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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
HK$'m 30 June 2013 31 December 2012 30 June 2012,
Net operating income before impairment allowances 19,057 17,223 17,492
Operating expenses (5,578) (5,817) (5,232)
Operating profit before impairment allowances 13,479 11,406 12,260
Operating profit after impairment allowances 13,108 10,643 12,175
Profit before taxation 13,329 11,506 13,334
Profit attributable to the equity holders of the Bank 10,930 9,571 10,970

Note: Certain comparative amounts in 2012 have been reclassified to conform with current period’s presentation.

In the first half of 2013, uncertainties remained in the global financial markets. The Group closely monitored market changes and
took proactive measures in managing its assets and liabilities, in conjunction with risk management principles and policies to
safeguard its asset quality. It continued to implement a balanced growth strategy while maintaining disciplined cost control. As a
result, the Group recorded satisfactory growth in core businesses with its key financial ratios staying at healthy levels.

The Group’s net operating income before impairment allowances increased by HK$1,565 million or 8.9% year-on-year to HK$19,057
million in the first half of 2013. The increase was driven by the growth in both net interest income and net fee and commission income.
Operating expenses rose, as a result of the business expansion. Net charge of impairment allowances increased by HK$286 million
while the net gain from fair value adjustments on investment properties fell by HK$822 million year-on-year, mostly offsetting the
operating income growth. Profit attributable to the equity holders fell mildly by HK$40 million, or 0.4%, to HK$10,930 million.

As compared to the second half of 2012, the Group’s net operating income before impairment allowances rose by HK$1,834 million,
or 10.6%. The growth in income was driven by the increase in net interest income and net fee and commission income. Net charge of
impairment allowances decreased by HK$392 million and net gain from fair value adjustments on investment properties also
declined by HK$655 million. Profit attributable to the equity holders increased by HK$1,359 million, or 14.2%, on a half-on-half basis.
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Management’s Discussion and Analysis (continued)

INCOME STATEMENT ANALYSIS

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

Net Interest Income and Margin

HK$'m, except percentages

Half-year ended
30 June 2013

Half-year ended
31 December 2012

Half-year ended
30 June 2012,

Interest income
Interest expense

Net interest income

Average interest-earning assets
Net interest spread

Net interest margin*

17,551 16,772 16,895,
(5,134) (5,556) (5,162)
12,417 11,216 11,733

1,563,301 1,499,118 1,503,925
1.52% 1.39% 1.47%
1.60% 1.48% 1.56%

* Net interest margin is calculated by dividing net interest income by average interest-earning assets.

Compared to the first half of 2012, the Group’s net interest income increased by HK$684 million or 5.8%. The increase was driven by

both the growth in average interest-earning assets and the widening of net interest margin.

Average interest-earning assets expanded by HK$59,376 million or 3.9% year-on-year, with growth in loans and advances as well as
debt securities investments. These were supported by the increase in customer deposits, partly offset by the decrease in

participating banks’ RMB deposits with the clearing bank.

Net interest margin widened by 4 basis points to 1.60%. The increase was mainly attributable to the improved loan and deposit

spread. Loan pricing on corporate lending was higher. The Group exercised cautious control of deposit costs. The positive impact

was partly offset by lower yields on placements with banks and debt securities investments as market interest rates lowered during

the period.
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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 2013 31 December 2012 30 June 2012
Average Average Average Average Average Average
balance yield balance yield balance yield
ASSETS HK$’'m % HK$'m % HK$'m %
Balances and placements with banks
and other financial institutions 290,959 2.35 283,862 2.43 388,191 2.42
Debt securities investments 466,981 1.86 456,822 1.77 404,399 1.96
Loans and advances to customers 791,413 2.49 743,970 2.42 696,652 2.34
Other interest-earning assets 13,948 1.66 14,464 1.88 14,683 1.55
Total interest-earning assets 1,563,301 2.26 1,499,118 2.22 1,503,925 2.25
Non interest-earning assets 202,802 - 179,197 - 165,685 -
Total assets 1,766,103 2.00 1,678,315 1.98 1,669,610 2.03
Average Average Average Average Average Average
balance rate balance rate balance rate
LIABILITIES HK$’'m % HK$'m % HK$'m %
Deposits and balances from banks
and other financial institutions 119,554 0.45 96,864 0.60 190,083 0.71
Current, savings and fixed deposits 1,191,135 0.77 1,161,796 0.84 1,072,833 0.77
Subordinated liabilities 28,178 0.59 28,715 0.90 28,640 1.29
Other interest-bearing liabilities 54,593 0.82 45,060 0.90 42,953 0.95
Total interest-bearing liabilities 1,393,460 0.74 1,332,435 0.83 1,334,509 0.78
Non interest-bearing deposits 87,288 - 83,911 - 89,851 -
Shareholders’ funds* and non
interest-bearing liabilities 285,355 - 261,969 - 245,250 -
Total liabilities 1,766,103 0.59 1,678,315 0.66 1,669,610 0.62

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

Compared to the second half of 2012, net interest income increased by HK$1,201 million or 10.7%, driven by higher average
interest-earning assets and net interest margin. Average interest-earning assets grew by HK$64,183 million or 4.3%, which was
supported by the increases in customer deposits and deposits from banks and other financial institutions. Net interest margin was up
12 basis points. This was mainly attributable to the improved loan pricing and lower deposit cost.
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Management’s Discussion and Analysis (continued)

Net Fee and Commission Income

Half-year ended Half-year ended Half-year ended
HK$'m 30 June 2013 31 December 2012 30 June 2012
Credit card business 1,745 1,695 1,489
Securities brokerage 1,224 1,060 1,054
Loan commissions 1,078 800 974
Insurance 716 495 501
Funds distribution 430 302 228
Bills commissions 387 366 370
Payment services 322 342 325
Trust and custody services 182 180 180
Safe deposit box 122 110 118
Currency exchange 88 87 69
Others 236 210 213
Fee and commission income 6,530 5,647 5,521
Fee and commission expenses (1,817) (1,763) (1,567)
Net fee and commission income 4,713 3,884 3,954

Note: Certain comparative amounts of fee and commission income and fee and commission expense have been reclassified to conform with current

period’s presentation.

