset yield. The
substantial rise in other operating income resulted mainly from higher net trading gain from foreign exchange and related products

and mark-to-market change of certain interest rate instruments.

Operating expenses* would have decreased by HK$57 million, if the same cost allocation mechanism is applied for the same period

last year.

* During the period, a more detailed and comprehensive cost allocation mechanism was adopted. No change has been made to the comparative

figures.

Business Operation

Enhancing investment portfolio management

In the face of various uncertainties in the financial market, the Group proactively managed its banking book. The Group took
advantage of the steepening yield curve and continued to invest in fixed rate debt securities, in particular government-related
securities as well as high-quality financial institution and corporate bonds. The Group disposed of lower-yielding securities to improve
the asset-liability structure. Furthermore, in order to capture the opportunities arising from the expansion of the RMB investment

market, the Group took initiative to develop the RMB bond business in the Mainland.
The Group remained vigilant in managing its portfolio. In respect of the exposure to the European countries 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$36 million as at the end of June 2011 (versus HK$39 million at the end of 2010).
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Growing traditional and RMB-related businesses

The Group continued to strengthen its traditional product offering by improving its customer service quality and optimising the
Investment Product Specialist Team for the high net-worth customer group. In addition, the Group’s strategy of focusing on
RMB-related business continued to yield promising results. The Group recorded robust growth in foreign exchange income. With
regard to the RMB clearing bank business in Hong Kong, a major development was that the RMB Fiduciary Account Service was
introduced to help Participating Banks to better manage their credit exposure to the Clearing Bank. The Group also launched
securities sale and repurchase facilities (RMB Repo Facilities) through the Central Moneymarkets Unit to facilitate intraday liquidity
management of Participating Banks. Meanwhile, following the establishment of the asset management platform towards the end of
last year, the Group launched the "BOCHK RMB Bond Fund" targeting high net-worth customers. The Group also cooperated with
BOC'’s overseas branches to build up a global RMB banknote network while providing product support and price-quoting services to

those branches.

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. The Group has a defined risk
appetite statement approved by the Board, which is an expression of the types and level of risk that the Group is willing to take in

order to achieve its business goals and to meet the expectations of its stakeholders under a controllable risk level.

Risk Management Governance Structure

The Group’s risk management governance structure is designed to cover all business processes and ensure various risks are
properly managed and controlled in the course of conducting business. The Group has a robust risk management organisational
structure with 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.
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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 (“CRQ”) 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.

Credit Risk Management

Credit risk is the risk of loss that a customer or counterparty will be unable to or unwilling to meet its contractual obligations. Credit
risk exists in the trading book and banking book, on- and off-balance sheet exposures of a bank. It arises principally from the 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, who reports directly to the CRO, takes charge of credit risk
management and is also responsible for the control of credit risk exposure of subsidiaries in line with the credit risk management
principles and requirements set by the Group. The Chief Analytics Officer, who also reports directly to the CRO, is responsible for the
development and maintenance of internal rating models and rating criteria. For loans and advances to customers, different credit
approval and control procedures are adopted according to the level of risk associated with the customer, counterparty or transaction.
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 Deputy Chief Executives or above. Corporate and
financial institution credit applications are independently reviewed and objectively assessed by risk management units. Obligor
ratings and facility grades are assigned to these portfolios. Retail internal rating systems are deployed in the risk assessment of retail
credit transactions, including small business retail exposures, residential mortgage loans, personal loans and credit cards. Obligor

ratings as well as loss estimates (if applicable) are used to support credit approval.

The Group identifies credit concentration risk by industry, geography, customer and counterparty risk. The Group monitors changes
to counterparties’ credit risk, the quality of the credit portfolio and risk concentrations, and reports regularly to the Group’s

management.

The Group uses loan grades, obligor ratings and loss estimates (if applicable) to support credit monitoring, analysis and reporting.
For corporate and financial institutions, more frequent rating review and closer monitoring are required for riskier customers. For retail
exposures, monthly updated ratings and loss estimates are used for credit monitoring on a portfolio basis. More comprehensive
review is required for obligors being identified under high-risk pools. The Group has established a master scale for internal credit
rating purpose, which is in compliance with the Banking (Capital) Rules on rating structure. In addition to obligor ratings, the Group
adopts a facility rating system to assess the risk in the facility structure during credit approval. This two-dimensional rating approach

to evaluate credit risk complies with the HKMA's requirement on IRB.
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As of 30 June 2011, the Group continues to adopt loan grading criteria which divide 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 obligor ratings or external credit ratings, assessment of the
underlying assets and credit limits setting on customer/security issuer basis are used for managing credit risk associated with the
investment. For derivatives, the Group sets customer limits to manage the credit risk involved and follows the same approval and

control processes as applied for loans and advances. Ongoing monitoring and stop-loss 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

Interest rate risk means the risk to a bank’s earnings and economic value arising from adverse movements in interest rate and term

structures of the bank’s asset and liability positions. 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 that may affect net interest income;

®  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 curve risk — non-parallel shifts in the yield curve that may have an adverse impact on net interest income or economic
value;

®  Option risk — 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.

The Group has set out interest rate risk indicators and limits to identify, measure, monitor and control interest rate risk. The indicators
and limits include, but are not limited to, re-pricing gap limits, basis risk, duration, price value of a basis point (PVBP), Greeks, net

interest income sensitivity ratio, economic value sensitivity ratio (including sub-limit for AFS securities), etc.

The indicators and limits are classified into two levels, which are approved by the RC and ALCO respectively. Risk-taking business
units are required to conduct their business within the boundary of the interest rate risk limits. Before launching a new product or
business in the banking book, 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 monitoring mechanism. Any
material impact on interest rate risk noted during the risk assessment process will be reported to both the CFO and CRO and

submitted to the RC for approval.

Net interest income (NII) sensitivity ratio and economic value (EV) sensitivity ratio assess the impact of interest rate movement on
the Group’s net interest income and capital base. They are the Group’s key interest rate risk indicators. The former assesses the
impact of interest rate movement on net interest income as a percentage to budgeted net interest income for the year. The latter
assesses the impact of interest rate movement on economic value (i.e. the present value of cash-flows of assets, liabilities and
off-balance-sheet items discounted using market interest rate) as a percentage to the latest capital base. Limits are set by RC on

these two indicators to monitor and control the Group’s banking book interest rate risk.
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The Group uses scenario analysis and stress test to assess the banking book interest rate risk the Group would face under adverse
circumstances. Scenario analysis and stress test are also devised to assess the impact on net interest income and economic value
as well as capital base arising from the optionality of demand and savings deposits, the prepayment of mortgage loans and the

prepayment of ABS/MBS due to extension/contraction of weighted average life.

Market Risk Management

Market risk refers to the risk of losses arising from adverse movements in the value of foreign exchange and commodity positions
and the trading book interest rate and equity positions held by the Group due to the volatility of financial market prices (debt security
price/interest rate, foreign exchange rate, equity price, commodity price). The Group adopts robust market risk appetite to achieve
balance between risk and return. The Group’s objective in managing market risk is to secure healthy growth of the treasury business,
by effective management of potential market risk in the Group’s business, according to the Group’s overall risk appetite and strategy

of the treasury business and based on well-established risk management regime and measures.

With regard to the corporate governance of risk management, the Board and Risk Committee, senior management and functional
departments/units perform their respective duties and responsibilities to manage the Group’s market risk. The Risk Management
Department (Market Risk Management) is mainly responsible for managing market risk, assisting senior management to perform
their day-to-day duties, independently monitoring the market risk profile and compliance of management policies and limits of the

Group and BOCHK, and ensuring that the aggregate and individual market risks are within acceptable level.

The Group’s market risk management framework covers the Group’s subsidiaries. The Group establishes uniform market risk
management policies to regulate the Group’s and subsidiaries’ market risk management work; meanwhile, the Group sets up the
Group VAR limit, which is allocated and monitored across the Group, according to subsidiaries’ business requirements and risk
tolerance level. In line with the requirements set in the Group policy, subsidiaries should formulate detailed regulations (subject to
prior consent by BOCHK) and must bear the responsibility of managing the daily market risk of the institution. Subsidiaries set up
independent risk monitoring teams to monitor daily market risk and limit compliance, and submit management information and reports

to BOCHK on a regular basis.

The Group sets up market risk indicators and limits to identify, measure, monitor and control market risk. Major risk indicators and
limits include but are not limited to VAR, Stop Loss, Open Position, Stress Testing and Sensitivity Analysis (Basis Point Value,
Greeks), etc. To meet management requirements, major risk indicators and limits are classified into three levels, and approved by
the Risk Committee, Management Committee or CRO and Deputy Chief Executive (DCE) in charge of treasury business
respectively. The treasury business units of BOCHK and other subsidiaries (as for Group Limit) are required to conduct their

business within approved market risk indicators and limits.

VAR refers to the core indicator used in managing the Group’s market risk. It is a statistical method used to measure the maximum
loss of trading book positions held by the bank over a target horizon with a given level of confidence. The Group adopts a uniform
VAR calculation model, using the historical simulation approach and two years’ historical data, to calculate VAR of the Group and

subsidiaries over a one-day holding period with a 99% confidence level, and set up VAR limit of the Group and subsidiaries.

The predictive power of the VAR measure is monitored by back-testing, which 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 back-testing revenues are negative and exceeding the VAR, a
“back-testing exception” is noted. Generally speaking, the number of back-testing exceptions in a rolling 12-month period will not
exceed four times. Back-testing results are reported to the Group’s senior management, including the CE and CRO. BOCHK

conducts backtesting of VAR measures on a monthly basis.
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Management’s Discussion and Analysis (continued)

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

intraday exposures.

The Group recognises these limitations by formulating stress test indicators and limits to assess and manage the market risk
uncovered by VAR. The stress testing programme of the trading book includes sensitivity testing on changes in risk factors with
various degrees of severity, as well as scenario analysis on historical events, including the 1987 Equity Market Crash, 1994 Bond

Market Crash, the 1997 Asian Financial Crisis, the 2001 September 11 incidents and the 2008 Global Financial Crisis, etc.

HKMA has approved BOCHK to adopt an internal model to calculate general market risk capital charge for the risk categories of

interest rates and exchange rates. The approval has become effective on 1 April 2011.

Liquidity Risk Management

Liquidity risk is the risk that banks fail to provide sufficient funds to grow assets or pay due obligations, and so need to bear an
unacceptable loss. The Group adopts a sound liquidity risk appetite to provide stable, reliable and adequate sources of cash to meet
liquidity needs under normal circumstances or stressed scenarios; and survive with net positive cumulative cash flow in extreme

scenarios without requesting HKMA to act as the lender of last resort.

The Group’s liquidity risk management objective is to effectively manage the liquidity of on-balance sheet and off-balance sheet
items with reasonable cost based on the liquidity risk appetite to achieve sound operation and sustainable profitability. According to
different term maturities and the results of funding needs estimated from stressed scenarios, the Group adjusts its asset structure
(including loans, bond investments, interbank placements, etc.) to maintain sufficient liquid assets in support of normal business
needs and ensure its ability to raise enough funds at reasonable costs to serve external claims in case of emergency. The Group is
committed to diversifying the source of funds and the use of funds to avoid excessive concentration of assets and liabilities and
prevent triggering liquidity risk due to the break of funding strand when problems occur in one concentrated funding source. The
Group also pays attention to liquidity risk created by off-balance sheet activities, such as loan commitments, derivatives, options and
other complex structured products. The Group has an overall liquidity risk management strategy to cover the liquidity management of
foreign currency assets and liabilities, intraday liquidity, intra-group liquidity, the liquidity risk arising from others’ risk, etc., and has

formulated a corresponding funding contingency plan.

The Group establishes liquidity risk management indicators and limits to identify, measure, monitor and control liquidity risk. Such
indicators and limits include (but are not limited to) liquidity ratio, deposit stability ratio, loan-to-deposit ratio, Maximum Cumulative
Outflow (“MCO”) and liquidity buffer asset portfolio. The Group applies cash flow analysis (under normal and stress conditions) and
liquidity stress test (including institution-specific and worldwide crisis) to assess the Group’s capability to withstand various severe
liquidity crises. Also, the Assets and Liabilities Management System (“ALM”) is developed to provide data support for facilitating the

liquidity risk management duties.
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Management’s Discussion and Analysis (continued)

The Group’s liquidity risk management also covers new product or business development. 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 for approval.

The Group has established a set of uniform liquidity risk management policies which serve as standards and guidance to all the
Group’s members for liquidity risk management. On the basis of the Group’s uniform policy, each of the subsidiaries formulates its
own liquidity management policies according to its own characteristics (subject to prior consent by BOCHK), and assumes its own
liquidity risk management responsibility. Subsidiaries are required to report their respective liquidity positions on a regular basis to
the Risk Management Department (Market Risk Management) of BOCHK which consolidates such information and monitors

group-wide liquidity risk.

Operational Risk Management
Operational risk is the risk of loss resulting from inadequate or failed internal process, staff and information technology system, 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 policies and control procedures
for all the key activities. Proper segregation of duties and authorisation is the fundamental principle followed by the Group.
Corporate-level policy and procedure on operational risk management are formulated by the Operational Risk & Compliance
Department (“OR&CD”) and approved by RC.

The Group has adopted the “Three Lines of Defence” model for its operational risk management governance structure: all
departments as the first line of defence are the owner of operational risk and are responsible for carrying out the duties and functions
of self-risk control in the process of business operation through self-assessment, self-checking and self-correction. OR&CD together
with certain specialist functional units in relation to operational risk management within the Group are the second line of defence,
which is responsible for assessing and monitoring the operational risk condition of the first line of defence, and providing them with
guidance. In addition to formulating the operational risk management policy and procedure, OR&CD, being independent from
business units, is the central management unit of the Group’s operational risk management and also responsible for designing the
operational risk assessment methodologies, tools and the reporting mechanism (including the capturing of data on operational risk
events loss), monitoring the implementation status of policies and operational procedures in the departments of the first line of
defence through operational risk management tools, and assessing and reporting the overall operational risk position to
Management and RC. Certain specialist functional units, including the Human Resources Department, Information Technology
Department, Corporate Services Department, OR&CD, Financial Management Department and General Accounting & Accounting
Policy Department, are required to carry out their managerial duties of the second line of defence with respect to some specific
aspects of operational risk. Besides taking charge of operational risk management in their own units, these units are also required to
provide other units with professional advice/training in respect of certain operational risk categories and to lead the corporate-level
operational risk management. Audit Department is the third line of defence which provides independent assessment with respect to
the operational risk management framework and is required to conduct periodic audit of the operational risk management activities
of various departments/business units within the Group regarding their compliance and effectiveness and to put forward

recommendations for corrective actions.

The Group adopts the tools or methodologies such as key risk indicators, self-assessment, operational risk events reporting and
review to identify, assess, monitor and control the risks inherent in business activities and products, as well as takes out insurance to
mitigate unforeseeable operational risks. Business continuity plans are in place to support business operations in the event of an

emergency or disaster. Adequate backup facilities are maintained and periodic drills are conducted.
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Management’s Discussion and Analysis (continued)

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

business operation and covers a wide spectrum of issues.

In order to mitigate reputation risk, the Group has formulated and duly followed its Reputation Risk Management Policy. The policy
aims to prevent and manage reputation risk proactively at an early stage when an incident occurs. Since reputation risk is often
caused by various types of operational and strategic issues that may have a negative impact on the trust in and perception of the
company, all operational and key risks identified are assessed through the established KCSA framework to evaluate the severity of
their impact on the Group, including the damage to reputation. In addition, the Group has put in place a framework including system
support to achieve continuous monitoring of external reputation risk incidents and published failures of risk incidents in the financial

industry.

Legal and Compliance Risk Management

Legal risk is the risk that unenforceable contracts, lawsuits or adverse judgments may disrupt or otherwise negatively affect the
Group’s operation or financial condition. Compliance risk is the risk of legal or regulatory sanctions, financial loss, or loss to
reputation that the Group may suffer as a result of any failure to comply with all applicable laws and regulations. Legal and
compliance risks are managed by OR&CD, which reports directly to the CRO. All legal matters are handled by the Legal Services
Centre (“LSC”), which reports to the Chief Operating Officer. OR&CD is responsible for legal risk management of the Group with
support rendered by LSC. As part of the Group’s corporate governance framework, policy for the management of legal and

compliance risk is approved by the Risk Committee.

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 the Group’s capital management is to maximise total shareholders’ return while maintaining a capital
adequacy position in relation to 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. The Group has complied with all the statutory capital

standards for the reported period.

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 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 regulatory capital 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 response to the core
capital requirements under Basel lll Accord, minimum common equity CAR and minimum core CAR are introduced in 2011’s ICAAP.
As the Group has adopted Foundation Internal Ratings-Based (“FIRB”) approach in its calculation of credit risk since 2011, all capital

adequacy targets are determined based on 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 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 reversal 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

(FEHD
(Restated)

CR&HHD (CREH)
(Unaudited) (Unaudited)
FELEHE PARLE R
2011 £ 2010 4
6 H30H 6 30 H
Half-year ended Half-year ended
B 30 June 30 June
Notes 2011 2010
BTHEAT (N NEIW
HK$’'m HK$'m
14,316 9,947
(4,959) (1,708)
4 9,357 8,239
5,410 4,643
(1,435) (1,083)
5 3,975 3,560
6 763 (32)
18 49
7 360 286
8 198 202
14,671 12,304

9 1 161
14,672 12,465
10 (1,898) (4,442)
12,774 8,023

1 1,486 601
12 (5) (1)
3 ()
14,258 8,622
13 (2,236) (1,412)
12,022 7,210
11,804 7,098
218 112
12,022 7,210
14 5,294 3,788

The notes on pages 55 to 155 are an integral part of this interim financial information.
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Condensed Consolidated Statement of Comprehensive

Income

Profit for the period

Change in fair value of available-for-sale

securities
Revaluation of premises
Currency translation difference

Change in fair value of hedging instruments

under net investment hedges
Net deferred tax effect
Reclassification adjustments

Release upon disposal of available-for-sale

securities

Net reversal of impairment allowances on
available-for-sale securities transferred to

income statement

Amortisation with respect to

available-for-sale securities transferred to

held-to-maturity securities

Other comprehensive income for the

period, net of tax

Total comprehensive income for the period

Total comprehensive income attributable to:

Equity holders of the Bank
Non-controlling interests

(FEHD
(Restated)
CR&HHD (CREH)
(Unaudited) (Unaudited)
FELEHE PARLE R
2011 £ 2010 4
6 H30H 6 30 H
Half-year ended Half-year ended
B 30 June 30 June
Notes 2011 2010
BTHEAT (N NEIW
HK$’'m HK$'m
12,022 7,210
1,086 1,821
5,252 1,953
170 25
(52) -
27 (958) (569)
(318) (286)
9 (37) (40)
(17) (22)
5,126 2,882
17,148 10,092
16,894 9,968
254 124
17,148 10,092

The notes on pages 55 to 155 are an integral part of this interim financial information.
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Eﬁﬁli‘-ﬁlﬁlﬁﬁ& F‘flf???i Condensed Consolidated Balance Sheet

CR&HZ%) (&)
(Unaudited) (Audited)
F 2011 4 T 2010 4
6 530 H 12 H31 H
B At 30 June At 31 December
Notes 2011 2010
WHEAT M E )it
HK$’'m HK$'m
%= ASSETS
FEAE I AT TBURAT S HoAth, Cash and balances with banks and other
ERIVATESTS financial institutions 15 419,120 415,145
TEHAT R A SR — 2= Placements with banks and other financial institutions
A H W B 2 BIAE IR maturing between one and twelve months 89,618 39,499
INTAEAAL T AR RS 22 Sl e Financial assets at fair value through profit or loss 16 18,140 40,497
A4k T 1 Derivative financial instruments 17 27,447 23,782
Fr USREMAT BUX BUR ST B 15 Hong Kong SAR Government certificates of
indebtedness 54,460 46,990
G S oAb I Advances and other accounts 18 719,459 645,391
5 e Investment in securities 19 376,404 343,915
B A wlBLE Interests in associates 214 212
Evdnyy/N|4 Investment properties 20 11,664 10,342
L/ NNV 8 & Properties, plant and equipment 21 36,093 31,032
160 QT I % Deferred tax assets 27 25 38
HoAth 7t 7 Other assets 22 24,785 15,351
AR SY I Total assets 1,777,429 1,612,194
il LIABILITIES
F U BT X B 4E T Hong Kong SAR currency notes in circulation 54,460 46,990
BRAT B A SRR 2 AF 3R S Deposits and balances from banks and other
s financial institutions 386,904 313,784
N B =R X R NG 1 s W . Ak i Financial liabilities at fair value through profit or loss 23 4,875 25,493
e T A Derivative financial instruments 17 23,830 21,231
B Deposits from customers 24 1,106,685 1,029,520
FEPEES A RAT 2 A5t 55 IE SR Debt securities in issue at amortised cost 5 -
LA e T R % Other accounts and provisions 25 46,321 36,078
AR5 A7 £ Current tax liabilities 3,334 1,726
o G 20 A {5t Deferred tax liabilities 27 5,078 4,206
Ja A A Subordinated liabilities 28 27,838 26,877
BT A Total liabilities 1,659,330 1,505,905
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EQUITY

Share capital
Reserves

Capital and reserves attributable to the

equity holders of the Bank

Non-controlling interests
Total equity

Total liabilities and equity

%ﬁﬁ;ﬁﬁfﬁi Condensed Consolidated Balance Sheet (continued)

CR&HIZ) (ZdH%
(Unaudited) (Audited)

F 2011 T 2010 4

6 H30H 12 ;131 H
Uipes At 30 June At 31 December
Notes 2011 2010
WHEHT wmE T

HK$’'m HK$'m

29 43,043 43,043
30 73,231 61,631
116,274 104,674

1,825 1,615

118,099 106,289

1,777,429 1,612,194

355 43 155 W 2 Wi m A Ui 45 %kl 2 The notes on pages 55 to 155 are an integral part of this interim financial information.