Net fee and commission income grew by HK$759 million, or 19.2%, year-on-year to HK$4,713 million. The increase was
broad-based with strong growth of fee and commission income from credit cards, insurance, funds distribution and securities
brokerage. Fee income from the credit card business grew by 17.2%, driven by the increases in cardholder spending and merchant
acquiring volume by 8.3% and 20.3% respectively. Commission income from insurance increased by 42.9%. Commission income
from funds distribution rose substantially by 88.6% as the Group rolled out products with effective segmentation to meet targeted
customers’ needs. Securities brokerage fee income increased by 16.1%, supported by the Group’s continuous effort in enhancing its
business platform and the pickup of transaction in the stock market. Loan commissions increased by 10.7%. Income from currency
exchange and bills commissions also registered satisfactory growth. The increase in fee and commission expenses was mainly
caused by higher credit cards and insurance related expenses.

Compared to the second half of 2012, net fee and commission income grew by HK$829 million or 21.3%. The growth was again
broad-based with increases in commission income from loans, insurance, securities brokerage, funds distribution and credit cards.

25



@ ¥ 8 447 (5 ) B BT

BANK OF CHINA (HONG KONG) LIMITED

Management’s Discussion and Analysis (continued)

Net Trading Gain

Half-year ended Half-year ended Half-year ended
HK$'m 30 June 2013 31 December 2012 30 June 2012
Foreign exchange and foreign exchange products 1,029 1,047 923
Interest rate instruments and items under fair value hedge 447 420 154
Equity instruments 79 59 38|
Commodities 42 58 63
Net trading gain 1,597 1,584 1,178]

Net trading gain was HK$1,597 million, increasing by HK$419 million, or 35.6% from the first half of 2012. The growth in net trading
gain from foreign exchange and foreign exchange products was mainly driven by growing currency exchange activities and the
foreign exchange gain on foreign exchange swap contracts*. The increase in net trading gain from interest rate instruments and
items under fair value hedge was mainly attributable to the mark-to-market changes of certain interest rate instruments, caused by
market interest rate movements. The growth in net trading gain from equity instruments was mainly attributable to the increased gain
from equity-linked products that were well received by customers.

Compared to the second half of 2012, net trading gain was up HK$13 million or 0.8%.

* Foreign exchange swap contracts are usually used for the Group's liquidity management and funding activities. Under the foreign exchange swap
contracts, the Group exchanges one currency (original currency) for another (swapped currency) at the spot exchange rate (spot transaction) and
commits to reverse the spot transaction by exchanging the same currency pair at a future maturity at a predetermined rate (forward transaction). In
this way, surplus funds in original currency are swapped into another currency for liquidity and funding purposes with minimal foreign exchange risk.
The exchange difference between the spot and forward contracts is recognised as foreign exchange gain or loss (as included in "net trading
gain/(loss)"), while the corresponding interest differential between the surplus funds in original currency and swapped currency is reflected in net

interest income.
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Management’s Discussion and Analysis (continued)

Operating Expenses

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

HK$'m 30 June 2013 31 December 2012 30 June 2012
Staff costs 3,164 3,309 2,970
Premises and equipment expenses (excluding depreciation) 729 758 669
Depreciation on owned fixed assets 804 767 719
Other operating expenses 881 983 874
Total operating expenses 5,578 5,817 5,232
At 30 June At 31 December At 30 June)

2013 2012 2012

Staff headcount measured in full-time equivalents 14,208 14,425 14,318

Note: Certain comparative amounts of operating expenses have been reclassified to fee and commission expense to conform with current period’s
presentation.

Total operating expenses increased by HK$346 million, or 6.6%, to HK$5,578 million year-on-year, as a result of the Group’s
business expansion. The Group continued to invest in new business platforms and the Mainland business. At the same time, it

adhered to disciplined cost control measures to enhance operational efficiency.

Staff costs increased by 6.5% from the first half of 2012, mainly due to higher salaries following the annual salary increment and the
increase in performance-related remuneration.

Premises and equipment expenses were up 9.0% with higher rental for branches in Hong Kong and the Mainland.

Depreciation on owned fixed assets rose by 11.8%, due to larger depreciation charge on premises following the upward property
revaluation.

Other operating expenses were up 0.8%, mainly due to higher marketing expenses and business taxes of NCB (China).

Compared to the second half of 2012, operating expenses declined by HK$239 million or 4.1%. The decrease was due to lower staff
costs, advertising, maintenance, business taxes and IT expenses in the first half of 2013.