PRI -

51



©)

¥ &) 4L £5 (% %) H WA H

BANK OF CHINA (HONG KONG) LIMITED

A ZEZ E LR

201041 H1 HZ
HUEK

TR FHE ST
HENER 12 5

(GABVT) Z 5%

T20104E1 H1 HZ
ey

il &l

PR i e

FIAFRIRIR

CATIREL

PUAHBEEL

1201046 H30 H

AHUT SR

/AT

F20104E7 H1HZ
HUEK
AT R AN FHE S
HENER 12 45
(GABVT) Z 5%
T20104E7 H1 HZ
ey

A
PRt i et
PR

CATBLE
AR

T20104E12 H31H

AHUT SR

/AT

At 1 January 2010, as
previously reported

Effect of early adoption of
HKAS 12 (Amendment)

At 1 January 2010, as
restated

Comprehensive income

Release upon disposal of
premises

Transfer from retained
eamings

Dividend paid

Dividend payable

At 30 June 2010

Bank and subsidiaries
Associates

At 1 July 2010, as
previously reported

Effect of early adoption of
HKAS 12 (Amendment)

At1July 2010, as
restated

Comprehensive income

Release upon disposal of
premises

Transfer from retained
eamings

Dividend paid

Dividend payable

At 31 December 2010

Bank and subsidiaries
Associates

CRZH)
(Unaudited)

Condensed Consolidated Statement of Changes in Equity

VA T AT I AR

Attributable to the equity holders of the Bank

LR
UEZF AP
k%
Reserve for
B3 fair value
Effiffi#%  changesof gz iR s
A Premises available-  ZEf Wk % A7 LR Non-  #EA LA
Share revaluation for-sale  Regulatory  Transiation Retained 537 controlling Total
capital reserve securities reserve” reserve earnings Total interests equity
WmE e WmE AT WMEAE  WmEE WmEAC WwmE AT WmE AT WwHE AT WmE AT
HK$'m HK$'m HK$'m HK$'m HK$'m HK$'m HK$'m HK$'m HK$'m
43,043 11,653 466 4,040 225 32,665 92,092 1,456 93,548
- 101 - - - 1,176 1,277 3 1,280
43,043 11,754 466 4,040 225 33,841 93,369 1,459 94,828
- 1,629 1,196 - 66 7,077 9,968 124 10,092
- (30) - - - 30 - - -
- - - 571 - (571) - - -
- - - - - - - (72) (72)
- - - - - (3,788) (3,788) - (3,788)
43,043 13,353 1,662 4,611 291 36,589 99,549 1,511 101,060
43,043 13,353 1,662 4,611 291 36,538 99,498
- - - - - 51 51
43,043 13,353 1,662 4,611 291 36,589 99,549
43,043 13,251 1,662 4,611 291 35,411 98,269 1,507 99,776
- 102 - - - 1,178 1,280 4 1,284
43,043 13,353 1,662 4,611 291 36,589 99,549 1,511 101,060
- 2,497 (556) - 162 8,747 10,850 160 11,010
- (5) - - - 5 - - -
- - - 465 - (465) - - -
- - - - - - - (56) (56)
- - - - - (5,725) (5,725) - (5,725)
43,043 15,845 1,106 5,076 453 39,151 104,674 1,615 106,289
43,043 15,845 1,106 5,076 453 39,101 104,624
- - - - - 50 50
43,043 15,845 1,106 5,076 453 39,151 104,674
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Condensed Consolidated Statement of Changes in Equity

(continued)
(REHIZD
(Unaudited)
VAR T AT IRAR
Attributable to the equity holders of the Bank
B
U AP
BHNfk %
Reserve for
V0 fair value
Fflifk#%  changesof ez hR e
A& Premises available- ~ AEM WAk A7 ELR Non-  #EA LA
Share  revaluation for-sale  Regulatory  Translation Retained it controlling Total
capital reserve securities reserve* reserve earnings Total interests equity
WwHEe  WmEIIT WHEoG mEIC WmETIG WREIC WmE G WRE  WmEIIT
HK$'m HK$'m HK$'m HK$'m HK$'m HK$'m HK$'m HK$'m HK$'m
At 1 January 2011 43,043 15,845 1,106 5,076 453 39,151 104,674 1,615 106,289
Comprehensive income - 4,369 641 - 97 11,787 16,894 254 17,148
Release upon disposal of
premises - (19) - - - 19 - - -
Transfer from retained
eamings - - - 1,519 - (1,519) - - -
Dividend paid - - - - - - - (44) (44)
Dividend payable - - - - - (5,294) (5,294) - (5,294)
At 30 June 2011 43,043 20,195 1,747 6,595 550 44,144 116,274 1,825 118,099
Bank and subsidiaries 43,043 20,195 1,747 6,595 550 44,092 116,222
Associates - - - - - 52 52
43,043 20,195 1,747 6,595 550 44144 116,274

* BRI TG 39 Son SR IR
TEHER b, 4G o) SRR e v 03 B A7 4
R A 46 AR HRAT — O Z ] (8
FEARKA R ERILADAS 1] TIPS o

55 55 %8 155 T2 MR Jm A i 55 Bkt 2

il

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

The notes on pages 55 to 155 are an integral part of this interim financial information.
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HELEEIESRER Condensed Consolidated Cash Flow Statement
CREHK) CRZ )
(Unaudited) (Unaudited)
PELEE PARLH R
2011 & 2010 &
6 H30H 6 5130 H
Half-year ended Half-year ended
Ui pEH 30 June 30 June
Notes 2011 2010
WHEAT WM E 70
HK$’'m HK$'m
ZBEVEZRERE Cash flows from operating activities
FRBLIT S E I A2 WA Operating cash inflow before taxation 31(a) 7,397 22,871
ST HERIABL Hong Kong profits tax paid (583) (325)
SCAT ISR Overseas profits tax paid (118) (32)
SENL S 2 RETNPE Net cash inflow from operating activities 6,696 22,514
HEWFZRERE Cash flows from investing activities
AN ] B R % Purchase of properties, plant and
equipment (253) (162)
14PN 547187/ N4 Purchase of investment properties (12) )
DN ] by K& TRk Proceeds from disposal of properties, plant
and equipment 5 93
B P T 1K 0 Proceeds from disposal of investment
properties 6 163
WL 2 w1 i S Dividend received from associates 1 3
HEWVE2 L (FHH) / HEAEFH Net cash (outflow)/inflow from investing
activities (253) 95
BBV SR E Cash flows from financing activities
S AARAT I A e S, Dividend paid to the equity holders of the
Bank (5,725) (6,801)
SRR IR R B B Dividend paid to non-controlling interests (44) (72)
RAT e A 54 P A K Proceeds from issuance of subordinated
notes - 19,261
BHE R AR Repayment of subordinated loans - (19,418)
ST A S ot AU Interest paid for subordinated liabilities (296) (156)
BN 2 BLE U H 5 Net cash outflow from financing activities (6,065) (7,186)
T4 S A5 TR B4 T E 3 n Increase in cash and cash equivalents 378 15,423
F1 A1 HZU S R4 E  Cash and cash equivalents at 1 January 446,012 182,246
F6 H30 HzHM4&RERBEME Cash and cash equivalents at 30 June 31(b) 446,390 197,669

%5 55 &2 155 YU Z IR s AP I 55 Bkt 2
Ay

The notes on pages 55 to 155 are an integral part of this interim financial information.
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Notes to the Interim Financial Information

1. ZmiIREERTESESE 1. Basis of preparation and significant accounting policies
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Basis of preparation
The unaudited interim financial information has been prepared in accordance with HKAS 34
'Interim Financial Reporting’ issued by the HKICPA.

Significant accounting policies

Except as described below, the significant accounting policies adopted and methods of
computation used in the preparation of the unaudited interim financial information are
consistent with those adopted and used in the Group’s annual financial statements for the
year ended 31 December 2010 and should be read in conjunction with the Group’s Annual
Report for 2010.

Revised standards and amendments to standards that are mandatory for the first time

for the financial year beginning on 1 January 2011

HKAS 24 (Revised), ‘Related Party Disclosures’. The Group early adopted the partial
exemption regarding disclosure requirements for transactions with government-related
entities in its annual financial statements for the year ended 31 December 2009. The
application of the remainder of the revised standard this year which amends the definition
of related parties does not have significant impact on the Group.

HKAS 34 (Amendment), ‘Interim Financial Reporting’. The amendment, which is part of
‘Improvements to HKFRSs in 2010’, emphasises the existing disclosure principles in
HKAS 34 and adds further guidance to illustrate the application of these principles.
Greater emphasis has been placed on the disclosure principles for significant events and
transactions. Additional requirements cover disclosure of changes to fair value
measurement (if significant), and the need to update relevant information from the most
recent annual report. The adoption of this amendment will only affect the presentation of
the Group’s financial statements.
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Tgﬁ)ﬁ%‘ﬁﬂlﬁ& Notes to the Interim Financial Information (continued)

1. Rt R FESVFEUE 1. Basis of preparation and significant accounting policies (continued)
(8

FELUBFE () Significant accounting policies (continued)

ceafEmT 2011 4£1 A1 H Revised standards and amendments to standards that are mandatory for the first time
BABRSHEESRERKZ  for the financial year beginning on 1 January 2011 (continued)
BAT 2R RABAT (8

. FﬁiXJ T MBIV 45 % 4% v U 1) o Other improvements to HKFRSs contain numerous amendments to HKFRSs which the

76 3% 0 & 2 IR A s o v i HKICPA consider non-urgent but necessary. It comprises amendments that result in
AN IR A TEMR accounting changes for presentation, recognition or measurement purpose as well as
BAT. P asET I B SR, terminology or editorial amendments related to a variety of individual HKFRS. For
A BT R 7 I IR 25 vk AR amendments that are effective for the financial year beginning on 1 January 2011, no
HET, LR Z I 54511 material changes to accounting policies are expected.

T s I 45 405 HE AR 6 2 R
E i LT X EE
20114E1 H1HEIF LRI
SEFEAERABAT, T T/\xJ
ST B R K IR S o

B 5 AR B AR E R Standards and amendments issued that are relevant to the Group but not yet effective
BEEERRBAERALERTF and have not been early adopted by the Group in 2011
2011 FFR TR Z AR R ABAT

EIREAZEE
HE HE Applicable for financial year
Standard Content beginning on/after
s THEN S 27 5 (2011) AR R & 201341 H1 H
HKAS 27 (2011) Separate Financial Statements 1 January 2013
s THEN S 28 5 (2011) W 2w K B Al i B E 20134F1 H1 H
HKAS 28 (2011) Investments in Associates and Joint Ventures 1 January 2013
FrdE SRS EER 9 5 GR TR 20131 H1H
HKFRS 9 Financial Instruments 1 January 2013
W I 5 4RSS 10 5 gl o5k 201341 H1H
HKFRS 10 Consolidated Financial Statements 1 January 2013
WM 55 4RSS 11 5 H Bt 201341 H1H
HKFRS 11 Joint Arrangements 1 January 2013
WM 55 4RSS 12 5 FOAt Al B BB A 1) 45 201341 H1H
HKFRS 12 Disclosure of Interests in Other Entities 1 January 2013
W I 55 4RSS 13 5 A PAE 201341 H1H
HKFRS 13 Fair Value Measurement 1 January 2013
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Tgﬁ)ﬁ%‘ﬁﬂlﬁ& Notes to the Interim Financial Information (continued)

1. mipIEERTESVESE 1. Basis of preparation and significant accounting policies (continued)
¢:9)

FTELBFE (X Significant accounting policies (continued)

B AT 5 A F A K (E W R Standards and amendments issued that are relevant to the Group but not yet effective
BEMERERRAEALEAT and have not been early adopted by the Group in 2011 (continued)
2011 FRETRAZEN KRBT

()

T 2011 4 BpaEpimifn, S Newly pronounced standards in the first half of 2011 that are relevant to the Group:
AEEFAAH S R HE N«

o FUEIM S5 AR E HEW 105 o HKFRS 10, ‘Consolidated Financial Statements’. HKFRS 10 replaces all of the guidance

(G S ME] o % on control and consolidation stipulated in HKAS 27 (Revised), ‘Consolidated and
A HENI 05 AR T B Separate Financial Statements’ and HK(SIC)-Int 12, ‘Consolidation — Special Purpose
KRN 27 S (A BT Entities’. The remainder of HKAS 27 (Revised) is renamed HKAS 27 (2011), ‘Separate

M43 BRI 55 RAR ) T Financial Statements’ as a standard dealing solely with separate financial statements
AR A2 I (K3 5 e without changing the existing guidance for separate financial statements.

FHK(SIC)-Int 12 [ £ — 4
PRE R o AU TN
275 (BB KRTES
Vo844 0 B s o v UE N 55 27
5 (2011) [HSZIM 454k ]
L KBRS ST I S5 R R T L
N B I BT X J ST M 454
RIIAT 51 H .

o TSI EUENE1S o HKFRS 11, ‘Joint Arrangements’. Changes in the definitions stipulated in HKFRS 11 have

GtwHE ] o TSR reduced the ‘types’ of joint arrangements to two: joint operations and joint ventures. A
AENUSE 150 5 LI B e joint operation is a joint arrangement that gives parties to the arrangement direct rights to
LB BRI SRR D> = the assets and obligations for the liabilities. The ‘jointly controlled assets’ classification in
A BRI AR & HKAS 31, ‘Interests in Joint Ventures’, has been merged into joint operations, as both

AR E T — R A B, It
b 22 HE 1 25 7 A B
PRI RS S H L5
B FEFBSENS31S
[ Ao A A G | AN
[ L g 1 2, ¥
GIHTA AR, R e pFf
R e, — Mo FEUHIA
FIaih e R MR, Grtanlk
kB BT & BE 2 HE
BBl S R . 4 HE A
b Fz 1R A s 4 R I 2 285
RIS=PNGIEs S S Il )
%l 7y W 2 vk ) 5 28 45
(2011) [BEE A KAH
ANV ], LIREA Bl
ANHMHERE, 5
HK(SIC)-Int 13 [ 45 bl £
W —EE AR MR
G0 o RABGREZS . W
HSTHER S, Al Aar
T LA LG A & 1 1 T7 v SR A B

Hot k.

types of arrangements generally result in the same accounting outcome. A joint venture,
in contrast, gives the parties rights to the net assets or outcome of the arrangement. Joint
ventures are accounted for using the equity method in accordance with HKAS 28,
‘Investments in Associates’ which is renamed as HKAS 28 (2011), ‘Investments in
Associates and Joint Ventures’ to include the scope of joint ventures and merge with
HK(SIC)-Int 13, ‘Jointly Controlled Entities — Non-Monetary Contributions by Venturers’.
After the application of the standard, entities can no longer account for an interest in a
joint venture using the proportionate consolidation method.
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BANK OF CHINA (HONG KONG) LIMITED

Notes to the Interim Financial Information (continued)

1. Basis of preparation and significant accounting policies (continued)

Significant accounting policies (continued)

Standards and amendments issued that are relevant to the Group but not yet effective
and have not been early adopted by the Group in 2011 (continued)

e HKFRS 12, ‘Disclosure of Interests in Other Entities’. The standard sets out the required
disclosures for entities reporting under the two new standards, HKFRS 10 and HKFRS
11, and the revised standard HKAS 28 (2011). The existing guidance and disclosure
requirements for separate financial statements stipulated in HKAS 27 (Revised) are
unchanged. HKFRS 12, requires entities to disclose information that helps financial
statement readers to evaluate the nature, risks and financial effects associated with the
entity’s interests in subsidiaries, associates, joint arrangements and unconsolidated
structured entities.

The above HKFRS 10, HKFRS 11, HKFRS 12, HKAS 27 (2011) and HKAS 28 (2011) issued
in June 2011 are a group of five new standards that address the scope of reporting entity
and will supersede HKAS 27 (Revised), HKAS 28, HKAS 31, HK(SIC)-Int 12 and
HK(SIC)-Int 13. Earlier application of these standards are permitted but only when they are
applied at the same time. The Group is still considering the financial impact of the above
standards on consolidated financial statements.
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Notes to the Interim Financial Information (continued)

1. Basis of preparation and significant accounting policies (continued)

Significant accounting policies (continued)

Standards and amendments issued that are relevant to the Group but not yet effective
and have not been early adopted by the Group in 2011 (continued)

e HKFRS 13, ‘Fair Value Measurement’. The new standard which was issued in June 2011
replaces the fair value measurement guidance contained in individual HKFRSs by
providing a precise definition of fair value and a single source of fair value measurement
and disclosure requirements for use across HKFRSs. The requirements do not extend
the use of fair value accounting, but provide guidance on how it should be applied when
its use is already required or permitted by other standards within HKFRSs. The Group is
still considering the financial impact on the application of this standard.

5550 o
MARBEIME KA ALETE  Amendment issued that is not yet mandatorily effective but has been early adopted
HIRGI 2 EFMABAT by the Group
TARIEKS

RIGER SRR AERHEIAER ARG
e WA Applicable for financial Currently relevant Year of early
Standard Content year beginning on/after  to the Group adoption
FHESVIUENEE 12 5 (K& P EL 20124F1 H1 H 2 2010
HKAS 12 (Amendment) Income Taxes 1 January 2012 Yes 2010

o FHESUMENT12T (28
WD TP . s
WF20104E12 H 1T, #
T20124:1 A R TT IR 2
THERAERL, IF VR AT Y
Ao AR 125 18 B BT 1)
F Ak 3L SR T i R A A 14
FiAT BB L (AR AL 55 ot
FERSEDE, 5 DAIE 3 4 4
77N A20104E12 331 H 45
A LA AR AT R A I 1
ITHEN.

e HKAS 12 (Amendment), ‘Income Taxes’. The standard which was revised in December
2010 will be effective for reporting period beginning on or after 1 January 2012. Earlier
application is permitted. The Group considers that the required treatment under the
revised standard better reflects the tax position of the investment properties of the Group,
and have early adopted the amended standard retrospectively since the year ended 31
December 2010.

59



@ ¥ B4 fr(mn)Hmad

BANK OF CHINA (HONG KONG) LIMITED

H 3 25 BERHBRE
(8

Notes to the Interim Financial Information (continued)

1. mipIEERTESVESE 1. Basis of preparation and significant accounting policies (continued)

(82
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Significant accounting policies (continued)

Amendment issued that is not yet mandatorily effective but has been early adopted

by the Group (continued)

Upon early adoption, deferred tax liabilities for the revaluation of investment properties
would be calculated subject to a nil tax rate retrospectively. The effect of the adoption of this

amended standard on 30 June 2010 is set out below:

Items in Condensed Consolidated Balance Sheet:

Increase in deferred tax assets
Net increase in assets

Decrease in deferred tax liabilities
Net decrease in liabilities

Increase in premises revaluation reserve
Increase in retained earnings
Increase in non-controlling interests

Net increase in equity

Item in Condensed Consolidated Income Statement:

Decrease in taxation

60

1201046 H 30 H

At 30 June 2010

HME AT
HK$’'m

(1,281)

(1,281)
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1,178

1,284
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201046 J130 H
Half-year ended
30 June 2010
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HK$'m
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Notes to the Interim Financial Information (continued)

3 55 BE BB
(8

2. NHATFBURR ZE K4 2. Critical accounting estimates and judgements in applying

T R

FRULF AR, AR S
YRR KB, WEARERHE
2010412 A 31 H i 45435 W
FRH 8

F20114E6 H15H, A5
fbA35 2 WL R AR G C T3k
511D KIS RHAT, AR T
KRR IR A% [
ARFFE]D BATIRT A% 1
oMb T W,
HRAT E B 1R A A 2 P A
I, KRR R T AEA
CTRZITN] D FAEE—D 1%
B, FH AR AT g S Rk A5
P U B PN w S GRS
MM . ARG IRA
FRIAR S 5 B A 0T, 31 Bk
RIS B2 AE IR & G
25, BT #%20114E6 H30
H 22 64 H 3 I (1 7] 225 A I o
FHFREIZEE S (FHE 10).

accounting policies

Except as described below, 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 2010.

On 15 June 2011, the Group jointly announced with thirteen other distributing banks of
Lehman Brothers minibonds ("Minibonds") the final resolution of certain series of
Minibonds ("Final Resolution"). As part of this Final Resolution, the distributing banks
made a voluntary offer to pay ex gratia payments to eligible customers and agreed to
provide further funding to the trustee of the Minibonds ("Trustee") to pay for expenses
which may be incurred in connection with the recovery of the underlying collateral of the
Minibonds and the Trustee's role in respect of the Minibonds. The net amount recovered
by the Group from the underlying collateral of the Minibonds, after deducting the ex gratia
payments and provision for trustee expenses, was credited to operating expenses in the
condensed consolidated income statement for the six months period ended 30 June 2011
(Note 10).
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Tg%ﬁ%ﬁﬂﬁﬁ& Notes to the Interim Financial Information (continued)
&

3. ERELXU B 3. Financial risk management

ALEHAR NG #A S & The Group is exposed to financial risks as a result of engaging in a variety of business
SRR . FELMAKEIE  activities. The principal financial risks are credit risk, market risk (including currency risk and
EOERES . T RS CRLAE Ak interest rate risk) and liquidity risk. This note summarises the Group’s exposures to these risks.
TR B R 2 ) K it 3t
G AR o AR BRHA R AR A [ 11

e S
3.1 BRERE 3.1 Credit Risk
(A) BBEER R oA T (A) Gross advances and other accounts
(a) JRAESER (a) Impaired advances
2 OWAIE PR Afinancial asset is impaired and impairment losses are incurred if, and only if, there
B < il e 7 R is objective evidence of impairment as a result of one or more events that occurred
R ERTE S and that loss event(s) has an impact on the estimated future cash flows of the

ik, GVl G financial asset that can be reliably estimated.
AR A RBR H

B 5% IR ok
P4, Wi il
RN N R (el

k.

A % W AF 3 & If there is objective evidence that an impairment loss on loans has been incurred,
B < il o 7 O the amount of loss is measured as the difference between the carrying amount and
BRAER R, HX the present value of estimated future cash flows generated by the financial asset.
O F T H S Objective evidence that a financial asset is impaired includes observable data that
ok B 4 i 3 B0 comes to the attention of the holder of the asset about the loss events.

{E P # 0] 22 22
TR SRR E
RN RIEE N
WL AE A 4 3% OB
E Rl ET RS
S TR N
BRAET IR
F.
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Notes to the Interim Financial Information (continued)

3. Financial risk management (continued)

3.1 Credit Risk (continued)

(A) Gross advances and other accounts (continued)

(a) Impaired advances (continued)

F 2011 4 T 2010 4
6 H30H 12 31H
At 30 June At 31 December
2011 2010
WHREHAT WM 7T
HK$’'m HK$'m
Gross impaired advances to customers
345 455
Individually assessed loan impairment
allowances made in respect of such
advances 249 326
Current market value of collateral held
against the covered portion of such
advances to customers 63 109
Covered portion of such advances to
customers 51 80
Uncovered portion of such advances to
customers 294 375
Gross impaired advances to customers as
a percentage of gross advances to
customers 0.05% 0.07%

The loan impairment allowances were made after taking into account the value of
collateral in respect of impaired advances.
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BANK OF CHINA (HONG KONG) LIMITED

Notes to the Interim Financial Information (continued)

3. Financial risk management (continued)

3.1 Credit Risk (continued)

(A) Gross advances and other accounts (continued)

(a) Impaired advances (continued)

Classified or impaired advances to customers are analysed as follows:

F 2011 £ T 2010 4
6 H30H 1231 H
At 30 June At 31 December
2011 2010
WHEAT EDTEp v
HK$’m HK$'m
Gross classified or impaired advances to
customers
706 867
Gross classified or impaired advances to
customers as a percentage of gross
advances to customers
0.10% 0.14%

Classified or impaired advances to customers follow the definitions set out in the
Banking (Disclosure) Rules and represent advances which are either classified as
“substandard”, “doubtful” or “loss” under the Group’s classification of loan quality, or
individually assessed to be impaired.
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Notes to the Interim Financial Information (continued)

3. Financial risk management (continued)

3.1 Credit Risk (continued)

(A) Gross advances and other accounts (continued)

(b) Advances overdue for more than three 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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BANK OF CHINA (HONG KONG) LIMITED

Notes to the Interim Financial Information (continued)

3. Financial risk management (continued)

3.1 Credit Risk (continued)

(A) Gross advances and other accounts (continued)

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

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

follows:

F2011E6 H30H
At 30 June 2011

T-2010 412 H 31 H
At 31 December 2010

H& KB
Bt

% of gross

EE IR OSY
Figrte

% of gross

Xl advances to ] advances to
Amount customers Amount customers
WHEAT HEMH It
HK$’m HK$'m
Gross advances
to customers
which have
been overdue
for:
- six months or
less but
over three
months 63 0.01% 38 0.01%
- one year or
less but over
six months 28 0.01% 38 0.01%
- over one year 307 0.04% 359 0.05%
Advances overdue
for over three
months 398 0.06% 435 0.07%
Individually
assessed loan
impairment
allowances made
in respect of
such advances 189 194
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Tgﬁ)ﬁ%‘ﬁﬂlﬁ& Notes to the Interim Financial Information (continued)

3. SRR ER (8 3. Financial risk management (continued)

A FRAR (8D 3.1 Credit Risk (continued)
(A) BB R AT (A) Gross advances and other accounts (continued)
(€:9)
(b) EHHEILINMHAZ (b) Advances overdue for more than three months (continued)
K (8D
F 2011 4 7+ 2010 4
6 H30H 12 431 H
At 30 June At 31 December
2011 2010
WHEAT iEINE DI
HK$'m HK$'m

it IR AT HESR S Current market value of collateral held

HINE PR against the covered portion of such

A T (A advances to customers 518 558
IR AT HEHR S 5 Covered portion of such advances to

2R BEK customers 168 213
IR AT R Uncovered portion of such advances to

R customers 230 222
T 391 5% R B A Collateral held against overdue or impaired loans is principally represented by
g QR LI charges over business assets such as commercial and residential premises for
BAHE A ARG corporate loans and mortgages over residential properties for personal loans.
IR B RO %
7N L K AE
Bg. MARER
TR B4 %48
LN
TF 201146 H 30 As at 30 June 2011 and 31 December 2010, there were no advances to banks and
H & 2010 4 12 other financial institutions overdue for more than three months.
H 31 H, ¥fFils
WLt 34~ HZ AR
AT B o Ath 4 il L
FIBEK
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Tgﬁ)ﬁ%ﬁﬂlﬁ& Notes to the Interim Financial Information (continued)

3. SRR ER (8 3. Financial risk management (continued)

A FRAR (8D 3.1 Credit Risk (continued)
(A) BTk R H AR (A) Gross advances and other accounts (continued)
(€:9)
(c) ZEALEK (c) Rescheduled advances
F20114E6 A30H T-2010 412 H 31 H
At 30 June 2011 At 31 December 2010
p-gakne- 9sL] PR P AR
Bt A4kt
% of gross % of gross
&8 advances to S50 advances to
Amount customers Amount customers
WHEAT HETT T 0
HK$’'m HK$'m
ZEMAR K Rescheduled
AR 2k advances to
TF TaiE customers net
3 MHZ K] of amounts
HB4) included in
“Advances
overdue for
more than
three months” 115 0.02% 228 0.04%
T 2011 %6 A 30 As at 30 June 2011 and 31 December 2010, there were no rescheduled
H 2010412 H advances to banks and other financial institutions.
31 H, KAKEEA
ZARAT B A x it
GIRAA G
L EMAGER IR Rescheduled advances are those advances that have been restructured or
Ff 5k 1A LS(EIX‘EL& renegotiated because of deterioration in the financial position of the borrower or
JE B8 7 13 kg abili i
AR of the inability of the borrower to meet the original repayment schedule.
LRy PSR Rescheduled ad hich h b f h h h
8 ] 2 escheduled advances, which have been overdue for more than three months
e MBI under the revised repayment terms, are included in overdue advances.
Ja 2 A G

fyids kst 3 4
PR (KT Arpes og ]
BEHRA -
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3.1 Credit Risk (continued)

3. Financial risk management (continued)

(d) Concentration of advances to customers

(A) Gross advances and other accounts (continued)

(i) Sectoral analysis of gross advances to customers

LR Oy i

R A 77 i 5T
W S A L R
AN Z

k55

PR 732K

A NN 95!
BT :

TERBRIZDEH Loans for use in Hong Kong
TR Industrial, commercial and
financial
- YN - Property development
- WA - Property investment
- Gl - Financial concerns
- JheEsad - Stockbrokers
- R R - Wholesale and retail trade
- Manufacturing

- g

- Transport and transport
equipment

- KHESD - Recreational activities

- VRS - Information technology

- At - Others

A Individuals

- Wy EEA R - Loans for the purchase of
AN ST flats in Home Ownership
KA EILR TR Scheme, Private Sector
PEFZOEK Participation Scheme

- WAL B

- fRHIROER
- it

FER T Z ST

and Tenants Purchase
Scheme

- Loans for purchase of
other residential
properties

- Credit card advances

- Others

Total loans for use in Hong
Kong

Ryl Trade finance

ERHLIIMEF 2 Bk Loans for use outside Hong
Kong

BRI 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:

F20114E6 A30H

At 30 June 2011
AR

ZHEGHE NAPHEZ HAEWEZ

% Covered RESE RS EREEE

by BRIRAE Individually ~ Collectively

BEPR&R collateral Classified d d
Gross or other or @H*  impairment impairment
advances security impaired Overdue* allowances allowances
WHRETT WHEAT WHEAT WHEAT WHREA T
HK$’'m HK$’m HK$’m HK$’'m HK$’'m
30,767 39.34% 3 3 - 105
70,522 86.63% 87 197 6 397
9,720 29.75% - - - 57
1,625 63.74% - - - 7
32,296 70.05% 30 104 16 162
16,559 44.82% 54 155 16 103
26,535 37.60% 70 4 1 95
593 15.50% - - 2
14,994 0.67% 2 5 1 51
28,201 38.54% 43 150 20 115
11,643 99.96% 54 321 - 10
168,084 99.99% 44 961 - 109
8,595 - 20 238 - 75
14,461 64.19% 49 157 20 19
434,595 72.99% 456 2,295 80 1,307
59,840 15.35% 128 164 90 263
178,382 22.34% 122 166 79 651
672,817 54.43% 706 2,625 249 2,221
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(A) B R IHABIKIR

%

(d) &) SEREHE

€

(i) Aoz
E M) 95Y

(58

3.1 Credit Risk (continued)

3. Financial risk management (continued)

(A) Gross advances and other accounts (continued)

(d) Concentration of advances to customers (continued)

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

LEFEMIT 2 bk
LR
- Pk
- Pl
- Rl
- B
- WL
- il
- I8k ok
- PRIRES)
- R
- St
A
- WA R
EIVNGIN A e
R AR B =R

- WA BN 5%
N
- fRHRDER
- Hft
FEFHHIZ ST

AR A
FEFHELISMERT ST

MR IRRE P
o A HASEFR
SR A ARAEIE,
MBI BT

Loans for use in Hong Kong

Industrial, commercial and
financial
- Property development
- Property investment
- Financial concerns
- Stockbrokers
- Wholesale and retail trade
- Manufacturing
- Transport and transport

equipment

- Recreational activities
- Information technology
- Others

Individuals

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

- Loans for purchase of
other residential
properties

- Credit card advances

- Others

Total loans for use in Hong
Kong

Trade finance

Loans for use outside Hong
Kong

Gross advances to customers

T 2010412 H 31 H
At 31 December 2010

Notes to the Interim Financial Information (continued)

HER 7 o5

Z A AP HEVHEZ

% Covered FE SN SERORERE R PO

by e Individually Collectively

#PBEK collateral Classified assessed assessed
Gross or other or T > impairment impairment
advances security impaired Overdue* allowances allowances
S NINEDIPM WmE G WmE G WwmE WwmE
HK$'m HK$'m HK$'m HK$'m HK$'m
29,542 34.21% 3 3 - 93
67,265 88.59% 87 273 7 374
9,011 30.57% - 4 - 50
556 69.32% - - - 2
24,300 67.23% 29 127 12 131
15,125 44.57% 70 118 22 83
23,409 34.39% 80 21 2 80
521 19.00% - - - 2
14,212 0.62% 3 3 1 44
23,006 42.85% 48 168 7 86
12,291 99.96% 64 377 - 10
147,424 99.99% 75 1,199 - 84
8,230 - 18 217 - 75
12,162 63.34% 44 179 20 15
387,054 72.70% 521 2,689 71 1,129
53,396 16.73% 95 141 57 228
172,736 24.45% 251 153 198 628
613,186 54.24% 867 2,983 326 1,985

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

unpaid.
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Tgﬁ)ﬁ%ﬁﬂlﬁ& Notes to the Interim Financial Information (continued)

3. SRR ER (8 3. Financial risk management (continued)

A FRAR (8D 3.1 Credit Risk (continued)
(A) BB R AT (A) Gross advances and other accounts (continued)
(%)
d) BPRPEREPE (d) Concentration of advances to customers (continued)
()
(if) F2 Hb B X 35k (i) Geographical analysis of gross advances to customers
K% HEK
pE¥ I
TFHIRTFHS The following geographical analysis of advances to customers is based on the
TER 2 B X location of the counterparties, after taking into account the transfer of risk. In
AW AR general, such transfer of risk takes place if the advances to customers are
LG RF-Z i guaranteed by a party in a country which is different from that of the customer.
fEH, I T
Je A i 7
F.KiME,
T ;. 5EaKk
ZAHLRN P AL
FHEPA
W, W2 Hiik
HRITKZ IR
W4 o
b9l ¥ gt ] Gross advances to customers
F2011 & F 2010 4¢
6 H30H 12 H31H
At 30 June At 31 December
2011 2010
BHERT VNREWA VI
HK$’'m HK$'m
Ttk Hong Kong 487,803 447 461
P R Mainland China 144,794 127,436
HAh Others 40,220 38,289
672,817 613,186
HE PR Collectively assessed loan
BEAELE impairment allowances in
PG FEK respect of the gross advances
WAEHER to customers
ik Hong Kong 1,514 1,375
o [ Py Mainland China 554 478
HoAh Others 153 132
2,221 1,985
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(A) BB R AT

3. Financial risk management (continued)

3.1 Credit Risk (continued)

(A) Gross advances and other accounts (continued)

€

(d) ZFRAEHE
€9
(if) F X sk
KZE K
5% €L D)

B

il
[
Tofts

BAEHITEK
HEAHIPE
i Z 58K
FRAAHER

Fits
[
Yoty

BAEHITEK
il
i Z 58K
FRAAHER

il
e [ 4 A
St

(d) Concentration of advances to customers (continued)

Overdue advances

Notes to the Interim Financial Information (continued)

(ii) Geographical analysis of gross advances to customers (continued)

F 2011 £ T 2010 4
6 H30H 12 31 H
At 30 June At 31 December
2011 2010
WHEAT wmE T
HK$’m HK$'m
Hong Kong 2,379 2,761
Mainland China 145 207
Others 101 15
2,625 2,983
Individually assessed loan
impairment allowances in
respect of the overdue advances
Hong Kong 154 137
Mainland China 42 64
Others 37 2
233 203
Collectively assessed loan
impairment allowances in
respect of the overdue advances
Hong Kong 61 51
Mainland China 5 5
Others 2 -
68 56
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Tgﬁ)ﬁ%ﬁﬂlﬁ& Notes to the Interim Financial Information (continued)

3. SRR ER (8 3. Financial risk management (continued)

A FRAR (8D 3.1 Credit Risk (continued)
(A) BB R AT (A) Gross advances and other accounts (continued)
(%)
d) ZPRPRAKEPE (d) Concentration of advances to customers (continued)
()
(if) F2 3t FE X 48 43 (i) Geographical analysis of gross advances to customers (continued)
KRR

S (85

R 2R ER Classified or impaired advances
LR
F 2011 & T- 2010 4
6 H30H 12 H31H
At 30 June At 31 December
2011 2010
WHEHT WM E TG
HK$’'m HK$'m
itk Hong Kong 582 656
oh [ Py Mainland China 74 113
oAl Others 50 98
706 867
MR SE Individually assessed loan
RIRME K impairment allowances in
FEAFIVEAL respect of the classified or
Z SRR impaired advances
%3
Tt Hong Kong 170 163
o ] Y 1 Mainland China 42 65
JeAll Others 37 98
249 326
BeeE SR Collectively assessed loan
B AE SR impairment allowances in
Ve 4 & VPh respect of the classified or
Z BRI impaired advances
i
s Hong Kong 20 19
o ] Py Mainland China 2 2
Hofth Others 1 _
23 21
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Tgﬁ)ﬁ%ﬁﬂlﬁ& Notes to the Interim Financial Information (continued)

3. SRR ER (8 3. Financial risk management (continued)
A FRAR (8D 3.1 Credit Risk (continued)

(B) WEI¥r= (B) Repossessed assets

RERT 201146 H The estimated market value of repossessed assets held by the Group as at 30 June
30 HEFAT R Iml Bt 2011 amounted to HK$288 million (31 December 2010: HK$280 million). They
ZAbAE R HE T 2.88 14 comprise properties in respect of which the Group has acquired access or control (e.g.
Jt (2010 412 H 31 through court proceedings or voluntary actions by the borrowers concerned) for
H: ¥ 2.801470). release in full or in part of the obligations of the borrowers.

XA HE AR [ 3 5 %

FRAH 8 7 A Ak B

PR Clnadid vt

a0l 3 B EAS H

A B8 07 A

T N R 455 55 1

AT 4 B 23 v b 1

.
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3. ERNRER (5

3.1 FRNE (8D
(C) FiFiEs

N LUFE TR
R BEUE PE E23 H 2
B UE SR THIEL, JF
R V4 )
SRS B TR A
FFIIVEG

Notes to the Interim Financial Information (continued)

3. Financial risk management (continued)

3.1 Credit Risk (continued)

(C) Debt securities

The tables below represent 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.

T201M46H30H

%
2[® non-agency
A 5 SR
- KR
- Alt-A
- Prime
RS
- AR bE
AR5
) e
- RATI B
- AL bE
AP
Hmb AR 5 0vR / %
PR
Hpbfii s

i

NTEBR LT AR
2 SRR

oAbl 50K / Bt
PR

HAb s
it

i

At 30 June 2011
TIPR
Unrated
BFREOY  HAMEXBUF
BRI BENH
Hong Kong Other
Aal & Al &2 government  governments
Aa3 A3 A3DTF and and
Aai to A1l to Lower government government Hh Bt
Aaa Aa3 A3 than A3 bodies agencies Others Total
Wl b3 Wi i) b3 wih b33 b i)
BAX HBARXT HBARX HBAT BAT BAX HARX HARL
HK$’'m HK$’'m HK$’'m HK$’'m HK$’'m HK$’'m HK$’'m HK$’'m
Investment in securities
US non-agency residential
mortgage-backed
- Subprime 174 37 102 - - - - 313
- Alt-A 26 21 - 94 - - - 141
- Prime 90 46 110 93 - - - 339
Fannie Mae
- mortgage-backed
securities - - - - - 10 - 10
Freddie Mac
- issued debt securities 79 - - - - - - 79
- mortgage-backed
securities . . . - - 454 - 454
Other MBS/ABS
2,094 201 - - - 9,721 - 12,016
Other debt securities 91,436 71,320 41,575 1,526 36,736 49,133 70,695 362,421
Subtotal 93,899 71625 41,787 1,713 36,736 50,318 70,695 375,773
Financial assets at fair
value through profit or
loss
Other MBS/ABS
19 - - - - - - 19
Other debt securities 1,844 983 1,519 348 11,358 15 1,892 17,959
Subtotal 1,863 983 1,519 348 11,358 15 1,892 17,978
Total 95,762 72,608 43,306 2,061 48,094 59,333 72,587 393,751
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Notes to the Interim Financial Information (continued)

3. ERNRER (5

3. Financial risk management (continued)

3.1 FRRE (80
(C) M&iEZ (8

3.1 Credit Risk (continued)

(C) Debt securities (continued)

T20104E12 H31 H
At 31 December 2010

TovEd
Unrated
BN AL KBUF
R ICHIH YIRS
Hong Kong Other
Aal & Al & government governments
Aa3 A3  A3LLF and and
Aa1to Alto Lower government government HoAl pES7
Aaa Aa3 A3 than A3 bodies agencies Others Total
epi W& T W pil T pl WM
HoL  HHIL HNL HAX H It B WAL HK
HK$'m HK$'m HK$'m HK$'m HK$'m HK$'m HK$'m HK$'m
EH R Investment in securities
2[5 non-agency  US non-agency residential
A 5 SR mortgage-backed
- K% - Subprime 351 1 5 - - - - 357
- Alt-A - Alt-A 90 112 40 - - - - 242
- Prime - Prime 391 64 87 53 - ; - 595
D5 Fannie Mae
- ARG B - mortgage-backed
AR5 securities - - - - - 15 - 15
Db Freddie Mac
- RATHI S5 - issued debt securities 79 158 - - - - - 237
- AR b - mortgage-backed
ARSI securities ) ) ) ) i 602 ) 602
HAbfE 5053k / % Other MBS/ABS
PR 2,490 282 - - - 7,334 - 10,106
Hetbfis Other debt securities 98,334 78,839 37,467 3,594 15,989 49,260 47,722 331,205
N7 Subtotal 101,735 79,456 37,599 3,647 15,989 57,211 47,722 343,359
AVEELTAR  Financial assets at fair
WM &R value through profit or
loss
HmE 5083k / % Other MBS/ABS
PRI 19 - - - - - - 19
oAbtz Other debt securities 24 1,955 1,932 547 33,486 - 2,399 40,343
N Subtotal 43 1,955 1,932 547 33,486 - 2,399 40,362
St Total 101,778 81,411 39,531 4,194 49,475 57,211 50,121 383,721

2011426 H 30 HLPre a4
HUCAHET 1,800.14 1276 (2010 4
12 J1 31 H:#M 1,568.07 1270),
Forp e A AT NVF AL T
123.47 1¢.56(2010 4212 J 31 H:
WM 57.001270) , TEHIES M
77 B,

The total amount of unrated issues amounted to HK$180,014 million (31 December 2010:
HK$156,807 million) as at 30 June 2011, of which only HK$12,347 million (31 December 2010:
HK$5,700 million) were without issuer ratings. For details, please refer to page 77.
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Notes to the Interim Financial Information (continued)

H 3 55 BERHBRE
(%2)

3. ERNBEE (4

3. Financial risk management (continued)

31 FHERAE (8
(C) & (4D
UL BB AA P

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

For the above debt securities with no issue rating, their issuer ratings are analysed as