27



@ ¥ 8 447 (5 ) B BT

BANK OF CHINA (HONG KONG) LIMITED

Management’s Discussion and Analysis (continued)

Net Charge of Loan Impairment Allowances

Half-year ended Half-year ended Half-year ended
HK$'m 30 June 2013 31 December 2012 30 June 2012,

Net charge of allowances before recoveries

- individual assessment (82) (507) (5)
- collective assessment (476) (368) (238)
Recoveries 190 108 156
Net charge of loan impairment allowances (368) (767) (87)

The Group maintained stringent risk management and overall loan quality remained solid. The net charge of loan impairment
allowances was HK$368 million in the first half of 2013. Net charge of individually assessed impairment allowances amounted to
HK$82 million, mainly relating to the downgrade of a few corporate loans. The net charge of collectively assessed impairment
allowances amounted to HK$476 million, primarily due to the loan growth and the periodic update of the parameter values in the
assessment model during the period. Meanwhile, recoveries amounted to HK$190 million, slightly higher year-on-year.

Compared to the second half of 2012, net charge of loan impairment allowances decreased by HK$399 million or 52.0%. The decline
was mainly due to the lower net charge of individually assessed impairment allowances.

BALANCE SHEET ANALYSIS

Asset Deployment

At 30 June 2013 At 31 December 2012
HK$’'m, except percentages Amount % of total Amount % of total
Cash and balances with banks and other financial institutions 181,796 10.3% 197,508 11.2%)
Placements with banks and other financial institutions maturing
between one and twelve months 54,511 3.1% 66,025 3.7%)|
Hong Kong SAR Government certificates of indebtedness 90,080 5.1% 82,930 4.7%)
Securities investments' 437,724 24.8% 486,020 27.5%
Advances and other accounts 885,211 50.2% 819,684 46.3%
Fixed assets and investment properties 64,219 3.6% 63,064 3.6%
Other assets? 51,043 2.9% 53,489 3.0%
Total assets 1,764,584 100.0% 1,768,720 100.0%

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

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

As at 30 June 2013, the Group’s total assets amounted to HK$1,764,584 million, down HK$4,136 million or 0.2% from the end of
2012. The Group maintained its proactive asset and liability management for sustainable growth and profitability. It continued to
adopt a balanced strategy to support business growth with focus on optimising asset allocation, enhancing loan pricing and
controlling funding costs.

Key changes in the Group’s total assets include:
¢ Cash and balances with banks and other financial institutions decreased by 8.0%, mainly due to the decrease in RMB funds
placed with the People’s Bank of China by BOCHK'’s clearing business.

¢ Placements with banks and other financial institutions maturing between one and twelve months dropped by 17.4% as the
Group redeployed its funds for advances to customers.
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Management’s Discussion and Analysis (continued)

¢  Securities investments decreased by 9.9% with reduction mainly in lower yielding government-related securities. Meanwhile,

the Group also increased holdings in high-quality financial institutions and corporate bonds.

¢ Advances and other accounts rose by 8.0%, mainly attributable to the growth in advances to customers by 6.7% and trade bills

by 29.8%.

¢  Other assets decreased by 4.6%, which was mainly due to the decrease in precious metals and accounts receivable and

prepayments.

Advances to Customers

At 30 June 2013

At 31 December 2012

HK$’m, except percentages Amount % of total Amount % of total
Loans for use in Hong Kong 505,409 60.9% 480,698 61.8%

Industrial, commercial and financial 270,048 32.5% 252,877 32.5%

Individuals 235,361 28.4% 227,821 29.3%
Trade finance 76,494 9.2% 67,137 8.6%
Loans for use outside Hong Kong 248,784 29.9% 230,374 29.6%
Total advances to customers 830,687 100.0% 778,209 100.0%

The Group adhered to stringent risk control and customer selection to achieve quality growth of its loan book. Advances to customers

grew by HK$52,478 million or 6.7% to HK$830,687 million as at 30 June 2013.

Loans for use in Hong Kong grew by HK$24,711 million or 5.1%.

® Lending to the industrial, commercial and financial sectors increased by HK$17,171 million, or 6.8%, to HK$270,048 million.
The increase covered a wide range of industries. Loans to the property investment, property development, transport and
transport equipment, wholesale and retail as well as stockbrokers grew by 7.4%, 10.2%, 8.0%, 6.6% and 116.1% respectively.
® Lending to individuals increased by HK$7,540 million, or 3.3%. Residential mortgage loans (excluding those under the

Government-sponsored home purchasing schemes) were up 3.0%. Other loans to individuals increased by 16.8%.

Trade finance rose by HK$9,357 million, or 13.9% while loans for use outside Hong Kong grew by HK$18,410 million or 8.0%.
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Management’s Discussion and Analysis (continued)

Loan Quality

At 30 June At 31 December|
HK$'m, except percentages 2013 2012,
Advances to customers 830,687 778,209
Classified or impaired loan ratio 0.26% 0.26%
Impairment allowances 4,120 3,705
Regulatory reserve for general banking risks 8,145 7,754
Total allowances and regulatory reserve 12,265 11,459
Total allowances as a percentage of advances to customers 0.50% 0.48%
Impairment allowances' on classified or impaired loan ratio 39.81% 37.44%
Residential mortgage loans? - delinquency and rescheduled loan ratio® 0.03% 0.02%)
Card advances - delinquency ratio® 0.26% 0.17%|

Half-year ended
30 June 2013

Half-year ended
30 June 2012,

Card advances - charge-off ratio*

1.43%

1.23%)

1. 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.

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

3. Delinquency ratio is measured by a ratio of total amount of overdue loans (more than three months) to total outstanding loans.
4. Charge-off ratio is measured by a ratio of total write-offs made during the period to average card receivables during the period.