55 ES:, % RAT follows:
N Z V4% 43t an
F
F 201146 H30H
At 30 June 2011
A3 LIF
Aal & Aa3 A1 % A3 Lower e 5378
Aaa Aa1 to Aa3 A1 to A3 than A3 Unrated Total
WHEHL WHEAxT WHEAx HHEAT BHEAT HBHEAHT
HK$’m HK$’m HK$’'m HK$’m HK$’'m HK$’m
A IE S Available-for-sale
securities 37,055 61,452 12,603 6,263 12,247 129,620
FrT 225 H kS Held-to-maturity
securities 431 20,517 700 100 - 21,748
TR B Wk Loans and
receivables - 14,089 1,292 - - 15,381
IR T AR Financial assets at fair
R value through profit
or loss - 11,443 1,722 - 100 13,265
Mt Total 37,486 107,501 16,317 6,363 12,347 180,014
172010412 H 31 H
At 31 December 2010
A3 LR
Aal % Aa3 A1 & A3 Lower Tovrek Jusan
Aaa Aa1 to Aa3 A1to A3 than A3 Unrated Total
W J1 0 WHEAG WmHAG  WTmEAK WHmEAT WwHmE AT
HK$'m HK$'m HK$'m HK$'m HK$'m HK$'m
A IE S Available-for-sale
securities 39,825 34,342 8,321 4,833 5,548 92,869
R 22 H U Held-to-maturity
securities 668 10,910 1,119 - - 12,697
GEH N R Loans and
receivables - 11,187 4,169 - - 15,356
APAEAB T AR Financial assets at fair
i AR value through profit
or loss - 33,581 2,152 - 152 35,885
Jusan Total 40,493 90,020 15,761 4,833 5,700 156,807
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31 FHRRAE (8
(C) Fi&iEss (82)
VR (ERTiE a Tl P n
VLT R :

TESFEEH

Investment in securities

3.1 Credit Risk (continued)

(C) Debt securities (continued)

3. Financial risk management (continued)

The impaired debt securities by credit rating are analysed as follows:

T 201146 A30H

Notes to the Interim Financial Information (continued)

2[H non-agency 15 5%
A

- R
- Prime
At fi

St

Hop: SR UER

US non-agency residential
mortgage-backed

- Subprime
- Prime
Other debt securities

Total

Of which accumulated
impairment allowances

UEF BB
3%[® non-agency {55 1%
ECisL
- K%
- Alt-A
- Prime
HABAE B EERK / V4L
At i

Mt
Serpe BT EHE R
1201146 H 30 H /¢

2010 412 H 31 H,
B MW 55 1E S«

Investment in securities
US non-agency residential
mortgage-backed
- Subprime
- Alt-A
- Prime

Other MBS/ABS

Other debt securities

Total

Of which accumulated

impairment allowances

At 30 June 2011
WKTE{E Hop:
Carrying values Bt R %
Of which
A3 DI'F accumulated
Aal & Aa3 A1 &£ A3 Lower L& impairment
Aaa Aa1lto Aa3 A1to A3 than A3 Unrated Total allowances
b ] W M W M W W
BAL BAL BAX HBAX HAXT HBAR H"AL
HK$’'m HK$’'m HK$m  HK$'m HK$m  HK$'m HK$’'m
174 37 94 - - 305 30
- - 16 13 - 29 3
- - - 36 - 36 3
174 37 110 49 - 370 36
19 5 8 4 - 36
T-2010 412 H 31 H
At 31 December 2010
M THI{E e
Carrying values R EAER
Of which
A3 LK accumulated
Aal £ Aa3 A1 £ A3 Lower  TIT4 Bt impairment
Aaa  AaltoAa3 A1to A3 than A3  Unrated Total allowances
M WM W& M W W& M
HJIot HJiot Ho6  HIt HJio6 BT HJIot
HK$'m HK$'m HK$'m HK$'m HK$'m  HK$'m HK$'m
345 1 - - - 346 36
- 36 40 - - 76 30
48 - 45 12 - 105 26
- 15 - - - 15 -
- - - 39 - 39 3
393 52 85 51 - 581 95
53 14 21 7 - 95
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3.1 FRNE (8D

(C) FiFiEs: (80

BT / B
Eilireas

TR AL S B
/BRI A
I 7R HE 2 i DX 5
B

EEMERRER /K™
AP
Non-agency 13 H¥#k
HLHT
- W
- Alt-A
- Prime
EMIIES
RAIES
oAb

HAEZAH K /
PRI

AE b BRIk

R ] AT

RS HEK /B R
fgr it

3.1 Credit Risk (continued)

(C) Debt securities (continued)

MBS/ABS

The tables below represent an analysis of the Group’s exposure to

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
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3. Financial risk management (continued)

F20114£6 530 A

At 30 June 2011

Notes to the Interim Financial Information (continued)

MBS/ABS by

TR HEE Hrp.
Carrying values EHRERE
Of which
ERAEIES accumulated
Bt Impaired impairment
Total securities allowances
WHET WMHAT WMHT
HK$’'m HK$’'m HK$’m
313 305 30
141 - -
339 29 3
9,721 - -
10 - -
454 - -
623 - -
11,601 334 33
1,672 - -
19 - -
1,691 - -
13,292 334 33
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B BRI R
Z A A R AR S fif
AR RIERPIEH
W i 4 2% 3 [
PR R S 13 AN
AL 37T AE IR

LR/ %
Mg okl i
AR UE S Ak 5 20 /
FEREER AR %
IR

¥ &) 4L £5 (% %) H WA H

BANK OF CHINA (HONG KONG) LIMITED

3.1 Credit Risk (continued)
(C) Debt securities (continued)
MBS/ABS (continued)

3. Financial risk management (continued)

T-20104£12 H 31 H
At 31 December 2010

Notes to the Interim Financial Information (continued)

Vi T Hrpe
Carrying values ZHR e
‘ ) Of which
CLRAE UE 27 accumulated
Bt Impaired impairment
Total securities allowances
WM E T WM E T WM E T
HK$'m HK$'m HK$'m
US MBS/ABS
Non-agency residential
mortgage-backed
- Subprime 357 346 36
- Alt-A 242 76 30
- Prime 595 105 26
Ginnie Mae 7,334 - -
Fannie Mae 15 - -
Freddie Mac 602 - -
Others 850 - -
9,995 527 92
Other countries MBS/ABS
Residential mortgage-backed 1,860 15 -
Commercial mortgage-backed 81 - -
1,941 15 -
Total MBS/ABS
11,936 542 92
F 2011 £ T-2010 4=
6 30 H 12 31 H
At 30 June At 31 December
2011 2010
b EY wmE LT
HK$’'m HK$'m
Increase in fair value taken to
available-for-sale securities reserve on
MBS/ABS for the period/year (net of
reversal of impairment allowances taken
to income statement excluding deferred
tax impact)
68 53
Closing balance of available-for-sale
securities reserve relating to MBS/ABS
(excluding deferred tax impact)
31 (37)
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K 201146 H
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3.1 Credit Risk (continued)
(C) Debt securities (continued)

MBS/ABS (continued)

3. Financial risk management (continued)

Notes to the Interim Financial Information (continued)

The tables below represent an analysis of net (reversal)/charge of impairment
allowances for the period/year for MBS/ABS held as at 30 June 2011 and 31 December

MR

ZEFEEHRK / B
MRS
Non-agency 11 5 7%
A
- W
- Prime

BB HER /R R
figr it

EEAERFHR / %=
IS
Non-agency 1153 5%
AL
- KM%
- Alt-A
- Prime

HAEREH R /
H PRI
AE D3 DERAEA

FEDS TR / Bk
i

W DR (R
FD /i AR
/EREAEZ
TR/ A
%

2010.
F201146 H30H
At 30 June 2011
A3 DIF
Aa1l & Aa3 A1 & A3 Lower TiFEk Bt
Aaa Aa1to Aa3 A1 to A3 than A3 Unrated Total
WHEAX WHEARKX WHEAT WHEAT WHEAT BHEEAT
HK$’m HK$’m HK$’m HK$’m HK$’m HK$’'m
US MBS/ABS
Non-agency residential
mortgage-backed
- Subprime (4) - (1) - - (5)
- Prime - - 1) (2) - (3)
Total MBS/ABS
4 - (2) (2) - (8)
T-20104E 12 A 31 H
At 31 December 2010
A3 LI'F
Aa1l % Aa3 A1 £ A3 Lower TovPER Bk
Aaa Aa1to Aa3 A1to A3 than A3 Unrated Total
WMHAIT  WhmEAT WwmEAG  WmEAT WhEAT BmEAT
HK$'m HK$'m HK$'m HK$'m HK$'m HK$'m
US MBS/ABS
Non-agency residential
mortgage-backed
- Subprime (16) (2) - - - (18)
- Alt-A - (2) 4) - - (6)
- Prime 4) - 5 2 - ()
(20) 4) 1 2) - (25)
Other countries
MBS/ABS
Residential
mortgage-backed 4) - - - 4)
Total MBS/ABS
(20) (8) 1 (2) - (29)

Note: The net (reversal)/charge of impairment allowances for MBS/ABS disposed during the period/year is excluded.
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Notes to the Interim Financial Information (continued)

3. Financial risk management (continued)
3.2 Market Risk
(A) VAR

VAR refers to the core indicator used in managing the Group’s market risk. It is a
statistical method used to measure the maximum loss of trading book positions held by
the bank over a target horizon with a given level of confidence. The Group adopts a
uniform VAR calculation model, using the historical simulation approach and two years’
historical data, to calculate VAR of the Group and subsidiaries over a one-day holding
period with a 99% confidence level, and set up VAR limit of the Group and subsidiaries.
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Notes to the Interim Financial Information (continued)

3. Financial risk management (continued)
3.2 Market Risk (continued)

(A) VAR (continued)

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

R e Lo
Fy 6 H30H A e CFREE
Minimum for Maximum for Average for

the first half  the first half the first half
Year At 30 June of year of year of year

EETINEF L
AE{E

TEHR W™ 2
S {E

HIZR P b Fr 2
A

JB SR 2
A

[ELEEN A vl
A E

WmEIe WmELe WAL WmENIC

HK$'m HK$'m HK$'m HK$'m

VAR for all market risk 2011 13.0 6.8 14.6 9.6
2010 7.4 6.9 15.7 10.5

VAR for foreign exchange 2011 9.6 1.9 12.8 6.3
risk products 2010 5.6 2.3 11.2 5.2
VAR for interest rate risk 2011 7.5 5.1 9.4 7.5
products 2010 6.0 5.1 13.6 8.7
VAR for equity risk 2011 0.1 0.0 0.4 0.1
products 2010 0.0 0.0 1.7 0.3
VAR for commodity risk 2011 0.2 0.0 0.6 0.1
products 2010 0.0 0.0 0.2 0.0

2011 4 BB, AR
AT 3 KRS AH DG 1 E
BT G A R H T
Wesi 2 M 7.2 HA G
(2010 4 F2f4E: WM
4.5 HJ170),

1 RSN SR P
R AE o

2 AEIESNIE PR
Pian LA RSN

In the first half of 2011, the average daily revenue® of BOCHK earned from market
risk-related trading activities was HK$7.2 million (first half of 2010: HK$4.5 million).

Notes:
1 Structural FX positions have been excluded.

2 Revenues from structural FX positions and back-to-back transactions have been excluded.

83



©)

H 3 25 BERHBRE
(8

3. ERNRER (5

3.2 TN (80

(A) RUSHE (58

ASER R IR ik
ik DARS (E A -4
SRAIUERTE . B
DRI K A ) W A A
G SEiE R o
AT H NI e 4
GEIEY N N (]
ELE, SRR AS Sy i
AT ARSE SR
i, R 55 9 KA
. AP
fE,  H BB R {8 3
T R LB S
L. —MIE, 18
HEE 12 A H AR
AME DL AL 4
o BTN R
PN I AN =FEIUN
O CRLAR RN A
B it hIRE
HEEE T oRT XURS (A Y
TR REAT [l I
e

(B) SMLRK:

AR W) % 77 KA
B LLEZR M N
T, HESRAEE
Thn RIGKARTT.
N T PR ST XL 2
e DR AT A5 T 4 2K
-, SR AT DR B
kA b A
EFRAD 14 7T
Ho tesh, SRIEN
T AR R B B
P E GRS, JF
W H A AME & 4
(BImsMC)
H Ak T B A
B A I AU o

¥ &) 4L £5 (% %) H WA H

BANK OF CHINA (HONG KONG) LIMITED

Notes to the Interim Financial Information (continued)

3. Financial risk management (continued)

3.2 Market Risk (continued)

(A) VAR (continued)

The predictive power of the VAR measure is monitored by back-testing, which
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
back-testing revenues are negative and exceeding the VAR, a “back-testing exception”
is noted. Generally speaking, the number of back-testing exceptions in a rolling
12-month period will not exceed four times. Back-testing results are reported to the
Group’s senior management, including the CE and CRO. BOCHK conducts
back-testing of VAR measures on a monthly basis.

(B) Currency risk

The Group’s assets and liabilities are denominated in major currencies, particularly the
Hong Kong dollar, the US dollar and Renminbi. To ensure the currency risk exposure of
the Group is kept to an acceptable level, risk limits (e.g. Position and VAR limit) are
used to serve as a monitoring tool. Moreover, the Group seeks to minimise the gap
between asset and liability in the same currency. Foreign exchange contracts (e.g. FX
swap) are wusually used to manage FX risk associated with foreign
currency-denominated assets and liabilities.
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3.2 Market Risk (continued)

(B) Currency risk (continued)

3. Financial risk management (continued)

Notes to the Interim Financial Information (continued)

The tables below summarise the Group’s exposure to foreign currency exchange rate
risk as at 30 June 2011 and 31 December 2010. Included in the tables are the assets
and liabilities at carrying amounts in HK$ equivalent, categorised by the original

AR T 28 R A A currency.
N LA A5 s T ik
5 7R 9 77 J st
F R T2k,
T 20116 H30H
At 30 June 2011
EH W 2
ARH us HK k% Japanese  Pound Hfh Bt
Renminbi  Dollars  Dollars Euro Yen Sterling  Others Total
WwH WH WwH WwH WwH WwH W i
\AX HEAX HBEAX HAAX HAX EAX HAAX HAX
HK$'m  HK$'m HK$’m HK$’'m HK$’'m HK$’m HK$’'m HK$’m
B Assets
PEAE I 4 B AT TURAT B oAb 42 Bl Cash and balances with banks and
[AliIEEPS other financial institutions 378,129 20,399 17,094 1,139 142 1,021 1,196 419,120
FERRAT B b AR H LI — 2| 4> Placements with banks and other
HW I € IR financial institutions maturing
between one and twelve months 71,445 14,040 3,675 30 13 150 265 89,618
NP ARG Z 4205t Financial assets at fair value
through profit or loss 908 2,558 14,594 - - - 80 18,140
A G T H Derivative financial instruments 301 2,834 24,280 10 . . 22 27,447
FEEAATBIX BUN 7 GHE B Hong Kong SAR Government
certificates of indebtedness - - 54,460 - - - - 54,460
P I ARIK T Advances and other accounts 20,774 217,736 454,617 5997 2,137 63 9,135 719,459
UEZR B % Investment in securities
- At IS - Available-for-sale securities 23,811 157,323 72,652 17,099 1,333 272 33,231 305,721
- R R EHER - Held-to-maturity securities 17,795 19,302 7,596 1,706 2,055 8 6,840 55,302
- DR BN - Loans and receivables - . 4,004 1,431 . 9,688 258 15,381
EE A A LA Interests in associates - . 214 . . . . 214
Bl Investment properties 102 - 11,562 - - - - 11,664
Wlby T Kk Properties, plant and equipment 436 1 35,656 - - - - 36,093
HAb % (QIEBERI% ™) Other assets (including deferred
tax assets) 276 3,800 19,435 520 218 151 410 24,810
o dad=t Total assets 522,977 437,993 719,839 27,932 5898 11,353 51,437 1,777,429
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Sl Liabilities

AR AT X AT Hong Kong SAR currency notes in
circulation

AT J A SR B U 2 A7 0 4542 Deposits and balances from banks
and other financial institutions

NE AR ZE 2 2Rl f i Financial liabilities at fair value
through profit or loss

fir A G 1A Derivative financial instruments

R Deposits from customers

FRS A RAT ARSI Debt securities in issue at

amortised cost
bR R HES CBARRATBII K Other accounts and provisions

BRI ) (including current and deferred

tax liabilities)

=Rt Subordinated liabilities

55 B AR Total liabilities

e SR ] Net on-balance sheet position

RN T Off-balance sheet net notional
position*

R A fo S AR Contingent liabilities and
commitments

3.2 Market Risk (continued)

(B) Currency risk (continued)

3. Financial risk management (continued)

F201146 H30H

Notes to the Interim Financial Information (continued)

At 30 June 2011

*£7u i HIE E5
AR us HK k% Japanese  Pound HAth, Bt
Renminbi  Dollars  Dollars Euro Yen Sterling  Others Total
Wh Bh HBm HBm b i B HBm WM
BAX ®BAX HBHARX HBARX HBARX ®BART @AARX HART
HK$m  HK$m HK$m  HK$m HK$’m  HK$m  HK$m HK$’'m
- - 54,460 - - - - 54,460
272,183 70,045 35,043 578 170 34 8,851 386,904
28 192 4,436 - - - 219 4,875
282 3,328 19,597 485 1 - 137 23,830
220,749 208,473 609,751 15,086 1,427 15,798 35,401 1,106,685
- - 5 - - - - 5
3,881 13,948 33,810 1,128 441 726 799 54,733
- 20,399 - 7,439 - - - 27,838
497,123 316,385 757,102 24,716 2,039 16,558 45,407 1,659,330
25,854 121,608 (37,263) 3,216 3,859 (5,205) 6,030 118,099
(15,986) (116,678) 145,274  (3,226) (3,867) 5,245  (5,944) 4,818
19,756 99,615 241,463 4,779 1,197 793 3,295 370,898
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3.2 Market Risk (continued)

(B) Currency risk (continued)

Assets

other financial institutions

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)

+ 2010412 31 H
At 31 December 2010

Notes to the Interim Financial Information (continued)

Fot bt I
AR us HK W% Japanese Pound Jeft 587
Renminbi Dollars Dollars Euro Yen  Sterling Others Total
W W M WM HEm M WD D
[EWB [EWpH [EWp Tt [EWp [EWp Hiot IEWp
HK$'m HK$'m HK$'m HK$'m HK$'m HK$'m HK$'m HK$'m
369,079 17,962 21,802 2,762 657 1,884 999 415,145
8,886 22,840 6,279 42 - 144 1,308 39,499
1,211 3,369 35,842 - - - 75 40,497
122 2,540 21,072 18 - - 30 23,782
- - 46,990 - - - - 46,990
25,299 190,935 413,734 5,447 1,260 53 8,663 645,391
14,939 152,394 41,066 22,876 4,421 1,767 40,080 277,543
6,577 24,741 8,269 1,743 2,028 15 7,643 51,016
- 5,791 9,565 - - - - 15,356
- - 212 - - - - 212
96 - 10,246 - - - - 10,342
420 - 30,612 - - - - 31,032
147 404 14,560 77 89 40 72 15,389
426,776 420,976 660,249 32,965 8,455 3,903 58,870 1,612,194
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3.2 Market Risk (continued)

(B) Currency risk (continued)

Liabilities

Hong Kong SAR currency notes in
circulation

Deposits and balances from 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)

2010412 H31H
At 31 December 2010

Notes to the Interim Financial Information (continued)

ESH TG H et
N us HK WK% Japanese Pound HoAth us
Renminbi Dollars Dollars Euro Yen  Sterling Others Total
i i M M i i i M
[EVIPw [EWP HHJE AN "hx  AHIE AN [EWp
HK$'m HK$'m HK$'m HK$'m HK$'m HK$'m HK$'m HK$'m
- - 46,990 - - - - 46,990
241,539 42,496 13,393 99 252 15 15,990 313,784
- 76 25,280 - - - 137 25,493
130 3,436 16,902 681 2 - 80 21,231
157,440 185,193 613,598 15,764 1,921 16,745 38,859 1,029,520
4,430 10,790 24,874 535 48 642 691 42,010
- 20,029 - 6,848 - - - 26,877
403,539 262,020 741,037 23,927 2,223 17,402 55,757 1,505,905
23,237 158,956 (80,788) 9,038 6,232 (13,499) 3,113 106,289
(17,781) (155,173) 182,397 (8,965) (6,290) 13,368  (3,256) 4,300
11,813 85,973 227,261 5,720 1,559 1,076 3,313 336,715

* 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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3.2 Market Risk (continued)

(C) Interest rate risk

31 H A R XU 7
Ho KA LUK E
TN A I
HA T E REH WY
HEHH (R

) 4.

290

AT A BAT TSR AT S SeAh 4xfbL Cash and balances with banks and

lTEPS

TERAT A L — %+ =/ Placements with banks and other

AWEAZ IR
WHEZR M A B8 2 Rl T

e )
B RS AT BUX BUR SUGHIE 15

BRI KT
Esds
- LIRS
- FRE R B IR
S G
W A R AGE
Bl
Wl T K
HAb TR (ARG RLIE =)

B B

Assets

other financial institutions

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)

F201ME6 H30H

Notes to the Interim Financial Information (continued)

The tables below summarise the Group’s exposure to interest rate risk as at 30 June
2011 and 31 December 2010. Included in the tables are the assets and liabilities at
carrying amounts, categorised by the earlier of contractual repricing or maturity dates.

At 30 June 2011

—= =7 D!