The Group’s overall loan quality remained sound. The classified or impaired loan ratio was at 0.26%. Classified or impaired loans

increased by HK$66 million, or 3.2%, to HK$2,120 million. Formation of new classified or impaired loans in the first half of 2013 was

at a low level and represented approximately 0.05% of total loans outstanding.

Total impairment allowances, including both individual assessment and collective assessment, amounted to HK$4,120 million. Total

impairment allowances on classified or impaired loans as a percentage of total classified or impaired loans was at 39.81%.

The credit quality of the Group’s residential mortgage loans and credit cards remained sound. The combined delinquency and

rescheduled loan ratio of residential mortgage loans stood at 0.03% at the end of June 2013. The charge-off ratio of card advances

remained low at 1.43% in the first half of 2013, the year-on-year uptrend was in line with the market.
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Deposits from Customers*

At 30 June 2013 At 31 December 2012

HK$’'m, except percentages Amount % of total Amount % of total
Demand deposits and current accounts 101,671 8.0% 99,260 8.0%
Savings deposits 564,757 44.5% 604,931 49.0%
Time, call and notice deposits 598,841 47.1% 528,763 42.8%
1,265,269 99.6% 1,232,954 99.8%

Structured deposits 4,534 0.4% 2,841 0.2%
Deposits from customers 1,269,803 100.0% 1,235,795 100.0%

* Including structured deposits.

The Group maintained a flexible deposit strategy to support its business growth. Its deposit base increased by HK$34,008 million, or
2.8%, in the first half of 2013. Demand deposits and current accounts rose by 2.4% while time, call and notice deposits grew by
13.3%. Saving deposits decreased by 6.6%. The Group’s loan-to-deposit ratio was 65.42% at the end of June 2013, up 2.45
percentage points from the end of 2012.

Capital and Reserves Attributable to the Equity Holders of the Bank

At 30 June At 31 December
HK$'m 2013 2012
Share capital 43,043 43,043
Premises revaluation reserve 32,573 31,355
Reserve for fair value changes of available-for-sale securities 59 3,957
Regulatory reserve 8,145 7,754
Translation reserve 919 771
Retained earnings 56,846 51,959
Reserves 98,542 95,796
Capital and reserves attributable to the Equity Holders of the Bank 141,585 138,839

Capital and reserves attributable to the equity holders increased by HK$2,746 million, or 2.0% to HK$141,585 million at 30 June
2013. Retained earnings rose by 9.4%, reflecting the profit for the first half of 2013 after the appropriation of interim dividend.
Premises revaluation reserve increased by 3.9%, which was attributable to the increase in property prices in the first half of 2013.
Regulatory reserve rose by 5.0% due to loan growth. Reserve for fair value changes of available-for-sale securities decreased by
98.5%, mainly due to the changes in market interest rates.
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Capital and Liquidity Ratio

HK$'m, except percentages

At 30 June 2013

Capital ratios under Basel Il
Consolidated capital after deductions
Common Equity Tier 1 capital
Additional Tier 1 capital
Tier 1 capital
Tier 2 capital
Total capital

Total risk-weighted assets

Common Equity Tier 1 capital ratio
Tier 1 capital ratio
Total capital ratio

Capital ratios under Basel Il
Consolidated capital base after deductions
Core capital
Supplementary capital
Total capital base

Total risk-weighted assets

Core capital ratio
Capital adequacy ratio

91,071
1,027

92,098
43,209

135,307
824,850
11.04%
11.17%

16.40%

At 31 December 2012

89,096
32,452

121,548

723,699

12.31%
16.80%

Half-year ended
30 June 2013

Half-year ended
30 June 2012

Average liquidity ratio

38.70%

39.87%

The Banking (Capital) (Amendment) Rules 2012 (“BCAR 2012”) came into operation on 1 January 2013. The BCAR 2012 mainly
addressed the revision to both the minimum capital ratio requirement and the definition of regulatory capital. The rules also included

enhancements to the counterparty credit risk framework and amendments on the capital treatment for certain trade financing

activities and securities financing transactions. For details of the Group’s calculation of capital charges, please refer to Note 3.4 to

the Interim Financial Information.

Total capital ratio at 30 June 2013 was 16.40%. As a result of the adoption of the BCAR 2012, the capital ratios shown above are not

directly comparable.

The average liquidity ratio in the first half of 2013 remained sound at 38.70%.
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BUSINESS REVIEW

Business Segment Performance
Profit/(loss) before Taxation by Business Segments

Half-year ended 30 June 2013 Half-year ended 30 June 2012
HK$’m, except percentages Amount % of total Amount % of total
Personal Banking 3,572 26.8% 2,763 20.7%
Corporate Banking 5,873 44.1% 5,142 38.6%
Treasury 3,918 29.4% 4,702 35.3%
Others (34) (0.3)% 727 5.4%
Total profit before taxation 13,329 100.0% 13,334 100.0%

Note: For additional segmental information, see Note 36 to the Interim Financial Information.
PERSONAL BANKING

Financial Results
Personal Banking recorded a strong increase of HK$809 million, or 29.3%, in profit before taxation. This was mainly attributable to
the increase in net interest income and net fee and commission income.

Net interest income increased by 16.3%. This was made possible by the increase in average balance of loans and deposits with the
improvement in loan and deposit spread.

Net fee and commission income rose by 32.2%, mainly attributable to the higher commission income from securities brokerage,
funds distribution, insurance, credit cards as well as loans.

Net trading gain also increased by 22.6%, due to higher income from equity instruments and foreign exchange related products.