—MAR =AA AR —EHFE RFUE Non-
Up to 1-3 3-12 1-5 Over interest Bt
1 month months months years 5 years bearing Total
WwH WwH b b i WwH W
BAT BAT BT BT BT BT BT
HK$’'m HK$’'m HK$’'m HK$’'m HK$’'m HK$’'m HK$’'m
413,513 - - - - 5,607 419,120
- 34,369 55,249 - - - 89,618
6,741 6,521 1,078 3,256 382 162 18,140
- - - - - 27,447 27,447
- - - - - 54,460 54,460
531,891 128,908 41,466 12,418 11 4,665 719,459
37,814 57,494 50,254 117,708 41,820 631 305,721
7,997 15,636 10,042 15,000 6,627 - 55,302
2,856 1,206 11,319 - - - 15,381
- - - - - 214 214
. . - - - 11,664 11,664
- - - - - 36,093 36,093
- - - - - 24,810 24,810
1,000,812 244,134 169,408 148,382 48,940 165,753 1,777,429
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3. SRIRRER (8 3. Financial risk management (continued)

3.2 TN (80
(C) FHRE (5

Bk Liabilities

AR AT BUX B AR T Hong Kong SAR currency notes
in circulation

HRAT Je HoAb R LRy 2 £7:3 J 4545 Deposits and balances from banks
and other financial institutions

APHERI A G Z &6 Financial liabilities at fair value
through profit or loss

R4 TR Derivative financial instruments
RN Deposits from customers

FEPE A AT 2 045 UE S Debt securities in issue at
amortised cost

JUAb I R % (F34 M AR5 J Other accounts and provisions

B IERIIGAT) (including current and deferred
tax liabilities)
JE St Subordinated liabilities
Sfk B Total liabilities
FZRBUR GO Interest sensitivity gap

3.2 Market Risk (continued)

(C) Interest rate risk (continued)

T 201146 H30H

Notes to the Interim Financial Information (continued)

At 30 June 2011

—= =% kR

—NAA =R +=AR —EBEEE AFME Non-
Up to 1-3 3-12 1-5 Over interest Bt
1 month months months years 5 years bearing Total
B B HBm Bm Hm b1 W
BTG BRI BT BT BT LZpip EpipH
HK$’m HK$’m HK$’'m HK$’'m HK$’m HK$’m HK$’'m
- - - - - 54,460 54,460
357,801 11,371 2,452 - - 15,280 386,904
1,392 2,562 679 221 21 - 4,875
- - - - - 23,830 23,830
823,054 138,415 80,720 9,544 - 54,952 1,106,685
- - 5 - - - 5
11,824 648 1,832 479 - 39,950 54,733
- - 7,439 - 20,399 - 27,838
1,194,071 152,996 93,127 10,244 20,420 188,472 1,659,330
(193,259) 91,138 76,281 138,138 28,520  (22,719) 118,099
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3. SRIRRER (8 3. Financial risk management (continued)

3.2 WHAK ()

(C) FIRKE (5

=

3.2 Market Risk (continued)

(C) Interest rate risk (continued)

2010412 H31H
At 31 December 2010

PEAEEN 4 AT IURAT B JAb4xfHL Cash and balances with banks and

LABETS

FERRAT R ILAb SR — 2 1 =4~ Placements with banks and other

AWEIL I
PG AR 2 S

bR TH
U AT B R S TUE W] 45

BER S Ho Ak 5
WEFRBEE
- AR
- HEEFER
- DER BN
e A AL
/A
Y T R
AT CELRG AR 5E )

=1

=B

—% =% AT
—MHW =4H +ZAH —&2HFE HFEUE Non-
Up to 1-3 3-12 1-5 Over interest St
1 month months months years 5 years bearing Total
M WM M M M WM T
" /it EYIPH HJiot HJiot " /it EYIPH Epipn
HK$'m HK$'m HK$'m HK$'m HK$'m HK$'m HK$'m
Assets
other financial institutions 408,544 - - - - 6,601 415,145
financial institutions maturing
between one and twelve months - 19,346 20,153 - - - 39,499
Financial assets at fair value
through profit or loss 3,399 29,967 3,021 3,282 693 135 40,497
Derivative financial instruments - - - - - 23,782 23,782
Hong Kong SAR Government
certificates of indebtedness - - - - - 46,990 46,990
Advances and other accounts 512,985 92,528 27,356 7,659 119 4,744 645,391
Investment in securities
- Available-for-sale securities 34,227 41,630 49,111 122,690 29,329 556 277,543
- Held-to-maturity securities 7,142 16,570 9,808 10,692 6,804 - 51,016
- Loans and receivables 5,791 3,402 6,163 - - - 15,356
Interests in associates - - - - - 212 212
Investment properties - - - - - 10,342 10,342
Properties, plant and equipment - - - - - 31,032 31,032
Other assets (including deferred
tax assets) - - - - - 15,389 15,389
Total assets 972,088 203,443 115,612 144,323 36,945 139,783 1,612,194
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3.2 Market Risk (continued)

(C) Interest rate risk (continued)

2010412 H31H
At 31 December 2010

Notes to the Interim Financial Information (continued)

—% =% AT
— MW =4 +=AH —&HFE HEFEUE Non-
Up to 1-3 3-12 1-5 Over interest mitk
1 month months months years 5 years bearing Total
WM HE M T M WM T
[EPIPH [EPIPH EpIpw EpIpw EpIpw EPIP Epipn
HK$'m HK$'m HK$'m HK$'m HK$'m HK$'m HK$'m
Liabilities
Hong Kong SAR currency notes
in circulation - - - - - 46,990 46,990
Deposits and balances from banks
and other financial institutions 298,078 8,729 969 - - 6,008 313,784
Financial liabilities at fair value
through profit or loss 4,996 16,993 3,316 168 20 - 25,493
Derivative financial instruments - - - - - 21,231 21,231
Deposits from customers 789,510 107,409 73,421 5,010 - 54,170 1,029,520
Other accounts and provisions
(including current and deferred
tax liabilities) 11,005 1,070 2,163 394 - 27,378 42,010
Subordinated liabilities - - 6,848 - 20,029 - 26,877
Total liabilities 1,103,589 134,201 86,717 5,572 20,049 155,777 1,505,905
Interest sensitivity gap (131,501) 69,242 28,895 138,751 16,896 (15,994) 106,289
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Tgﬁ)ﬁ%ﬁﬂlﬁ& Notes to the Interim Financial Information (continued)

3. SRIRRER (8 3. Financial risk management (continued)

3.3 WEIERENK 3.3 Liquidity Risk
(A) WL LE (A) Liquidity ratio
PAELEET ARG A
2011 4¢ 2010 4
6 H30H 6 H30H
Half-year ended Half-year ended
30 June 30 June
2011 2010
YR B A R Average liquidity ratio 36.38% 37.81%
V30 B 4 L % The average liquidity ratio is calculated as the simple average of each calendar
& LUAHRAT B 4F month’s average liquidity ratio of the Bank for the period.
AP ¥mah v 4
) ) S S E T
=
iR A S Al A A The liquidity ratio is computed on the solo basis (the Hong Kong offices only) and is in
i CRATIZH) B accordance with the Fourth Schedule to the Banking Ordinance.
F Y B DA b v

CHP A0 45 2 3 2
Fhb) .

93



@ ¥ B4 fr(mn)Hmad

BANK OF CHINA (HONG KONG) LIMITED

Tﬁﬁ%ﬁ%ﬁﬂﬁﬁ& Notes to the Interim Financial Information (continued)

3. SRIRREHE (8 3. Financial risk management (continued)

3.3 MIBEENK (58) 3.3 Liquidity Risk (continued)
(B) 3IFABH T (B) Maturity analysis
FRAARED B Tables below analyse assets and liabilities of the Group as at 30 June 2011 and 31
KT 2011 4 6 December 2010 into relevant maturity groupings based on the remaining period at
H 30 H % 2010412 balance sheet date to the contractual maturity date.

31 HIEIWH 2
s I L5 HIN,
B AR AL
BI04 0 FR 2>

%

=
PR EL 4 B A ARAT B oAl i
RS

F201146 3301

At 30 June 2011
—& =2
mH —AAN =AA S4B —ZEhfE AFNE THE
On Up to 1-3 3-12 1-5 Over A Bk
demand 1 month months months years 5 years Indefinite Total

WM wm wm WM wm i wm wm
BAX H®HARX ®BARX HBAR HARX AARX HART HAR
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 366,693 52,427 - - - - - 419,120

FEARAT B L R —F + A Placements with banks and other

AWEZ e HEIL
DT A BRER 2 elE

- oM

- FRHZAPHIE
- it

- FHERNLNATEAET A
5

- FRHZAPHIE
- it
- IRt
T T H

FRUERE AT B BUR A w5

BER B IAR IR

- B
- SIS
- BT RIS
U
- AP B
- AP
- St
- BSOS
- AP
- St

- PR GR 2R 55IES

- e
HE A AL
E34/ 27N
Wlby T Kt
Hfb ™ BRI )

BB

financial institutions maturing
between one and twelve months - - 34,369 55,249 - - - 89,618
Financial assets at fair value
through profit or loss
- debt securities held for trading
- certificates of deposit held - 200 1,179 - 2 - - 1,381
- others - 6,542 4,956 1,009 1,864 125 - 14,496
- debt securities designated at fair
value through profit or loss

- certificates of deposit held - - - - - - - -
- others - - - 71 1,775 255 - 2,101
- equity securities - - - - - - 162 162
Derivative financial instruments 22,709 550 471 683 1,380 1,654 - 27,447
Hong Kong SAR Government
certificates of indebtedness 54,460 - - - - - - 54,460
Advances and other accounts
- advances to customers 55,848 13,123 49,886 116,556 249,499 184,812 623 670,347
- trade bills 33 13,629 17,848 15,316 37 - - 46,863
- advances to banks and other
financial institutions - 1 73 1,320 855 - - 2,249
Investment in securities
- debt securities held for
available-for-sale
- certificates of deposit held - 1,450 4,389 11,800 14,730 - - 32,369
- others - 20,489 29,452 49,096 127,576 46,048 60 272,721
- debt securities held for
held-to-maturity
- certificates of deposit held - 435 1 791 2,058 - - 3,285
- others - 3,294 4,666 11,442 23,966 8,339 310 52,017
- debt securities held for loans and
receivables - 2,856 1,206 11,319 - - - 15,381
- equity securities - - - - - - 631 631
Interests in associates - - - - - - 214 214
Investment properties - - - - - - 11,664 11,664
Properties, plant and equipment - - - - - - 36,093 36,093
Other assets (including deferred
tax assets) 6,594 17,799 27 252 44 - 94 24,810
Total assets 506,337 132,795 148,523 274,904 423,786 241,233 49,851 1,777,429
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3.3 Liquidity Risk (continued)

(B) Maturity analysis (continued)

3. Financial risk management (continued)

F201146A30H

Notes to the Interim Financial Information (continued)

At 30 June 2011
—& =2
Wy —AAR =AM oA —EREE RFNE  AmE
On Up to 1-3 312 1-5 Over H# Bt
demand 1 month months months years 5 years Indefinite Total
¥Bm  BMm  wm Bm %M Bm B B
BA®L HART HBAR HAR HBHAR HBHAT HAR BT
HK$’'m HK$’m HK$’m HK$’'m HK$’m  HK$m HK$’m HK$’m
Liabilities
Hong Kong SAR currency notes in
circulation 54,460 - - - - - - 54,460
Deposits and balances from banks
and other financial institutions 313,144 59,937 11,371 2,452 - - - 386,904
Financial liabilities at fair value
through profit or loss
- certificates of deposit issued N . . . . - - -
- others - 1,392 2,562 679 221 21 - 4,875
Derivative financial instruments 17,490 701 525 791 3,339 984 - 23,830
Deposits from customers 596,643 278,740 137,375 83,085 10,842 - - 1,106,685
Debt securities in issue at
amortised cost - - - 5 - - - 5
Other accounts and provisions
(including current and deferred
tax liabilities) 21,290 16,251 6,072 5,247 5,873 - - 54,733
Subordinated liabilities - - 420 1 - 221417 - 27,838
Total liabilities 1,003,027 357,021 158,325 92,260 20,275 28,422 - 1,659,330
Net liquidity gap (496,690) (224,226) (9,802) 182,644 403,511 212,811 49,851 118,099
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Notes to the Interim Financial Information (continued)

3. Financial risk management (continued)
3.3 Liquidity Risk (continued)

(B) Maturity analysis (continued)

i
A < B A7 TRRAT T At e
BRI %

ERRAT R G — 2+ 4> Placements with banks and other

AWEZ AL
WHEZ M A BiaE 2 Rl T

- SIS
- P2 AT
- St
- FHEAA TR SR
ZI
- AR
- e
- RIS
fir A g 1A
B BT O ST 13

PERRILAIK I
- BPEK
- HUT R USRI

USRS
- WHYEZ IR

- AR
- Ut
- FFEERINZAT5 IR

- FERZAFEAE
- Ut
- PR BN 2G5S

JBet e
TR A TR
BBl
Pl T BB
Heptr ™ CALRIB IR ™)

b

12010412 H31 H
At 31 December 2010

—x e
B —A AW =AM A —EBLFE AR ANHf
On Up to 1-3 3-12 1-5 Over H Bt
demand 1 month  months  months years  5years Indefinite Total
e HEm HEm e HEm HEm HEm HEm
HJiot B\t [Epipn =it [EWP [EpipN =P =P
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 374,151 40,994 - - - - - 415,145
financial institutions maturing
between one and twelve months - - 19,346 20,153 - - - 39,499
Financial assets at fair value
through profit or loss
- debt securities held for trading
- certificates of deposit held - - 568 1,678 2 - - 2,248
- others - 3,201 27,547 2,608 2,177 161 - 35,694
- debt securities designated at fair
value through profit or loss
- certificates of deposit held - - - - - - - -
- others - - - 413 1,458 549 - 2,420
- equity securities - - - - - - 135 135
Derivative financial instruments 19,539 441 461 1,042 1,209 1,090 - 23,782
Hong Kong SAR Government
certificates of indebtedness 46,990 - - - - - - 46,990
Advances and other accounts
- advances to customers 43,539 17,031 43,051 107,513 232,575 166,473 693 610,875
- trade bills 53 10,109 16,190 5,253 - - - 31,605
- advances to banks and other
financial institutions - 1 147 1,209 1,554 - - 2,911
Investment in securities
- debt securities held for
available-for-sale
- certificates of deposit held - 303 501 11,233 10,664 - - 22,701
- others - 18,156 12,752 48,604 140,261 34,326 187 254,286
- debt securities held for
held-to-maturity
- certificates of deposit held - 3 25 1,274 2,494 - - 3,796
- others - 1,010 3,708 11,620 21,714 8,774 394 47,220
- debt securities held for loans and
receivables - 5,791 3,402 6,163 - - - 15,356
- equity securities - - - - - - 556 556
Interests in associates - - - - - - 212 212
Investment properties - - - - - - 10,342 10,342
Properties, plant and equipment - - - - - - 31,032 31,032
Other assets (including deferred
tax assets) 4,317 10,802 6 89 72 - 103 15,389
Total assets 488,589 107,842 127,704 218,852 414,180 211,373 43,654 1,612,194

96



@ ¥ B4 fr(mn)Hmad

BANK OF CHINA (HONG KONG) LIMITED

Tgﬁ)ﬁ%‘ﬁﬂlﬁ& Notes to the Interim Financial Information (continued)

3. SRIRRER (8 3. Financial risk management (continued)

3.3 WishF K (5

(B) ZIHAMT (50

Hifs Liabilities
R T BUX AL T Hong Kong SAR currency notes in
circulation
AT B A A LA 2 A7k Deposits and balances from banks
g and other financial institutions

AP ABIZE 2 &Hl55  Financial liabilities at fair value
through profit or loss

- RATZAFHIE - certificates of deposit issued
- St - others

A4 T H Derivative financial instruments

BV Deposits from customers

FLAbRI R HES CBARRATBII K Other accounts and provisions
BRI (including current and deferred

tax liabilities)

Rt Subordinated liabilities

FREH Total liabilities

AN Gk Net liquidity gap

3.3 Liquidity Risk (continued)

(B) Maturity analysis (continued)

+20104%12 131 H
At 31 December 2010

= =%

W AR S AT SEE REUE A
On Up to 1-3 3-12 1-5 Over H Bt
demand 1 month months months years  5years Indefinite Total
WD W D WD HEm W WD M
EWIPM [EPIPH HJiot Epipn [EPIP [EPIPH EpIpH EPIPH
HK$'m HK$'m HK$'m HK$'m HK$'m HK$'m HK$'m HK$'m
46,990 - - - - - - 46,990
260,453 43,633 8,729 969 - - - 313,784
- 4,996 16,994 3,316 167 20 - 25,493
14,705 970 443 1,244 3,090 779 - 21,231
600,788 240,538 107,982 74,014 6,198 - - 1,029,520
17,843 8,576 7,554 3,237 4,800 - - 42,010
- - 419 1 - 26,457 - 26,877
940,779 298,713 142,121 82,781 14,255 27,256 - 1,505,905
(452,190) (190,871) (14,417) 136,071 399,925 184,117 43,654 106,289
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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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3.4 Capital Management

3. Financial risk management (continued)

Notes to the Interim Financial Information (continued)

The Group adopted the foundation internal ratings-based (“FIRB”) approach to calculate
credit risk and standardised (credit risk) (“STC”) approach for certain credit exposures
being exempted from FIRB effective from 1 January 2011. The market risk of the Group
mainly sourced from BOCHK. BOCHK adopted the internal models approach (“IMM”) to
calculate general market risk for interest rate and exchange rate exposures effective from
1 April 2011 while the Group continued to adopt the standardised (market risk) (“STM”)
approach to calculate the remaining market risk. In addition, the Group continued to adopt
the standardised (operational risk) (“STO”) approach for operational risk. The Group’s
capital adequacy ratio was calculated based on the various risk measurement approaches

above.

The Group adopted the STC approach and STM approach to calculate credit risk and
market risk respectively as at 31 December 2010. As a result of the change in the basis
used, the amounts shown below are not directly comparable.

(A) Capital adequacy ratio

Capital adequacy ratio

Core capital ratio
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F 2011 4 + 2010 4F
6 H30H 12731 H
At 30 June At 31 December
2011 2010
17.62% 16.14%
12.87% 11.29%
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BANK OF CHINA (HONG KONG) LIMITED

Tgﬁ)ﬁ%ﬁﬂlﬁ& Notes to the Interim Financial Information (continued)

3. SRIRRER (8 3. Financial risk management (continued)

3.4 HAEHE (8 3.4 Capital Management (continued)
(A) BAFRHE (8 (A) Capital adequacy ratio (continued)
A LA TR CGRAT The capital ratios are computed on the consolidated basis that comprises the positions
M CBEASD Y Ko of BOCHK and certain subsidiaries specified by the HKMA for its regulatory purposes
G Je B e and in accordance with the Banking (Capital) Rules.
R LAGE A FEHEF
LA B AR 8 M
JEB o ] WA 25 bR 5 1 L
e o b B WA SR B The differences between the basis of consolidation for accounting and regulatory
KA 2 2545k, purposes are described in “Additional Information — Subsidiaries of the Bank” on page
o 372 e 2 R LT 164.
95160 U HAb TR —
AEBATZ MR A Lo
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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 2011 and 31 December 2010 and reported to the

HKMA is analysed as follows:

Core capital:
Paid up ordinary share capital

Reserves
Profit and loss account
Non-controlling interests

Deductions from core capital

Core capital

Supplementary capital:
Fair value gains arising from holdings of
available-for-sale securities
Fair value gains arising from holdings of
securities designated at fair value through
profit or loss

Collective loan impairment allowances
Regulatory reserve

Surplus provisions
Term subordinated debt

Deductions from supplementary capital
Supplementary capital

Total capital base after deductions
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F 2011 ¢ T+ 2010 4¢
6 H30 H 12 H31H
At 30 June At 31 December
2011 2010
BMmEAL WM E T
HK$’'m HK$'m
43,043 43,043
32,509 28,475
6,401 5,332
1,610 1,425
83,563 78,275
(791) (332)
82,772 77,943
931 588

35 29

92 1,985

247 5,076
3,232 -
26,810 26,198
31,347 33,876
(791) (332)
30,556 33,544
113,328 111,487
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BANK OF CHINA (HONG KONG) LIMITED

Tg%ﬁ%ﬁﬂﬁﬁ& Notes to the Interim Financial Information (continued)

3. SRR EHE (8 3. Financial risk management (continued)

3.4 BAEHE (5) 3.4 Capital Management (continued)
(B) MG HIFEAEERL AL (B) Components of capital base after deductions (continued)
# (88)
AN A TR Subsidiaries which are not included in the consolidation group for the calculation of
bt % it 8 A W LT capital adequacy ratios are denoted in “Additional Information — Subsidiaries of the
2% 158 & 160 1T [H: Bank” on pages 161 to 164. Investment costs in such subsidiaries are deducted from
flh ¥k - RRATZ the capital base.
ME AT L. S
TP '8 90 AN
BEARTEREH I -
S W15 A2 A5 1 4 AR A Term subordinated debt represents subordinated liabilities qualified as Tier 2 Capital
SRR ER, 1] of BOCHK pursuant to the regulatory requirements of the HKMA.

1R R i
ZNIiDEE S
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BANK OF CHINA (HONG KONG) LIMITED

4. Net interest income

Interest income
Due from banks and other financial institutions

Advances to customers
Listed investments
Unlisted investments
Others

Interest expense
Due to banks and other financial institutions

Deposits from customers

Subordinated liabilities
Others

Net interest income

Notes to the Interim Financial Information (continued)

FEGHE PARGH R
2011 £ 2010 4

6 H30H 6J130H
Half-year ended Half-year ended
30 June 30 June
2011 2010
BHEHT BMHE T
HK$’'m HK$'m
3,759 996
6,304 5,417
1,879 1,712
2,232 1,733

142 89
14,316 9,947
(1,949) (303)
(2,644) (1,069)
(283) (275)

(83) (61)
(4,959) (1,708)
9,357 8,239

Included within interest income is HK$1 million (first half of 2010: HK$5 million) of interest
with respect to income recognised on advances classified as impaired for the first half of

2011. Interest income accrued on impaired investment in securities amounted to HK$10

million (first half of 2010: HK$50 million).

Included within interest income and interest expense are HK$14,817 million (first half of 2010:
HK$10,406 million) and HK$5,262 million (first half of 2010: HK$1,907 million), before
hedging effect, for financial assets and financial liabilities that are not recognised at fair value

through profit or loss respectively.
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BANK OF CHINA (HONG KONG) LIMITED

Tgﬁ)ﬁ%‘ﬁﬂlﬁ& Notes to the Interim Financial Information (continued)

5. BR&HREALWA 5. Net fee and commission income

FELGHE PAREH R
2011 £ 2010 4
6 H30H 6 H30H
Half-year ended  Half-year ended
30 June 30 June
2011 2010
WREGT WMt
HK$’m HK$'m
REH KSR Fee and commission income
EFR4 4 Securities brokerage 1,485 1,509
IERS Credit cards 1,202 914
DY 4 Loan commissions 588 623
PRES Insurance 568 363
b Y R Bills commissions 418 371
EediEy Payment services 303 272
EIEm Currency exchange 224 125
a0 Funds distribution 176 67
(EEIRIE 3 Trust services 123 98
PRAEH Safe deposit box 107 103
oAt Others 216 198
5,410 4,643
& HRAEIH Fee and commission expense
fFHF Credit cards (950) (668)
W44l Securities brokerage (234) (234)
EediiEg Payment services (44) (42)
oAl Others (207) (139)
(1,435) (1,083)
BIR%E RIBEERA Net fee and commission income 3,975 3,560
KA Of which arise from
- JERAATEAR TP A B2 2 - financial assets or financial liabilities not at fair value
SRR R through profit or loss
- % B R Am AN - Fee and commission income 690 725
- W53 e - Fee and commission expense 1) (4)
689 721
- B R H AL Z TS B) - trust and other fiduciary activities
- R4 2 AR 4N - Fee and commission income 249 213
- R4 2 B 43 - Fee and commission expense (3) (3)
246 210
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6. HX B / (TH) 6. Net trading gain/(loss)

dfat /G EA:
- ANCAE Gy B ANEAE S il

Net gain/(loss) from:
- foreign exchange and foreign exchange
products
- interest rate instruments and items under

- R TR

I H fair value hedge
- A TR - equity instruments

- F - commodities
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Notes to the Interim Financial Information (continued)

PELHT VARG ST
2011 4§ 2010 4

6 30H 6 H 30 []
Half-year ended Half-year ended
30 June 30 June
2011 2010
BHEAT WM HE TG
HK$’'m HK$'m
662 354

(2 (424)

32 (20)

71 58

763 (32)
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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

PELHD JAEL A
2011 £ 2010 4

6 930H 6 H 30 I
Half-year ended Half-year ended
30 June 30 June
2011 2010
BHEAT W E TG
HK$’'m HK$'m
359 286

1 -

360 286
PIELH T ARG R
2011 £ 2010 4F

6 530 H 6130 H
Half-year ended Half-year ended
30 June 30 June
2011 2010
BHAEAT EERE W
HK$’'m HK$'m

14 13

185 164

(41) (30)

40 55

198 202

Included in the “Outgoings in respect of investment properties” is HK$4 million (first half of
2010: HK$7 million) of direct operating expenses related to investment properties that were

not let during the period.
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BANK OF CHINA (HONG KONG) LIMITED

9. Net reversal of impairment allowances

Advances to customers
Individually assessed
- new allowances
- releases
- recoveries

Net reversal of individually assessed loan
impairment allowances

Collectively assessed
- new allowances
- releases
- recoveries

Net charge of collectively assessed loan
impairment allowances

Net (charge)/reversal of loan impairment
allowances

Available-for-sale securities
Net reversal of impairment allowances on
available-for-sale securities
- Individually assessed

Held-to-maturity securities
Net reversal of impairment allowances on

held-to-maturity securities
- Individually assessed

Others

Net reversal of impairment allowances
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Notes to the Interim Financial Information (continued)

PEHHE PAREEH R
2011 4 2010 &

6 H30H 6 730 H
Half-year ended Half-year ended
30 June 30 June
2011 2010
BHEAT Ty
HK$’'m HK$'m
(79) (46)

121 102

204 277

246 333

(357) (265)

62 9

12 17

(283) (239)

(37) 94

37 40

6 32

(5) (5)

1 161
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H 3 25 BERHBRE
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NFRA] (WIREEH )
L EN R
- BRI

BrrE R 3 O g
E/MIED)
- R
- WINEHE
- HoAth

#riH
7%l Ko

- S

- e RS
LA A
HA g

* R AR T R R R R Rf
SZIEARIR BSOS, kA
PRI S 4 it T[] F) 34 2006 10
28.54 ¢t (Mt 2).

10. Operating expenses

Staff costs (including directors’ emoluments)
- salaries and other costs
- pension cost

Premises and equipment expenses (excluding
depreciation)
- rental of premises
- information technology
- others

Depreciation
Auditor’s remuneration
- audit services
- non-audit services
Lehman Brothers related products*
Other operating expenses

Notes to the Interim Financial Information (continued)

PEGHE  REGRE
2011 2010 4F

6 H30H 6 H 30 [
Half-year ended Half-year ended
30 June 30 June
2011 2010
BREAT HEnINEWIbW
HK$’'m HK$'m
2,482 2,271

209 192

2,691 2,463

279 244

175 181

144 140

598 565

612 554

4 4

2 6

(2,835) 77
826 773

1,898 4,442

* Including the net amount of HK$2,854 million recovered by the Group from the underlying collateral of

the Minibonds, after deducting the ex gratia payments and provision for trustee expenses (Note 2).
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BANK OF CHINA (HONG KONG) LIMITED

Tgﬁ)ﬁ%ﬁﬂlﬁ& Notes to the Interim Financial Information (continued)

1. #HREYNHE / AF  11. Net gain from disposal of/fair value adjustments on investment

B Flas properties
PIEGEET PAELE R
2011 & 2010 4¢
6 A30H 6130 H
Half-year ended Half-year ended
30 June 30 June
2011 2010
WTHEAT NENINEWIb
HK$’'m HK$'m
BEGTI AP R 15 Net gain on fair value adjustments on investment
= properties 1,486 601
12. & / E4¥NL. ) /E 12. Net loss from disposal/revaluation of properties, plant and
RE&EZHTH equipment
FLELEED PAELE R
2011 & 2010 4F
6 A30H 6 H30H
Half-year ended Half-year ended
30 June 30 June
2011 2010
EHEAL W E I
HK$’'m HK$'m
HAR A [# 5 9t 4T i Net loss on disposal of other fixed assets (7) )
AL G R Net gain on revaluation of premises 2 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:

(FEHD
(Restated)
YELHES PAEGEE R
2011 £ 2010 4
6 H30H 6 H 30
Half-year ended Half-year ended
30 June 30 June
2011 2010
BHEAT N nTEpIbv
HK$’'m HK$'m
Hong Kong profits tax
Current tax
- current period taxation 2,168 1,341
Deferred tax (credit)/charge (73) 18
Hong Kong profits tax 2,095 1,359
Overseas taxation 141 53
2,236 1,412

Hong Kong profits tax has been provided at the rate of 16.5% (2010: 16.5%) on the
estimated assessable profits arising in Hong Kong for the first half of 2011. Taxation on
overseas profits has been calculated on the estimated assessable profits for the first half of
2011 at the rates of taxation prevailing in the countries in which the Group operates.

110



@ ¥ 8 4L £7(5m) A AT

BANK OF CHINA (HONG KONG) LIMITED

H 3 25 BERHBRE
(8

13. BiTH (&B)

A A ok B0 i v R 2
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13. Taxation (continued)

Notes to the Interim Financial Information (continued)

The taxation on the Group’s profit before taxation that differs from the theoretical amount that
would arise using the taxation rate of Hong Kong is as follows:

Profit before taxation

Calculated at a taxation rate of 16.5% (2010: 16.5%)
Effect of different taxation rates in other countries
Income not subject to taxation

Expenses not deductible for taxation purposes

Tax losses not recognised

Utilisation of previously unrecognised tax losses

Taxation charge

Effective tax rate
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(5D
(Restated)
FELHES ARG 2
2011 2010 4¢
6 H30H 6 H30H
Half-year ended Half-year ended
30 June 30 June
2011 2010
BHAEAT EENE WP
HK$’'m HK$'m
14,258 8,622
2,353 1,423
17 14
(244) (73)
110 48
2 -
() -
2,236 1,412
15.7% 16.4%




©)

¥ &) 4L £5 (% %) H WA H

BANK OF CHINA (HONG KONG) LIMITED

I SSBEEIMTE  Notes to the Interim Financial Information (continued)
(&2)
14. K2 14. Dividends
YELHR VARG H 2
20116 H30 H 2010 4F-6 H 30 H
Half-year ended Half-year ended
30 June 2011 30 June 2010
K RE (531 R
whm BmEAT s W H it
Per share Total Per share Total
HK$ HK$’'m HK$ HK$'m
R S Interim dividend 0.123 5,294 0.088 3,788
15. FEFIL& MFER4RYT 15, Cash and balances with banks and other financial institutions
B A& RUA LA () 45
K
T 2018 < 2010 4F
6 H30H 12 H31 H
At 30 June At 31 December
2011 2010
WHEAT WME TG
HK$’'m HK$'m
PEAFIN 42 Cash 4,558 4,571
TETBOT JARAT IR 25 4% Balances with central banks 321,945 336,923
LETHURAT Jo S Ath 4 AL A Balances with banks and other financial
SESFS institutions 40,190 32,657
LEARAT S HA SRl — Placements with banks and other financial
A AW B s AR institutions maturing within one month 52,427 40,994
419,120 415,145
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Tgﬁ)ﬁ%ﬁﬂlﬁ& Notes to the Interim Financial Information (continued)

16. AF{EAILiF A28 16. Financial assets at fair value through profit or loss
ZERR =

FrE A LA TEERAL
AP Z ST =
Financial assets
LN designated at fair value Bit
Trading securities through profit or loss Total
< 2011 4¢ < 2010 4E < 2011 48 < 2010 ¢ < 2011 4¢ < 2010 4¢
6 H30H 12 431 H 6 H30H 12431 H 6 H30H 12 H31H
At 30 June At 31 December At 30 June At 31 December At 30 June At 31 December
2011 2010 2011 2010 2011 2010
WREAT VNIEDIPH WREAT WM E it WHEAT WM E it
HK$’m HK$'m HK$’'m HK$'m HK$’m HK$'m
N TEANIK At fair value
545 Debt securities
- TE T - Listed in Hong
Kong 2,030 1,398 794 829 2,824 2,227
- Tl bl - Listed outside
Hong Kong - - 938 1,232 938 1,232
2,030 1,398 1,732 2,061 3,762 3,459
S | i) - Unlisted 13,847 36,544 369 359 14,216 36,903
15,877 37,942 2,101 2,420 17,978 40,362
JBE I 25 Equity securities
- T&# LW - Listed in Hong
Kong 31 38 - - 31 38
- 4k kv - Unlisted 131 97 - - 131 97
162 135 - - 162 135
Jusan Total 16,039 38,077 2,101 2,420 18,140 40,497

113



@ ¥ B4 fr(mn)Hmad

BANK OF CHINA (HONG KONG) LIMITED

Tgﬁ)ﬁ%‘ﬁﬂlﬁ& Notes to the Interim Financial Information (continued)

16. AFEBLITADIE
Z &R (8

O AR TR A B3R 2 i
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I
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AFLHUR*
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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:

2 20114 = 2010 4

6 H30H 12 H31H

At 30 June At 31 December

2011 2010

BMmEAL VS TRED b

HK$’'m HK$'m

Sovereigns 13,425 34,346
Public sector entities* 69 89
Banks and other financial institutions 2,726 3,971
Corporate entities 1,920 2,091
18,140 40,497

* Included financial assets at fair value through profit or loss of HK$31 million (31 December 2010: HK$52

million) which are eligible to be classified as public sector entities under the Banking (Capital) Rules.

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

< 2011 < 2010 4

6 A30H 12 31 H

At 30 June At 31 December

2011 2010

WHEAL WM E T

HK$’'m HK$'m

Treasury bills 11,378 32,840

Certificates of deposit held 1,381 2,248
Other financial assets at fair value through

profit or loss 5,381 5,409

18,140 40,497
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Notes to the Interim Financial Information (continued)

17. Derivative financial instruments

The Group enters into the following foreign exchange, interest rate, precious metal and
equity related derivative financial instrument contracts 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, precious metal and equity 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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BANK OF CHINA (HONG KONG) LIMITED

Notes to the Interim Financial Information (continued)

17. Derivative financial instruments (continued)

The contract/notional amounts and fair values of derivative financial instruments held by the
Group are set out in the following tables. The contract/notional amounts of these
instruments indicate the volume of transactions outstanding at the balance sheet dates and
certain of them provide a basis for comparison with fair value instruments recognised on the
condensed consolidated balance sheet. However, they do not necessarily indicate the
amounts of future cash flows involved or the current fair values of the instruments and,
therefore, do not indicate the Group’s exposure to credit or market risks. The derivative
financial instruments become favourable (assets) or unfavourable (liabilities) as a result of
fluctuations in foreign exchange rates, market interest rates, metal prices or equity prices
relative to their terms. The aggregate fair values of derivative financial instruments assets
and liabilities can fluctuate significantly from time to time.
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Tgﬁ)ﬁ%‘ﬁﬂlﬁ& Notes to the Interim Financial Information (continued)

17. LR T H (&)  17. Derivative financial instruments (continued)

NERMRAT S TR
R LT 2011 £ 6
H 30 H % 2010 4 12 H
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The following tables summarise the contract/notional amounts of each significant type of
derivative financial instrument as at 30 June 2011 and 31 December 2010:

F20114E6 A30H

At 30 June 2011
TRERA
S L
y Not qualified N
Xz Ut o for hedge Rt
Trading Hedging accounting* Total
WHEAIT WWEART  WHEAxL WHEAT
HK$’'m HK$’m HK$’m HK$’m
Exchange rate contracts
Spot and forwards 333,449 - - 333,449
Swaps 312,347 - - 312,347
Foreign currency options
- Options purchased 3,006 - - 3,006
- Options written 3,227 - - 3,227
652,029 - - 652,029
Interest rate contracts
Futures 4,047 - - 4,047
Swaps 344,942 12,313 3,432 360,687
Interest rate options
- Swaptions purchased 1,006 - - 1,006
- Swaptions written 506 - - 506
350,501 12,313 3,432 366,246
Bullion contracts 13,585 - - 13,585
Equity contracts 112 - - 112
Other contracts 89 - - 89
Total 1,016,316 12,313 3,432 1,032,061

* 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. Derivative financial instruments (continued)

T2010412 H 31 H
At 31 December 2010

AFFE R
X itk
E—— Ay Not qualified o
SRSE JRUSE: o) 3 for hedge Mt
Trading Hedging accounting Total
wmmE o Wmaioe WA WAl
HK$'m HK$'m HK$'m HK$'m
LHRGY Exchange rate contracts
RITHA f 3t 1 Spot and forwards 332,043 - - 332,043
it Swaps 313,138 - - 313,138
M Gy JHAL Foreign currency options
- IR - Options purchased 1,543 - - 1,543
- SEHHR - Options written 2,601 - - 2,601
649,325 - - 649,325
FZEEL Interest rate contracts
Wit Futures 7,735 - - 7,735
i 1] Swaps 266,326 46,345 3,144 315,815
274,061 46,345 3,144 323,550
waEEAY Bullion contracts 13,761 - - 13,761
JBEAR AL 2645 25 Equity contracts 145 - - 145
Hib &4 Other contracts 99 - - 99
Bt Total 937,391 46,345 3,144 986,880
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BANK OF CHINA (HONG KONG) LIMITED

Tgﬁ)ﬁ%ﬁﬂlﬁ& Notes to the Interim Financial Information (continued)

17. fiEE&R T H (&) 17. Derivative financial instruments (continued)

N MR % ST A Sl T The following tables summarise the fair values of each class of derivative financial instrument
AT 2011 46 J 30 A X as at 30 June 2011 and 31 December 2010:
2010 412 J1 31 HZ A
1H:
F20114E6 H30H
At 30 June 2011
AT AR
Fair value assets Fair value liabilities
AFFERHA ARARHA
e s
Not Not
Xx AR qualified Bt XE AT qualified Bt
for hedge for hedge
Trading Hedging accounting Total Trading Hedging accounting Total
BTEAT BTEAT WHHAT WHEAT BHEAT BHEHT WTHHLT WHEAT
HK$’'m HK$’m HK$’'m HK$’'m HK$’'m HK$’'m HK$’'m HK$’'m
LRAY Exchange rate contracts
BV i 39 Spot and forwards 22,386 - - 22,386 (17,400) - - (17,400)
10 Swaps 780 - - 780  (1,002) - - (1,002)
MRS S AL Foreign currency options
- IR - Options purchased 10 - - 10 - - - -
- SZHIIARL - Options written - - - - (12) . . (12)
23,176 - - 23,176 _ (18,414) - - (18,414)
ESSE4] Interest rate contracts
Wit Futures 1 - R 1 3) . . (3)
Ea] Swaps 3,227 3 1 3,231 (4,027) (535) (108) (4,670)
FIES Y Interest rate options
- SENBEAL - Swaptions purchased 10 - - 10 - - - -
- S HELIR - Swaptions written - - . R (14) - . (14)
3,238 3 1 3,242 (4,044) (535) (108) (4,687)
St EY Bullion contracts 1,027 - - 1,027 (728) - - (728)
B aE A 24 Equity contracts 2 - . 2 (1) . . (1)
it Total 27,443 3 1 27,447 (23,187) (535) (108) (23,830
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17. Derivative financial instruments (continued)

Notes to the Interim Financial Information (continued)

T-2010 4212 H 31 H
At 31 December 2010

AT AP
Fair value assets Fair value liabilities
ENGRET 3| NIt
X4k X
Not Not
Tz B qualified Hit Tz BRI qualified Bt
for hedge for hedge
Trading Hedging accounting Total Trading Hedging accounting Total
WHH T WHH T WM Wmaioe WhHc WmEiic WMH T WEmETT
HK$'m HK$'m HK$'m HK$'m HK$'m HK$'m HK$'m HK$'m
bS] Exchange rate contracts
W30 R 3t 34 Spot and forwards 19,376 - - 19,376  (14,673) - - (14,673)
Eae ] Swaps 891 - - 891 (1,348) - - (1,348)
HMILAE G AL Foreign currency options
- TN - Options purchased 1 - - 1 - - R R
- SEHIIR - Options written - - - - (12) - - (12)
20,278 - - 20,278 _ (16,033) - - (16,033)
IS ] Interest rate contracts
W% Futures - - - - 3) - ; 3)
4 Swaps 1,592 869 1 2,462 (2,339) (1,842) (114) (4,295)
1,592 869 1 2,462 (2,342) (1,842) (114) (4,298)
SRR AL Bullion contracts 1,040 - - 1,040 (899) - - (899)
AL s 55 240 Equity contracts 2 - - 2 (1) - N (1)
pE378 Total 22,912 869 1 23,782  (19,275) (1,842) (114)  (21,231)
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BANK OF CHINA (HONG KONG) LIMITED

Notes to the Interim Financial Information (continued)

17. Derivative financial instruments (continued)

The credit risk weighted amounts of the above derivative financial instruments are as
follows:

3 2011 4 < 2010 4F
6 H30H 12 431 H
At 30 June At 31 December
2011 2010
WHREHAT M AT
HK$’'m HK$'m
Exchange rate contracts

Forwards 2,067 1,948
Swaps 828 1,334

Foreign currency options
- Options purchased 1 -

Interest rate contracts
Swaps 1,071 1,165
Interest rate options

- Swaptions purchased 3 -
Bullion contracts 25 2
3,995 4,449

The credit risk weighted amounts are calculated in accordance with the Banking (Capital)
Rules. The amounts are dependent upon the status of the counterparty and the maturity
characteristics of each type of contract.

The Group adopted the FIRB approach to calculate credit risk as at 30 June 2011, as
opposed to the STC approach that was used as at 31 December 2010. As a result of the
change in the basis used, the risk weighted amounts shown above are not directly
comparable.

There is no effect of valid bilateral netting agreement on the fair values or the credit risk
weighted amounts of the derivative financial instruments.
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Tgﬁ)ﬁ%‘ﬁﬂlﬁ& Notes to the Interim Financial Information (continued)

18. BEER K HoAh kIR 18. Advances and other accounts
= 2011 4 < 2010 4F
6 H30H 12 131 H
At 30 June At 31 December
2011 2010
WHEAT HETH JI 0
HK$’'m HK$'m
IN Personal loans and advances 210,417 186,967
TR Corporate loans and advances 462,400 426,219
ERkid | Advances to customers* 672,817 613,186
PERORE Loan impairment allowances
- HEANIPEAY - Individually assessed (249) (326)
- GV - Collectively assessed (2,221) (1,985)
670,347 610,875
R Trade bills 46,863 31,605
AT B I AB S B LA BT R Advances to banks and other financial institutions 2,249 2,911
Jusan Total 719,459 645,391
720116 H30H, ¥ As at 30 June 2011, advances to customers included accrued interest of HK$1,066 million
FRE AL T ) R T (31 December 2010: HK$886 million).
10.66 1276 (2010 £ 12 H
31 H: % 8.86 1470).
T 2011 £ 6 A 30 HX As at 30 June 2011 and 31 December 2010, no impairment allowance was made in respect
2010 £ 12 A 31 H, %# of trade bills and advances to banks and other financial institutions.
S SRR VR AT B A 4 vl
LA 2 K IF TEAE AT
DERIRAEHEAS -
R SR T O T * Included advances to customers denominated in HK dollars of HK$453,662 million (31 December 2010:
4,536.62 1476 (2010 4 12 HK$415,552 million) and US dollars equivalent to HK$177,471 million (31 December 2010: HK$159,766
J131 H: #if 4,155.52 {2 million).