Business operation

The Group’s personal lending business continued its trajectory of steady growth in the first half of 2013. It remained the market
leader in new mortgage loans. The funds distribution and insurance business performed strongly. The wealth management platform
was further enhanced while the new Private Banking service made solid progress. Distribution channels were further optimised to
enhance customer experience.

Residential mortgages — reinforcing the market leadership

Despite the slowdown in the residential property market, the Group continued to innovate to provide customers with the widest range
of products and services across all channels. The “Fixed-Rate Mortgage Scheme” was launched to provide homeowners with an
alternative financing option to lock in their loan expenses. Subsequently, the new “Portable Fixed-Rate Mortgage Scheme” was
introduced to allow customers to carry the fixed rate of the original mortgage plan to a new property during the fixed-rate period. The
Group also partnered with the Hong Kong Mortgage Corporation Limited to actively promote Reverse Mortgages. Seminars were
conducted to selected segment and Member-Get-Member programme was launched to reach out to existing customers. The
extensive range of products and services enabled the Group to remain as the market leader of new mortgage loans underwritten
during the period. At the end of June 2013, the balance of the Group’s mortgage loans grew by 3.0% compared with the end of last
year.
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Investment and insurance businesses — robust growth in funds distribution and insurance business

Market sentiment turned weak with concerns over the monetary stimulus programme in the US and the economic slowdown in the
Mainland. Nevertheless, the Group continued to expand its stock brokerage services to lead the market in the personal securities
services. IPO placement services, traditionally offered to Private Banking customers only, were introduced to selected personal
banking customers. With the aim of enhancing customers’ investment knowledge, the Group launched the educational “Virtual
Securities Investment Platform”. This platform allows customers to conduct virtual securities trading for stocks, ETFs and warrants
with virtual money based on real time stock prices, reinforcing the concept of “learn before you invest” to all users.

For the funds distribution business, the Group continued to broaden its product offerings. A new retail fund, the “BOCHK All Weather
RMB High Yield Bond Fund” was launched in March and received overwhelming response from customers. The Group continued to
deepen relationships with existing customers and actively pursued new customers. Themed marketing campaigns and investment
seminars were conducted to help customers further diversify their investment portfolios. As a result, commission income from funds
distribution surged by 88.6% over the same period last year. The Group continued to leverage on its competitive edge in the bond
distribution business and became one of the largest placing banks of the third iBond issuance in June this year.

With regards to the Bancassurance business, the Group maintained its competitive edge in life insurance by offering a diversified
range of products. It maintained its leading position in the RMB insurance market. The HKD/USD denominated “UltiChoice Universal
Life Insurance Plan” was introduced during the period.

Credit card business — recognised leader in CUP card business

The Group’s credit card business registered steady development in the first half of 2013. It maintained its leadership in the China
UnionPay (“CUP”) merchant acquiring business and card issuing business in Hong Kong. The cardholder spending and merchant
acquiring volumes grew by 8.3% and 20.3% respectively year-on-year. The Group’s success in the credit card business was widely
recognised with a total of 30 awards presented by VISA International, MasterCard and CUP during the period.

Wealth Management service — one-stop wealth management solutions

Following the consolidation of its Wealth Management service platform in 2012, the Group continued to provide personalised
services and professional financial solutions to meet customers’ banking and investment needs. Series of marketing programmes
were launched to enhance the brand quality and to increase penetration to quality targeted customers.

The Group’s Private Banking business made good progress after its launch in late 2012. In collaboration with business units within
the Group as well as BOC and NCB (China), it expanded its customer base through a series of client acquisition and referral
activities. Based on the one-stop, holistic service model, a wide range of tailor-made products and services in the area of investment
management, liquidity management and estate planning were made to meet the needs of Private Banking clients. Consequently, it
achieved encouraging results in both the number of Private Banking customers and the value of assets under management.

Mass retail customers — introducing i-Free Banking
The Group re-packaged its i-Free Banking services to cater for the basic banking and financial planning service needs of more
customers. A selection of savings plans was launched to appeal to younger clientele.

Distribution channels — strengthening automated banking channels

The Group continued to optimise its distribution channels to meet the needs of customers. At the end of June 2013, the Group’s
service network in Hong Kong comprised 269 branches, including 141 wealth management centres. It further enhanced its
automated banking channels. Voice navigated ATM machine was introduced to aid visually impaired customers to perform
automated banking services. The call center offered new services, including the setting of overseas ATM cash withdrawal limits.

In recognition of its well-received electronic platform and outstanding services, the Group received the award of “RMB Business
Outstanding Awards 2013 - Outstanding Retail Banking Business — Electronic Banking Business” organised by Metro Finance, Metro
Finance Digital and Hong Kong Wen Wei Po. Financial planners of the Group also won the Gold Award and the Best Presentation
Award in the “7" HKIB Outstanding Financial Management Planner Awards” presented by The Hong Kong Institute of Bankers.
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CORPORATE BANKING

Financial Results
Corporate Banking recorded a satisfactory growth of HK$731 million, or 14.2%, in profit before taxation.

Net interest income rose by 21.8%, mainly driven by the increase in average balance of loans and deposits coupled with the increase
in loan spread. The growth was partly offset by the decrease in deposit spread. Corporate loans and deposits grew by 8.2% and
8.1% respectively from the end of 2012.

Net fee and commission income increased by 6.2%, largely led by the growth in loan commissions and trust services. The increase
was, however, partly offset by the decline in commissions from credit cards and payment services.

Business operation

The Group’s Corporate Banking business maintained its growth momentum in the first half of 2013. With the aim of becoming the
main banker of its customers, the Group continued to provide comprehensive banking services to better serve customers’ needs and
strengthen customer relationships. At the same time, it focused on expanding industry coverage and customer base through
continuous enhancement of its professional expertise in industry management. As a result, corporate loans grew satisfactorily with
improved loan pricing. In the custody business, the Group further expanded its client base from different geographical locations. The
service spectrum of the cash management business was expanded to include domestic liquidity management capabilities to its
cross-border fund sweeping services on BOC'’s “Global Cash Management System”.

Corporate lending business — 8.2% growth of corporate loans

The Group continued to implement “Total Solutions” for key customers and worked closely with BOC through the “Global
Relationship Manager Programme” to provide comprehensive banking services to meet customers’ specific demands. Through
continuous enhancement of expertise in industry management with better customer segmentation, it was able to expand its client
base and improve its risk management. The Group also conducted various market activities to strengthen customer relationships.
The Corporate Services Centre was set up to further improve service efficiencies. In the first half of 2013, the Group successfully
completed its first RMB cross-border loan to an enterprise in Qianhai. It continued to provide strong support to Chinese enterprises
with the strategy of overseas expansion and remained the top mandated arranger in the Hong Kong-Macau syndicated loan market.
At the end of June, the Group’s balance of corporate loans grew by 8.2% from the end of 2012.

SME business — “Best SME’s Partner Award” for the sixth consecutive year

The Group strived to enhance customer experience for SME customers. In addition to the launch of the “Integrated Branches for
Commercial Business” and “Business Integrated Account” in 2012, it continued to enhance its service capacities by introducing cash
management services to customers. The corporate internet banking platform, CBS Online, has been optimised to promote a modern
and more user-friendly design of the interface and transaction flow to strengthen customer relationships and attract new customers.
In addition, the Group launched a privileged guarantee fee subsidy to support the Special Concessionary Measures of the SME
Financing Guarantee Scheme of the Hong Kong Mortgage Corporation Limited. This offer is designed to meet the financing needs of
commercial customers and help facilitate the development of SMEs in Hong Kong. In recognition of its long-standing support of
SMEs in Hong Kong, the Group received for the sixth consecutive year the “Best SME’s Partner Award” from the Hong Kong General
Chamber of Small and Medium Business.

Trade finance — collaboration with BOC to drive growth

The Group continued to enhance product features to meet changing customer needs in cross-border transactions. In close
collaboration with BOC, it strengthened the cross-border RMB entrusted payments and entrusted loans businesses and established
business relationships with its target customers. The Group also made solid progress in the “Supply-chain Finance” business
launched in 2012. At the end of June 2013, the Group’s balance of trade finance grew by 13.9% from the end of 2012.
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Custody service — further expansion of customer base

The Group continued to expand its custody services in the first half of 2013. In addition to those institutions with a Mainland
background, the Group established business relationships with a number of new RQFII applicants from Hong Kong, Taiwan and
other overseas countries or regions. It continued to expand its client base and successfully secured mandates to provide custody
services for RQFII-ETFs, RQFIl funds and Qualified Domestic Institutional Investors. In recognition of its outstanding QFII
performance, BOCHK was awarded the “Best QFIl Custodian” under Regional Specialist in the Asset Servicing Awards 2013 by The
Asset Magazine. At the end of June 2013, excluding the RMB fiduciary account for participating banks, total assets under the
Group’s custody were valued at HK$617 billion.

Cash management service — further expansion of service spectrum

The Group continued to strengthen its cross-border cash management service capabilities. While BOC’s Taiwan Branch was
included as one of the RMB remittance points in the Greater China region, the Group successfully completed the establishment of
domestic liquidity management functions to the cross-border fund sweeping services of BOC’s “Global Cash Management System”
to strengthen its competitive edge as a cross-border fund centre for customers in Hong Kong. In recognition of its outstanding cash
management services, BOCHK was presented the “Achievement Award for Best Cash Management Bank in Hong Kong” in the
“Asian Banker Transaction Banking Awards 2013”.

Risk management - proactive measures to contain risks

The Group remained highly vigilant of risks and conducted stringent risk management and credit control to safeguard asset quality. It
closely monitored corporate customers and industries that could be adversely affected by the volatile economic environment,
including the recent slowdown of economic growth in the Mainland and the withdrawal of stimulus in the US. Rigorous post-lending
monitoring measures were put in place to track early negative signs with ad hoc credit review and precautionary measures to be
taken in a timely manner.

MAINLAND BUSINESS

Financial performance — encouraging growth

The operating environment in the Mainland remained challenging in the first half of 2013. Nevertheless, the Group’s Mainland
business achieved encouraging growth with optimisation of its asset and liability structure to improve yields. Net operating income
increased by 18.2%. Customer deposits and loans registered steady growth of 8.8% and 6.8% respectively from the end of last year.
Loan quality remained sound.

Product and service offerings — continuous enhancement in capabilities

The Group continued to enrich its wealth management product offering to meet the increasing demand for wealth management
services. During the period, the Group launched the equity-linked “Preferred Equity” and crude oil-linked “Global Energy” series of
structured wealth management products. Meanwhile, another series of wealth management products, “Yixiang*, continued to make
good contribution to commission income. During the period, NCB (China) commenced its credit card business in the Mainland. By
the end of June 2013, over 2,300 Platinum personal RMB CUP credit cards were issued. The SME business platform was further
enhanced with the launch of the “Small Micro-Enterprise Loan Programme” and streamlining of processes to provide more efficient
services to SME customers.