J6) KFIOE P EHT
M 1,774.71 {Z.76 (2010 4
12 A 31 H: ¥ 1,597.66
1278).
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Tgﬁ)ﬁ%ﬁﬂlﬁ& Notes to the Interim Financial Information (continued)

19. FEHHE 19. Investment in securities
= 2011 4 < 2010 &
6 H30H 12 [ 31 H
At 30 June At 31 December
2011 2010
WHEAT W E )Tt
HK$’'m HK$'m
(a) FTEHEIES (a) Available-for-sale securities
G UESE, AP Debt securities, at fair value
N4
- THEW W - Listed in Hong Kong 10,990 10,176
- Tgsh bl - Listed outside Hong Kong 109,772 109,255
120,762 119,431
B | i) - Unlisted 184,328 157,556
305,090 276,987
W IES, %A T Equity securities, at fair value
NS
- 4k b - Unlisted 631 556
305,721 277,543
(b) HHEZERMHIES (b) Held-to-maturity securities
RSP 7E 2 % WN S Listed, at amortised cost
- THEB LW - in Hong Kong 1,167 1,121
- s L - outside Hong Kong 12,884 15,226
14,051 16,347
e b, HEER AR Unlisted, at amortised cost
NS 41,283 34,718
55,334 51,065
IRAEHE R Impairment allowances (32) (49)
55,302 51,016
(c) Bk K& Pk (c) Loans and receivables
E| RT3 5N Unlisted, at amortised cost
NS 15,381 15,356
Bit Total 376,404 343,915
A2 HZ FiiEs Market value of listed held-to-maturity securities
TE 14,053 16,249
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19. EHHE (48

19. Investment in securities (continued)

UEJ5 ¥R 4% KAT L 2 5 Investment in securities is analysed by type of issuer as follows:

RKUWITF:
F201146 A30H
At 30 June 2011
¥Az
ARt EES  BIHIHES SRR NBGK
Available- Held-to- Loans
for-sale maturity and Bt
securities securities receivables Total
WBmEAL WhmEAT WhmEAT WBMmEAL
HK$’'m HK$’'m HK$’'m HK$’'m
EABU Sovereigns 80,134 19,467 - 99,601
INFEHH* Public sector entities* 39,296 8,057 - 47,353
BT R AL SRR Banks and other financial
institutions 167,396 24,670 15,381 207,447
IR 4 Corporate entities 18,895 3,108 - 22,003
305,721 55,302 15,381 376,404
T 2010412 A 31 H
At 31 December 2010
iz
Al AR R SR FIWIHAES: SO ANVIGK
Available- Held-to- Loans
for-sale maturity and Bt
securities securities receivables Total
whE LT WwME T WwmE It wmE LT
HK$'m HK$'m HK$'m HK$'m
FAEUF Sovereigns 73,220 8,727 - 81,947
ANFEHLR* Public sector entities* 32,922 7,200 - 40,122
BT R AR LA Banks and other financial
institutions 158,194 30,676 15,356 204,226
AT A Corporate entities 13,207 4,413 - 17,620
277,543 51,016 15,356 343,915

© RS R AR R R T
242.01 {275 (2010 4 12 H
31 H: ¥ 159.73 {Z70) X
FHRBW SRR 1417
{275 (2010 4 12 H 31 H:
HETD 2.81 270 7E (AT (¢
A FRIY PIATT N A FEHL .

* Included available-for-sale securities of HK$24,201 million (31 December 2010: HK$15,973 million) and
held-to-maturity securities of HK$1,417 million (31 December 2010: HK$281 million) which are eligible to
be classified as public sector entities under the Banking (Capital) Rules.
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19. Investment in securities (continued)

Notes to the Interim Financial Information (continued)

R KRR AT = B H Available-for-sale and held-to-maturity securities are analysed as follows:
UEFR 53 28U
At EUESR RHEZIHOES
Available-for-sale Held-to-maturity
securities securities
F 2011 4 < 2010 & 2011 £ < 2010 &
6 530H 12 H31H 6 H30H 12 H31 H
At 30 June At 31 December At 30 June At 31 December
2011 2010 2011 2010
WMmEAT WM E it BMEAT WM E T
HK$’'m HK$'m HK$’'m HK$'m
Jie 25 Treasury bills 39,956 23,847 9,681 5,037
FER ZATRIE Certificates of
deposit held 32,369 22,701 3,285 3,796
HoAth Others 233,396 230,995 42,336 42,183
305,721 277,543 55,302 51,016
20. #BHEYNL 20. Investment properties
= 2011 4 < 2010 &
6 H30H 12 ;131 H
At 30 June At 31 December
2011 2010
WHEAT WwME T
HK$’'m HK$'m
FT1H1H At 1 January 10,342 9,364
WA Additions 12 2
i Disposals (6) (171)
AP AR Fair value gains 1,486 1,511
TR T Reclassification to properties, plant and
Je e (B 21D equipment (Note 21) (171) (365)
WL ZER Exchange difference 1 1
T/ R At period/year end 11,664 10,342
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21. Yple, T ERER

F2011E1 A1 HZ
JQIREL ]

g

s

G

AHTIH CBE 100

OB 2 AR

P 20)

I S22

F 201146 30 HZ
JQIREL e

F2011 46 130 H

A A

LT IH K%

201146 30 HZ
JQIREi I

F20104E1 1 HZ
RS

HE

i

Al

SEREATIR

EHANREE / (FED
B (HHE 20)

ik

LRI

T 2010412 H31 H2Z
QTR

T-2010 4F 12 J1 31 H

JRAR A E

E SR E 2

F 2010412 A 31 HZ
PRI

21. Properties, plant and equipment

Net book value at
1 January 2011

Additions

Disposals

Revaluation

Depreciation for the period (Note 10)

Reclassification from investment
properties (Note 20)

Exchange difference

Net book value at
30 June 2011

At 30 June 2011

Cost or valuation

Accumulated depreciation and
impairment

Net book value at
30 June 2011

Net book value at
1 January 2010

Additions

Disposals

Revaluation

Depreciation for the year

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

Transfer
Exchange difference

Net book value at
31 December 2010

At 31 December 2010

Cost or valuation

Accumulated depreciation and
impairment

Net book value at
31 December 2010
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&, B

B R

Equipment,
R fixtures and Bt
Premises fittings Total
WHEAT BHETT WHEHIT
HK$’'m HK$’'m HK$’'m
28,581 2,451 31,032
24 229 253
(4) (8) (12)
5,254 - 5,254
(283) (329) (612)
171 - 171
4 3 7
33,747 2,346 36,093
33,747 6,972 40,719
- (4,626) (4,626)
33,747 2,346 36,093
23,701 2,570 26,271
92 589 681
(106) (10) (116)
4,946 - 4,946
(484) (643) (1,127)
378 (13) 365
47 (47) -
7 5 12
28,581 2,451 31,032
28,581 6,815 35,396
- (4,364) (4,364)
28,581 2,451 31,032
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21. Yk T HERER 21. Properties, plant and equipment (continued)

€:9)
R B 2 A B AN A The analysis of cost or valuation of the above assets is as follows:
SHTn T :
& FEE
R
Equipment,
Ve fixtures and Bt
Premises fittings Total
WHEAT WHEAT whBEaT
HK$’'m HK$’'m HK$’'m
T 201146 H30H At 30 June 2011
T A At cost - 6,972 6,972
YA A At valuation 33,747 - 33,747
33,747 6,972 40,719
F 2010412 H31 H At 31 December 2010
&AM At cost - 6,815 6,815
A E At valuation 28,581 - 28,581
28,581 6,815 35,396
22. HAh#%r= 22. Other assets
F 20114 < 2010 4F
6 H30H 12 H31 H
At 30 June At 31 December
2011 2010
WHEAT WMH TG
HK$’'m HK$'m
W Bl i Repossessed assets 71 81
pind Precious metals 4,617 3,664
SO I TS 9 Accounts receivable and prepayments 20,097 11,606
24,785 15,351
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BANK OF CHINA (HONG KONG) LIMITED

Notes to the Interim Financial Information (continued)

23. Financial liabilities at fair value through profit or loss

3 2011 £ = 2010 4F
6 H30H 12 431 H
At 30 June At 31 December
2011 2010
BHEAT HENINEW b
HK$’m HK$'m
Trading liabilities
- Short positions in Exchange Fund Bills and Notes
4,306 25,259
Financial liabilities designated at fair value through
profit or loss
- Structured deposits (Note 24) 569 234
4,875 25,493

The carrying amount of financial liabilities designated at fair value through profit or loss as at
30 June 2011 is more than the amount that the Group would be contractually required to pay
at maturity to the holders by HK$2 million (31 December 2010: HK$2 million). The amount of
change in the fair values of financial liabilities at fair value through profit or loss, during the
period and cumulatively, attributable to changes in credit risk is insignificant.
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ngj)la‘%ﬁﬂlﬁ& Notes to the Interim Financial Information (continued)

24, BJVIERR 24, Deposits from customers
F 2011 4 < 2010 4F
6 H30H 12 H 31 H
At 30 June At 31 December
2011 2010
WHEAGTT wmE G
HK$’'m HK$'m
ks it 8 R A AE R (T Current, savings and other deposit accounts (per
TR LEE PR ) condensed consolidated balance sheet) 1,106,685 1,029,520
B TAEAR AT A 28 Structured deposits reported as financial liabilities at
4 RS I E AT fair value through profit or loss (Note 23)
K 23) 569 234
1,107,254 1,029,754
I3 Analysed by:
RIUSIAE 3K S A R AL 3K Demand deposits and current accounts
- o - corporate 57,656 55,543
- M - personal 14,893 15,793
72,549 71,336
& A Savings deposits
- v - corporate 168,248 158,602
- A - personal 354,861 369,751
523,109 528,353
TEMA I BB A A K Time, call and notice deposits
- AH - corporate 304,897 236,569
- M - personal 206,699 193,496
511,596 430,065
1,107,254 1,029,754
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Notes to the Interim Financial Information (continued)

25.

26.

Other accounts and provisions
3 2011 < 2010 4F
6 H30H 12 A31H
At 30 June At 31 December
2011 2010
WHEAL WM E T
HK$’'m HK$'m
Dividend payable 5,294 5,725
Other accounts payable 40,690 30,157
Provisions 337 196
46,321 36,078

Assets pledged as security

As at 30 June 2011, liabilities of the Group amounting to HK$5,450 million (31 December
2010: HK$23,832 million) were secured by assets deposited with central depositories to
facilitate settlement operations. In addition, the liabilities of the Group amounting to
HK$42,621 million (31 December 2010: HK$14,071 million) 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$48,338 million (31 December 2010: HK$37,932 million)
included in “Trading securities” and “Available-for-sale securities”.
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ngj)la‘%ﬁﬂlﬁ& Notes to the Interim Financial Information (continued)

27. FBFEFIN 27. Deferred taxation
I 0 B T AR A A s b Deferred tax is recognised in respect of the temporary differences arising between the tax
HEW 12 TRHrfgdi) i bases of assets and liabilities and their carrying amounts in this interim financial information
B, R U B Al in accordance with HKAS 12 “Income Taxes”.

L HAEA 0 55 %R Y
K i EL P 2 I 2

etk

i LA = iR N 2 The major components of deferred tax (assets)/liabilities recorded in the condensed
BRI (FE) /s consolidated balance sheet, and the movements during the first half of 2011 and the year
T A, DL HAE20114E ended 31 December 2010 which have shown the impact of the early adoption of HKAS 12
APAE KT 5220104612 (Amendment) “Income Taxes”, are as follows:

H31THIEEE 2 (1
FEAR B R 0 7 U 2 v e
125 (LB [Frdst]
W), FlRmE

F 2011466 H30H

At 30 June 2011
ok HAb
#TIH R BL B
Accelerated YL E A WA Other
tax Property F# Impairment  temporary Bk
depreciation  revaluation Losses allowance differences Total
WHEHT WBREELT WMEAT WHEAAxL WBEEATLT BHEAT
HK$’'m HK$’m HK$’m HK$’m HK$’m HK$’m
T- 2011 4¢ At 1 January
1A1H 2011 534 3,881 () (333) 88 4,168
TR % (Credited)/charged
A CRED to condensed
/ 3 income statement
CHHE 13) (Note 13) (14) 3 2 (44) (20) (73)
T HAh AT Charged to other
W as comprehensive
income - 855 - - 103 958
IS 225 Exchange difference . 1 . (1) - -
T 2011 4 At 30 June
6 H30H 2011 520 4,740 - (378) 171 5,053
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ngj)la‘%ﬁﬂlﬁ& Notes to the Interim Financial Information (continued)
27. FRIEFLTH (&2) 27. Deferred taxation (continued)

T 2010412 H 31 H
At 31 December 2010

g HoAth
PrIH S B B2
Accelerated Pylb Al TRV Other
tax Property B Impairment temporary sy
depreciation revaluation Losses allowance differences Total
WMEHGIL WWEAT WwmEA WAL WWmENT BHEAT
HK$'m HK$'m HK$'m HKS$'m HK$'m HK$'m
T-2010 4F At 1 January
1H1H 2010, as
Z Rk previously
reported 541 4,359 (25) (274) (59) 4,542
AT RN F Effect of early
SN adoption of
12 5 (&1 HKAS 12
i) 2 (Amendment) (11) (1,269) - - - (1,280)
T 2010 4 At 1 January
1H1H 2010, as
2B restated 530 3,090 (25) (274) (59) 3,262
TR M Charged/(credited)
X/ Gk to income
(GIp) statement 4 2 23 (57) 5 (23)
i FoAth AT Charged to other
g comprehensive
income - 787 - - 142 929
IS8 ZE Exchange difference - 2 - (2) - -
T 2010 4F At 31 December
12H31H 2010 534 3,881 (2) (333) 88 4,168

132



@ ¥ B4 fr(mn)Hmad

BANK OF CHINA (HONG KONG) LIMITED

ngj)la‘%ﬁﬂlﬁ& Notes to the Interim Financial Information (continued)

27. FRIEFLTH (&2) 27. Deferred taxation (continued)
A vk BRI B Deferred tax assets and liabilities are offset on an individual entity basis when there is a
T = 55 AT B 20 A7 {5 K legal right to set off current tax assets against current tax liabilities and when the deferred
B, 10 38 SRS T I (] — taxation relates to the same authority. The following amounts, determined after appropriate
BHLIG, Mm% A offsetting, are shown in the condensed consolidated balance sheet:

5 ZE B V0BT 7 L 3 A B I
BT L AR « N ZIE fi] 22
ZER RN IR
WAL O R

= 2011 4 < 2010 &
6 A30H 12 31H
At 30 June At 31 December
2011 2010
WME AT WHEH LT
HK$’'m HK$'m
I ERLI B Deferred tax assets (25) (38)
Jefs SERLII 715 Deferred tax liabilities 5,078 4,206
5,053 4,168
F 20114 < 2010 4¢
6 H30H 12 H31 H
At 30 June At 31 December
2011 2010
WHEAT WM E ot
HK$’'m HK$'m
IBSERLITEE 7= G 12 A~ Deferred tax assets to be recovered after more than
JEREL:aEID) twelve months (21) (38)
BRI G ot G 12 A Deferred tax liabilities to be settled after more than
EIEEZED) twelve months 4,878 4,085
4,857 4,047
T30 P il v Al A T oA The deferred tax charged for each component of other comprehensive income during the
B B Z IBIE RIS « period is as follows:
(FEHD
(Restated)
FELED FARLE R
2011 £ 2010 4
6 £ 30 H 6 %] 30 H
Half-year ended  Half-year ended
30 June 30 June
2011 2010
WHEAT WM E T
HK$’'m HK$'m
Al Rt A IE S 2 AT Fair value changes of available-for-sale securities
ARAE 103 255
G Al Revaluation of premises 849 313
IR A Non-controlling interests 6 1
958 569
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ngj)la‘%ﬁﬂlﬁ& Notes to the Interim Financial Information (continued)

28. GiEHR 28. Subordinated liabilities
2011 < 2010 &
6 H30H 12 H31 H
At 30 June At 31 December
2011 2010
WHEAT WM E )Tt
HK$’'m HK$'m
JEEEIEER, WA A F K Subordinated loans, at amortised cost
6.6 1LRKZ™* EUR 660m* 7,439 6,848
JEIEEYE, WA K Subordinated notes, at amortised cost with
AR R RS K fair value hedge adjustment
25 {030+ USD 2,500m** 20,399 20,029
pu¥ i Total 27,838 26,877
T 2008 4=, FIRF G In 2008, BOCHK obtained floating-rate subordinated loans from BOC, the intermediate
AL 22 B3 I A v holding company of the Group. The subordinated loans are repayable prior to maturity after
E AT IR AT ) R R S the first 5-year tenure at the option of the borrower. In 2010, BOCHK issued listed
PEBYN AR5 fa e T subordinated notes with an aggregate amount of USD2,500 million.
5 5 FLERE TR R
ZIERE N T 20104,
T RAT I 25 145
JC b e .
2 M A SR R A A B ¢ Amounts qualified as supplementary capital for regulatory purposes are shown in Note
A2 JE e A, T 3.4(B).
3.4(B)h%175.
* o RREREAEA IR, H5 * Interest rate at 6-month EURIBOR plus 0.85% for the first 5 years, 6-month EURIBOR plus 1.35% for
R E 64 A RKCHRAT the remaining tenure payable semi-annually, due June 2018.
[V 47 5 10.85%, Fl4
H 8] (0 ) % 2k 64 H BRI
HRAT AN HF BN 1.35%,
201846 H 214,
o FERREAESA IR, E ** Interest rate at 5.55% per annum payable semi-annually, due February 2020.
F%5.55%, 202042 A 3|
.
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Notes to the Interim Financial Information (continued)

29.

30.

Share capital
2011 < 2010 &
6 H30H 12 H31H
At 30 June At 31 December
201 2010
WHEAT VG ATREDIb
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

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 pages 52 to
53.
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31. HELZEI4LER 31. Notes to condensed consolidated cash flow statement

(a) &EwmA 5ERBLHT
LEINEZTAR
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TRAL T £ 1 [l

PTBLRRAG v 4 14K
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W LR

JetE 2 AR )

JEE I E R 3 AN
ZAFTARAT B S Ah 4x
WU 45 2 2 A2 5

JEE I E R 3 AN
ZAERAT B A A Rl
W2 5 WP A5 5)

N PEB AR 2
Grfigt e 2 AR E)

Fik Al T HZ A5E)

PER S H AR I 2 25 7))
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HoA ¥ 7= 2 A8 7))
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Notes to the Interim Financial Information (continued)

(a) Reconciliation of operating profit to operating cash inflow before

taxation
RFELHE VARG A
2011 £ 2010 4
6 H30H 6J130H
Half-year ended  Half-year ended
30 June 30 June
201 2010
WHREHAT HNINEW b
HK$’'m HK$'m
Operating profit 12,774 8,023
Depreciation 612 554
Net reversal of impairment allowances (1) (161)
Unwind of discount on impairment allowances (1) (5)
Advances written off net of recoveries
118 115
Change in subordinated liabilities 1,257 729
Change in balances with banks and other
financial institutions with original maturity over
three months (230) 5,729
Change in placements with banks and other
financial institutions with original maturity over
three months (50,019) 21,741
Change in financial assets at fair value through
profit or loss 17,600 (13,535)
Change in derivative financial instruments (1,066) 237
Change in advances and other accounts (74,227) (70,194)
Change in investment in securities (30,442) (3,504)
Change in other assets (9,439) (2,430)
Change in deposits and balances from banks
and other financial institutions 73,120 11,139
Change in financial liabilities at fair value
through profit or loss (20,618) 10,588
Change in deposits from customers 77,165 49,872
Change in debt securities in issue at amortised
cost 5 -
Change in other accounts and provisions 10,674 3,947
Exchange difference 115 26
Operating cash inflow before taxation 7,397 22,871
Cash flows from operating activities included:
- Interest received 13,482 9,601
- Interest paid* 4,042 1,297
- Dividend received 14 13

* The comparative amount has been revised to conform with the current period’s presentation.
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ngj)la‘%ﬁﬂlﬁ& Notes to the Interim Financial Information (continued)

31. ELEAPLRER 31. Notes to condensed consolidated cash flow statement (continued)

FbE (20
(b) & RERIETHE (b) Analysis of the balances of cash and cash equivalents
SR
= 2011 4 < 2010 &
6 H30H 6 /130 H
At 30 June At 30 June
2011 2010
WHEAT WM E 7T
HK$’'m HK$'m
PEAT B4 ) SR B H Cash and balances with banks and other financial
1 3 MHNZAEM institutions with original maturity within three
BLAT B oA 4 AL months
[ATINEPS 412,562 158,271
JREFAHEIANANZ Placements with banks and other financial
TE AT Je At 4 fil institutions with original maturity within three
WUR 2 58 1A T months 13,651 12,769
FEHEIMNHNZ Treasury bills with original maturity within three
JE77 months 20,177 26,629
446,390 197,669
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Elzgj)la‘%ﬁﬂl}ﬁﬁ Notes to the Interim Financial Information (continued)

32. EAR KA 32. Contingent liabilities and commitments
BR A7 58 B R AH A 20 T The following is a summary of the contractual amounts of each significant class of contingent
BN 2 A LV A liability and commitment and the corresponding aggregate credit risk weighted amount:
M DR RS A AU
ARUWF:
2011 4 < 2010 %
6 H30H 12 H31H
At 30 June At 31 December
2011 2010
WMmEAT WM E T
HK$’'m HK$'m
HEGEEHRIE Direct credit substitutes 6,377 5,619
558 5 2 sR A5 Transaction-related contingencies 12,397 7,262
556 K2 sR 745 Trade-related contingencies 49,081 42,691
UNGE ZniEsiliob W Jis Commitments that are unconditionally cancellable
W2 K without prior notice 242,838 216,631
oAb, R R Other commitments with an original maturity of
- —EELLE - up to one year 12,686 15,470
a5 - over one year 47,519 49,042
370,898 336,715
(A SN Credit risk weighted amount 44,182 38,282
5 B% KU B A2 i 4 The credit risk weighted amount is calculated in accordance with the Banking (Capital)
CHUATIE CEAD) D Rules. The amount is dependent upon the status of the counterparty and the maturity
. ZEES A o R T characteristics of each type of contract.
GRS RE A IR
FRIEAT G
ARERT 2011 £ 6 A 30 The Group adopted the FIRB approach to calculate credit risk as at 30 June 2011, as
H R H BE At 9 S vr g & opposed to the STC approach that was used as at 31 December 2010. As a result of the
Wt EARE R, T change in the basis used, the risk weighted amounts shown above are not directly
2010 £ 12 A 31 HWERH comparable.
brdt (f5 FIABSD THE.
TR PR AT P e
R A DA B
TN AR

138



@ ¥ B4 fr(mn)Hmad

BANK OF CHINA (HONG KONG) LIMITED

Elzgj)la‘%ﬁﬂl}ﬁﬁ Notes to the Interim Financial Information (continued)

33. BAKE 33. Capital commitments
AR AR T A o S 45 ¢ The Group has the following outstanding capital commitments not provided for in this interim
B 4R % 2 B R A A G A financial information:
W
3 2011 ¢ < 2010
6 H30H 12 31 H
At 30 June At 31 December
2011 2010
WhEIT WM E T
HK$’'m HK$'m
CUHEHE K B ZE Rk % Authorised and contracted for but not provided for 321 169
CHEHERRAEY Authorised but not contracted for 23 12
344 181
DL b8 AR AH O 4 S The above capital commitments mainly relate to commitments to purchase computer
TN FU R S, K equipment and software, and to renovate the Group’s premises.
AEAZEFRE LR
ZiCiEI
34, ZTEME AN 34. Operating lease commitments
(a) EAAMA (a) As lessee
WA A 2 &8 The Group has commitments to make the following future minimum lease payments
MEEL, FH AL under non-cancellable operating leases:
A SR O HL BT A&
F O SAT 22 A 4 e
= 2011 4 < 2010 &
6 A30H 12 ;131 H
At 30 June At 31 December
2011 2010
BHEIT WM E It
HK$’'m HK$'m
o R HE Land and buildings
- AN 1A - not later than one year 532 461
-14ELL R 54EN - later than one year but not later than five
years 861 542
-5 5 - later than five years 307 22
1,700 1,025
AR RS 2 Certain non-cancellable operating leases included in the table above were subject to
2278 0 29 ] T R & renegotiation and rent adjustment with reference to market rates prevailing at specified
Z Wi H W 22 W E agreed dates.
TR 43
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(b) fEAHMA

A AN FT R 2 8 A
TR, TINALERY
MEBITHAZARKA
FRANGE Z S WA <«

3 K
- Rt 14
AL EE 5 AR

RAER L2 E HLGOEA
ML BBk CB 3
20); FLGLEWIEH I 1
FAR 3. MAKK—
i R e S T
SRR R85 T B8 2 R L
AL P
FHACUFRRA T L.

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:

= 2011 £ = 2010 4F
6 530H 1231 H
At 30 June At 31 December
2011 2010
BRAEAT HEnINEWIbH
HK$’'m HK$'m
Land and buildings

- not later than one year 356 309

- later than one year but not later than five
years 504 594
860 903

The Group leases its investment properties (Note 20) 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. A FEME 35. Segmental reporting

AP Z A M X 228 ¥
LS5 ABLES AR,
Rk g5y Hebe fitgint, ¥
AHIRHX G I FORL, L)Y
HI AR BirTA
A, I 90%K H A&
.

I JEAR G P = AN 55 4
EIGRE, eI AN
AT S A RAT 55 F0
WP 55 o bS5 SR 43 8
BT AR R i
2%, KH5ERHEAT RPC
CRFURA P B Sy
HYURIE ) B R A A — 3
1.

Z N e AN
MR, FF HsEE B
R I IPSY N 3
il 55 2 KIS, Pk
P55 23 T F BN
VL& DS T

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 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.

As the Group’s major revenue is derived from interest and the senior management relies
primarily on net interest revenue to assess the performance of the segment, the total
interest income and expense for all reportable segments will be presented on a net basis.
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BANK OF CHINA (HONG KONG) LIMITED

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. Inter-segment funding is charged according to the
internal funds transfer pricing mechanism of the Group. 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. In this
period, a more detailed and comprehensive cost allocation mechanism was adopted. No
change has been made to the comparative figures. However, if the same mechanism is
applied for the same period last year, it is estimated that the operating expenses of
Personal Banking, Corporate Banking, Treasury and Others will be decreased by HK$469
million and increased by HK$4 million, HK$50 million and HK$88 million respectively.
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35. Segmental reporting (continued)

Half-year ended
30 June 2011

Net interest
income/(expense)
- external
- inter-segment

Net fee and commission
income

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

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

Share of profits less
losses after tax of
associates

Profit before taxation

Notes to the Interim Financial Information (continued)

MNEUT VRAT
Personal  Corporate iy 2 HAh Mt =izt bty
Banking Banking Treasury Others Subtotal Eliminations Consolidated
BHEAT WHWEAT WBREAT  BHEAT EHEAT BHEAT EHEAT
HK$’'m HK$’'m HK$’'m HK$’'m HK$’'m HK$’'m HK$’'m
820 3,287 5,262 (12) 9,357 - 9,357
2,023 876 (2,869) (30) - - -
2,843 4,163 2,393 (42) 9,357 - 9,357
2,407 1,483 57 57 4,004 (29) 3,975
301 139 352 (29) 763 - 763
- - 18 - 18 - 18
- - 324 36 360 - 360
12 - 1 617 630 (432) 198
5,563 5,785 3,145 639 15,132 (461) 14,671
(82) 40 43 - 1 - 1
5,481 5,825 3,188 639 15,133 (461) 14,672
(2,754) (1,371) (323) 2,089 (2,359) 461 (1,898)
2,727 4,454 2,865 2,728 12,774 - 12,774
- - - 1,486 1,486 - 1,486
4) (1) - - (5) - (5)
- - - 3 3 - 3
2,723 4,453 2,865 4,217 14,258 - 14,258
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35. Segmental reporting (continued)

At 30 June 2011

Assets
Segment assets
Interests in associates

Liabilities
Segment liabilities

Half-year ended
30 June 2011

Other information
Capital expenditure
Depreciation

Amortisation of securities

Notes to the Interim Financial Information (continued)

NG kAT
Personal  Corporate W% At ANl AR 5E
Banking Banking Treasury Others Subtotal Eliminations  Consolidated
WHEAT  BTEAT  WEEAT  BTEAT BWEAT WWEAT WNEATT
HK$’'m HK$’m HK$’m HK$’m HK$’m HK$’'m HK$’m
237,746 508,613 992,322 48,118 1,786,799 (9,584) 1,777,215
- - - 214 214 - 214
237,746 508,613 992,322 48,332 1,787,013 (9,584) 1,777,429
656,172 487,944 509,338 15,460 1,668,914 (9,584) 1,659,330
6 - - 259 265 - 265
164 75 25 348 612 - 612
- - (23) - (23) - (23)
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35. Segmental reporting (continued)

Half-year ended
30 June 2010

Net interest
income/(expense)
- extemnal

- 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

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

Share of profits less
losses after tax of
associates

Profit before taxation

Notes to the Interim Financial Information (continued)

AN NHRAT AARAT
Personal Corporate Jupad%g Jopl Nt IR ey
Banking Banking Treasury Others Subtotal Eliminations ~ Consolidated
WIMEC WmEoc WmEIe WmEAIC WImETC WM E It WEIMEJI7C
HK$'m HK$'m HK$'m HK$'m HK$'m HK$'m HK$'m
1,358 3,235 3,647 (1) 8,239 - 8,239
1,574 (240) (1,306) (28) - - -
2,932 2,995 2,341 (29) 8,239 - 8,239
2,160 1,382 4) 59 3,597 (37) 3,560
205 81 (296) (18) (28) (4) (32)
- - 49 - 49 - 49
- - 286 - 286 - 286
19 1 - 927 947 (745) 202
5,316 4,459 2,376 939 13,090 (786) 12,304
(42) 131 72 - 161 - 161
5,274 4,590 2,448 939 13,251 (786) 12,465
(3,044) (1,232) (330) (622) (5,228) 786 (4,442)
2,230 3,358 2,118 317 8,023 - 8,023
- - - 601 601 - 601
i - - 1) 6 - (1
- - - 1) 1) - 1)
2,230 3,358 2,118 916 8,622 - 8,622
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35. Segmental reporting (continued)

At 31 December 2010

Assets
Segment assets
Interests in associates

Liabilities
Segment liabilities

Half-year ended
30 June 2010

Other information
Capital expenditure
Depreciation

Amortisation of securities

Notes to the Interim Financial Information (continued)

AN AARAT
Personal Corporate A% HoAth /N B oty
Banking Banking Treasury Others Subtotal Eliminations Consolidated
WM W7 W7 W7 WM 7 WL I W7
HK$'m HK$'m HK$'m HK$'m HK$'m HK$'m HK$'m
210,978 458,928 910,772 41,693 1,622,371 (10,389) 1,611,982
- - - 212 212 - 212
210,978 458,928 910,772 41,905 1,622,583 (10,389) 1,612,194
657,605 407,328 437,174 14,187 1,516,294 (10,389) 1,505,905
1 1 - 162 164 - 164
154 78 36 286 554 - 554
- - 25 - 25 - 25
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Notes to the Interim Financial Information (continued)

36. Significant related party transactions

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

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. TEZXHKEANLAR 36. Significant related party transactions (continued)
5 (8
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(b) 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, affiliates and other state controlled entities in the normal course of
business and commercial terms.

These transactions 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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BANK OF CHINA (HONG KONG) LIMITED

Notes to the Interim Financial Information (continued)

36. TEZXHREANLAR 36. Significant related party transactions (continued)

(c) 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:

RS ) SR
20116 H30H 201046 H 30 H
Half-year ended Half-year ended
30 June 2011 30 June 2010
HAibFREAL HoAbA AL
BEAT  Other related /N Other related
Associates parties Associates parties
WME AT whmEhAx  EhmahT WwmE LT
HK$’'m HK$’'m HK$'m HK$'m
Income statement
items:
Administrative
services fees
received/
receivable - 4 - 4

T 20116 300

T 20104F12 H31 H

At 30 June 2011 At 31 December 2010
HAFRFEAL HoAth AT AL
BB /AT  Other related B A Other related
Associates parties Associates parties
WHEHAT WMmEAx WhET WwmE LT
HK$’'m HK$’'m HK$'m HK$'m
Balance sheet
items:
Deposits from
customers 166 - 157 -
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Notes to the Interim Financial Information (continued)

36. Significant related party transactions (continued)

(d) 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 is detailed as follows:

PELED PAELE &
2011 & 2010 4F
6 H30H 6130 H
Half-year ended Half-year ended
30 June 30 June
2011 2010
WREAL BT
HK$’'m HK$'m
Salaries and other short-term employee
benefits 21 23
Post-employment benefits 1 1
22 24
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Notes to the Interim Financial Information (continued)

37. Currency concentrations

ECECENITE T P L € RE
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Spot assets

Spot liabilities
Forward purchases
Forward sales

Net options position

Net long/(short)
position

Net structural position

Spot assets

Spot liabilities
Forward purchases
Forward sales

Net options position

Net long/(short)
position

Net structural position

T 201156 A30H
At 30 June 2011

The following is a summary of the major foreign currency exposures arising from trading,
non-trading and structural positions and is prepared with reference to the Completion
Instructions for the prudential return “Foreign Currency Position of an Authorized Institution”
issued by the HKMA. The net options position is calculated based on the basis of
delta-weighted positions of all foreign exchange options contracts.

I E e e

Equivalent in million of HK$

HAbshE  SEFEG
B HE ot kot Other Total
US Japanese B% Australian Pound ARM foreign foreign
Dollars Yen Euro Dollars Sterling Renminbi currencies currencies
456,578 6,041 28,266 38,501 11,777 529,749 17,000 1,087,912
(334,663) (2,181) (24,808) (30,859) (16,982) (508,237) (18,560) (936,290)
264,114 28,875 29,491 25919 21,609 103,595 31,189 504,792
(381,192) (32,739) (32,960) (33,514) (16,369) (119,572) (29,534) (645,880)
154 (1) 5 (21) (8) (1) 14 142
4,991 (5) (6) 26 27 5,534 109 10,676
316 - - - - 5,135 - 5,451
12010412 A 31 H
At 31 December 2010
HEnINE Wb e
Equivalent in million of HK$
HAbAA T AR
ESM HI LA Yk Other Total
US Japanese k%' Australian  Pound AR foreign foreign
Dollars Yen Euro Dollars  Sterling Renminbi currencies currencies
434,116 8,486 33,301 46,818 4,366 429,999 15,517 972,603
(274,649) (2,250) (23,881) (37,113) (17,865) (410,187)  (22,109) (788,054)
250,546 28,083 20,996 22,732 32,637 91,284 34,530 480,808
(407,525)  (34,375) (30,354) (32,549) (19,273) (109,072) (27,925) (661,073)
262 1 3 (19) (7) - 15 255
2,750 (55) 65 (131) (142) 2,024 28 4,539
296 - - - - 3,309 - 3,605
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Notes to the Interim Financial Information (continued)

38. Cross-border claims

The information on cross-border claims discloses exposures to foreign counterparties on
which the ultimate risk lies, and is derived according to the location of the counterparties after
taking into account any transfer of risk. In general, such transfer of risk takes place if the
claims are guaranteed by a party in a country which is different from that of the counterparty,
or if the claims are on an overseas branch of a bank whose head office is located in another
country. Only regions constituting 10% or more of the aggregate cross-border claims are
analysed by geographical areas and disclosed as follows:

AW
44T Public sector HiA Bt
Banks entities* Others Total
BMEAT BMmEAL WhmEAT whEAT
HK$’'m HK$’'m HK$’'m HK$’'m
At 30 June 2011
Asia, other than
Hong Kong
- Mainland China 232,108 337,664 108,939 678,711
- Others 48,862 7,039 26,125 82,026
280,970 344,703 135,064 760,737
North America
- United States 1,044 49,115 34,726 84,885
- Others 7,748 2,941 208 10,897
8,792 52,056 34,934 95,782
Western Europe
- United Kingdom 28,211 1,916 2,905 33,032
- Others 36,615 18,878 5,049 60,542
64,826 20,794 7,954 93,574
Total 354,588 417,553 177,952 950,093
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Notes to the Interim Financial Information (continued)

38. Cross-border claims (continued)

AR
AT Public sector HoAh Bt
Banks entities® Others Total
WMH G WM E It WM H it WMHE TG
HK$'m HK$'m HK$'m HK$'m
At 31 December 2010
Asia, other than
Hong Kong
- Mainland China 154,961 347,683 85,606 588,250
- Others 46,812 12,405 24,350 83,567
201,773 360,088 109,956 671,817
North America
- United States 550 51,303 30,934 82,787
- Others 8,761 3,438 125 12,324
9,311 54,741 31,059 95,111
Western Europe
- United Kingdom 26,458 2,722 1,127 30,307
- Others 50,399 14,083 4,441 68,923
76,857 16,805 5,568 99,230
Total 287,941 431,634 146,583 866,158

* Included United States of HK$9,721 million (31 December 2010: HK$7,334 million), other countries in North
America of HK$2,906 million (31 December 2010: HK$3,405 million) and other countries in Western Europe
of HK$11,582 million (31 December 2010: HK$5,026 million) which are eligible to be classified as public
sector entities under the Banking (Capital) Rules.
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39. Non-bank Mainland China exposures

Notes to the Interim Financial Information (continued)

Non-bank counterparties are identified in accordance with the definitions set out in the

prudential return “Quarterly Analysis of Loans and Advances and Provisions” issued by the

HKMA. Exposures in Mainland China arising from non-bank counterparties are

summarised as follows:

Mainland China entities

Companies and individuals
outside Mainland China where
the credit is granted for use in
Mainland China

Other non-bank Mainland China
exposures

Mainland China entities

Companies and individuals
outside Mainland China where
the credit is granted for use in
Mainland China

Other non-bank Mainland China
exposures

154

F 201146 H30H
At 30 June 2011

b i iy PSR A BISPAL
RAM RHMNK IR
M3 & Individually
On-balance  Off-balance B A& &E assessed
sheet sheet Total impairment
exposure exposure exposure allowances
BHEAT BHEAT WHEAT  TEAT
HK$’m HK$’m HK$’'m HK$’m
207,821 59,200 267,021 30
34,365 15,270 49,635 18
35,814 1,544 37,358 45
278,000 76,014 354,014 93

F 2010412 A 31 H

At 31 December 2010
AR PP S A APEAL
KA KA ZIHAEHE &
AL 7 AH B 7 AH Individually
On-balance  Off-balance st XU K$H assessed
sheet sheet Total impairment
exposure exposure exposure allowances
WM H T WME T WwMETT WwMETT
HK$'m HK$'m HK$'m HK$'m
185,309 48,290 233,599 59
25,600 11,827 37,427 18
30,170 3,838 34,008 44
241,079 63,955 305,034 121
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Notes to the Interim Financial Information (continued)

40. FEE/BLIMENS  40. Compliance with HKAS 34

41.

345
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20 A% I 55 BORT 17
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Wi g ahat | 2 K.
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The unaudited interim financial information for the first half of 2011 complies with HKAS 34
“Interim Financial Reporting” issued by the HKICPA.

41. 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 2010 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 24 March 2011.
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BANK OF CHINA (HONG KONG) LIMITED

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 48 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 2011 and
the related condensed consolidated income statement, the condensed consolidated statement of comprehensive income, the
condensed consolidated statement of changes in equity and the condensed consolidated cash flow statement 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”.

™ M-‘f

PricewaterhouseCoopers
Certified Public Accountants
Hong Kong, 24 August 2011
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BANK OF CHINA (HONG KONG) LIMITED

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 Technology = PRC Registered capital 100.00% Property holding and
(Shenzhen) Co., Ltd.* 16 April 1990 HK$70,000,000 investment
BOCHK Information Technology PRC Registered capital 100.00% Information
Services (Shenzhen) Ltd.* 26 May 1993 HK$40,000,000 technology services
BOCI-Prudential Trustee Hong Kong Ordinary shares 41.10% Trustee services
Limited* 11 October 1999 HK$300,000,000
Che Hsing (Nominees) Hong Kong Ordinary shares 100.00% Nominee services
Limited* 23 April 1980 HK$10,000
Chiyu Banking Corporation Hong Kong Ordinary shares 70.49% Investment holding
(Nominees) Limited* 3 November 1981 HK$100,000
Chung Chiat Company Hong Kong Ordinary shares 100.00% Property holding 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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BANK OF CHINA (HONG KONG) LIMITED

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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BANK OF CHINA (HONG KONG) LIMITED

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 and
Limited 28 November 1980 HK$100,000 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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BANK OF CHINA (HONG KONG) LIMITED

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

Glory Cardinal Limited has been deregistered on 7 January 2011.

Nanyang Finance Company Limited, Patson (HK) Limited and Nan Song Company Limited commenced members’ voluntary
winding up on 23 March 2011.

Dwell Bay Limited, Perento Limited and Shenstone Limited commenced members’ voluntary winding up on 30 June 2011.

Glister Company Limited disposed of its entire equities to a third party on 18 March 2011.

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.

R CRATE ()
R

2. Compliance with the Banking (Disclosure) Rules

The unaudited interim report complies with the requirements set out in the Banking
(Disclosure) Rules under the Banking Ordinance.

AR H L YNGR T
7 RIS TR CRAT
M Gl By 2 K.
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BANK OF CHINA (HONG KONG) LIMITED

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
“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

“CFO” Chief Financial Officer

“CIC” 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%

“DCE” Deputy Chief Executive

“EURIBOR” Euro Interbank Offered Rate

“FIRB” Foundation Internal Ratings-Based

“the Group” the Bank and its subsidiaries collectively referred as the Group
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BANK OF CHINA (HONG KONG) LIMITED

Definitions (continued)

Terms Meanings

“HIBOR” Hong Kong Interbank Offered Rate

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

“HKFRS(s)” Hong Kong Financial Reporting Standard(s)
“HKICPA” Hong Kong Institute of Certified Public Accountants
“HKMA” Hong Kong Monetary Authority

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

“Hong Kong” or “Hong Kong SAR”

Hong Kong Special Administrative Region

“ICAAP” Internal Capital Adequacy Assessment Process
“IMM” Internal Models Approach
“Lsc” Legal Services Centre

q

“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
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BANK OF CHINA (HONG KONG) LIMITED

Definitions (continued)

Terms Meanings

“RMD” the Risk Management Department
“SME(s)” Small and medium-sized enterprise(s)
“STC” Standardised (Credit Risk)

“STM” Standardised (Market Risk)

“STO” Standardised (Operational Risk)

“Hong Kong Stock Exchange” The Stock Exchange of Hong Kong Limited
“us” the United States of America

“VAR” Value at Risk
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