Distribution channels — enhanced e-Banking function

The Group continued to improve both its personal and corporate e-Banking platforms with the introduction of new services, extension
of service hours, real-time processing on holidays and sharing of payment platform of BOC. Meanwhile, enhancements to the
“Channel Sharing” model continued with success as the number of new accounts and transaction volume increased notably. The
Group also conducted several projects to streamline business processes, in order to shorten turnaround time and enhance customer
experience. During the first half of 2013, two new sub-branches of NCB (China) were opened. The Group’s total number of branches
and sub-branches in the Mainland increased to 38 by the end of June 2013.
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TREASURY

Financial Results
Treasury recorded a decrease of 16.7% in profit before taxation.

Net interest income decreased by 22.0%, mainly due to the decline in average yield on interbank placements and debt securities
investments. The decrease was partly offset by the growth in debt securities investments.

Net trading gain was up 52.7%. The increase was mainly caused by the higher gain from foreign exchange related products and the
improved mark-to-market changes of certain interest rate instruments.

Net gain on other financial assets was down 72.6%. This was mainly due to the higher gain recorded in the first half of 2012 as the
Group captured market opportunities to realise gain on certain debt securities investments.

Business Operation

Proactive investment strategy — staying attuned to risk

The Group continued to manage its banking book investments with a proactive and prudent approach. It closely monitored market
changes and adjusted its investment portfolio to enhance return while staying vigilant of risks. During the period, the Group
selectively increased its investments in high-quality financial institutions and corporate bonds and reduced investments in
government-related bonds. In terms of geographical exposure, the increased investments were mainly made in the US and Asia. At
the same time, the Group increased its holdings in RMB-denominated bonds, which were issued by high-quality Mainland
corporates.

Product sales — responding to market demand

In line with its customer-centric approach, the Group strived to enhance its core competitive edge by uplifting its transaction capacity,
product response efficiency and client marketing. During the period, the Group promptly responded to market conditions and focused
on promoting products and services, including structured deposit, equity-linked investment and foreign exchange margin trading,
which were well-received by customers. In the bond underwriting business, the Group achieved success in business diversification
with underwriting of bond issuance in different denominated currencies, and saw a considerable increase in turnover over the same
period last year.

RMB-related business — the leading CNH (offshore RMB) market player

As the leading market player in the offshore RMB treasury business in Hong Kong, the Group completed the first CNH/USD
cross-currency swap transaction using the CNH HIBOR as the pricing benchmark. This transaction served as a tool to hedge against
interest rate risks and marked a new milestone in the development of the offshore RMB business. The Group also successfully acted
as the arranger for the issuance of the first certificate of deposit with the CNH HIBOR as the benchmark rate, offering the market a
wider choice of floating rate debt instruments. BOCHK has been designated as the market maker of the USD/CNH futures for the
Chicago Mercantile Exchange Group and Hong Kong Futures Exchange, becoming the only bank that plays such a role in both
exchanges.

RMB clearing service — continuous service enhancement

The Group continued to provide strong support in clearing services. The introduction of RMB fixed deposit service for participating
banks, the extension of operating hours for RMB cross-border payments and the adjustment of RMB intra-day Repo limits helped
promote stable and healthy development of its RMB clearing services.
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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 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 a
controllable way in order to achieve its business goals and to meet the expectations of its stakeholders.

Risk Management Governance Structure

The Group’s risk management governance structure is designed to cover all business processes and ensures 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 updated 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, approving high-level risk-related policies and monitoring their implementation, reviewing significant or high risk
exposures or transactions and exercising its power of veto if it considers that any transaction should not proceed. The Audit
Committee assists the Board in fulfilling its role in overseeing the internal control system.

The Chief Executive (“CE”) is responsible for managing the Group’s various types of risks, approving detailed risk management
policies, and approving material risk exposures or transactions within his authority delegated by the Board of Directors. The Chief
Risk Officer (“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. The
CRO will 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. Risk management units of BOCHK monitor the risk management status of these subsidiaries respectively.
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Credit Risk Management

Credit risk is the risk of loss arising from a customer or counterparty that 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 establishing the rating criteria.

For advances, 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 credit and other functions,
is responsible for making an independent assessment of all credit facilities which require the approval of Deputy Chief Executives
(“DCE”) or above. Credit applications for non-retail exposures are independently reviewed and objectively assessed by risk
management units. Obligor ratings (in terms of probability of default) and facility ratings (in terms of loss given default) are assigned
to these portfolios to support credit approval. 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. Loan grades,
obligor and facility ratings as well as loss estimates (if applicable) are used to support credit approval.

The Group also uses loan grades, obligor ratings and loss estimates (if applicable) to support credit monitoring, analysis and
reporting. For non-retail exposures, more frequent rating review and closer monitoring are required for higher-risk customers. For
retail exposures, monthly updated internal 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. In the first half of 2013, 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
(“MC”), RC and Board of Directors to facilitate their continuous monitoring of credit risk. In addition, credit concentration risk is
identified by industry, geography, customer and counterparty risk. The Group monitors changes to counterparties credit risk, quality
of the credit portfolio and risk concentrations, and reports regularly to the Group’s management.

The Group employs a credit master scale for internal rating purpose that can be mapped to Standard & Poor’s external ratings. The
credit master scale for internal rating is in compliance with the Banking (Capital) Rules under the Hong Kong Banking Ordinance on
internal rating structure.

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 advances. On-going monitoring and stop-loss procedures are established. The methodology and
assumptions used for impairment assessments are reviewed regularly. In evaluating impairment of asset backed securities (“ABS”)
and mortgage backed securities (“MBS”), the Group continued to use a significant decline in market price and credit deterioration of
the underlying assets to be the key indicators of impairment. The Group also considered other objective evidences of impairment,
taking into account the impact of liquidity on market prices and the movement in loss coverage ratios of individual ABS and MBS held
by the Group.

Market Risk Management

Market risk refers to the risk of losses arising from adverse movements in the value of foreign exchange, commodity, interest rate
and equity positions held by the Group due to the volatility of financial market price (debt security price/interest rate, foreign
exchange rate, equity price, commodity price). The Group adopts a moderate market risk appetite to achieve a 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 treasury
business on the basis of a well established risk management regime and related management measures.
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In accordance with the Group’s corporate governance principles in respect of risk management, the Board and RC, senior
management and functional departments/units perform their duties and responsibilities to manage the Group's market risk. The
Market Risk Management Division of the RMD 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 levels.

The Group's market risk management covers BOCHK and its subsidiaries. The Group establishes consistent market risk
management policies to regulate BOCHK’s and subsidiaries' market risk management; meanwhile, the Group sets up the Group
VAR and stress test limits, which are allocated and monitored across the Group, according to the subsidiaries' business requirements
and risk tolerance levels. In line with the requirements set in the Group policy, the management of subsidiaries may, subject to prior
consent by BOCHK, formulate the detailed policies and procedures and are responsible for managing their daily market risk. The
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 four levels, and are approved by
the RC, MC, CRO and the DCE in charge of the treasury business or the head of the respective business unit respectively. Treasury
business units of BOCHK and subsidiaries (as for Group Limit) are required to conduct their business within approved market risk
indicators and limits.

The Group uses the VAR to measure and report general market risks to the RC and senior management on a periodic basis. The
Group adopts a uniformed VAR calculation model, using historical simulation approach and 2-year historical data, to calculate the
VAR of the Group and subsidiaries over 1-day holding period with 99% confidence level, and sets up the VAR limit of the Group and
subsidiaries.

The Group adopts back-testing to measure the accuracy of VAR model results. The back-testing compares the calculated VAR figure
of market risk positions of each business day with the actual and hypothetical revenues arising from those positions on the next
business day. Generally speaking, the number of back-testing exceptions in a rolling 12-month period will not exceed four times,
given a 99% confidence level. BOCHK conducts back-testing for VAR model results on a monthly basis.

Interest Rate Risk Management

Interest rate risk means the risks 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 resulting 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
cash flows of assets and liabilities.

The Group’s risk management framework applies also to interest rate risk management. The Assets and Liabilities Management
Committee (“ALCO”) exercises its oversight of interest rate risk in accordance with the “BOCHK Group Banking Book Interest Rate
Risk Management Policy” approved by RC. RMD (Interest Rate and Liquidity Risk Management) is responsible for interest rate risk
management. With the cooperation of the Asset and Liability Management Division of Financial Management Department and
Investment Management, RMD assists the ALCO to manage day-to-day interest rate risk positions. Its roles include, but are not
limited to, the formulation of management policies, selection of methodologies, setting of risk indicators and limits, assessment of
target balance sheet, monitoring of the compliance with policies and limits, and submission of interest rate risk management reports
to the senior management and RC, etc.
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The Group sets 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, repricing 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 three levels, which are approved by the RC, ALCO and CRO 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, the relevant departments are required to go through a risk assessment process, which includes the 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 submitted to the RC for approval.

Net interest income sensitivity ratio and economic value 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 projected 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 the RC on these two
indicators to monitor and control the Group’s banking book interest rate risk.

The Group uses scenario analyses and stress tests to assess the banking book interest rate risk that the Group would face under
adverse circumstances. Scenario analyses and stress tests are also devised to assess the impact on net interest income and
economic value arising from the optionality of savings deposits, the prepayment of mortgage loans and the prepayment of debt
securities with embedded options.

Liquidity Risk Management

Liquidity risk is the risk that banks fail to provide sufficient funds to grow assets or pay due obligations, and need to bear an
unacceptable loss. The Group maintains sound liquidity risk appetite to provide stable, reliable and adequate sources of cash to
meet liquidity needs under normal circumstances or stressed scenarios; and to 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. Customer
deposits are the Group’s primary source of funds. To ensure stable and sufficient source of funds are in place, the Group actively
attracts new deposits, keeps the core deposit and obtains supplementary funding from the interbank market or by issuing bills in the
capital market. According to different term maturities and the results of funding needs estimated from stressed scenarios, the Group
adjusts its asset structure (including loans, bonds investment, interbank placement, etc.) to maintain sufficient liquid assets in support
of normal business needs and ensure its ability to raise enough funds at reasonable cost to serve external claims in case of
emergency. The Group is committed to diversify 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 problem occurred in one concentrated
funding source. The Group has established intra-group liquidity risk management guideline to manage the liquidity funding among
different entities within the Group, and to restrict their reliance of funding on each other. The Group also pays attention to manage
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, collaterals, intra-day liquidity, intra-group liquidity, the liquidity risk arising from other risks, etc., and has formulated
corresponding contingency plan.

The RC is the decision-making authority of liquidity risk management, and assumes the ultimate responsibility of liquidity risk
management. As authorised by RC, ALCO exercises its oversight of liquidity risk and ensures the daily operations of the Group are in
accordance with risk appetite and policies as set by RC. RMD (Interest Rate and Liquidity Risk Management) is responsible for
overseeing the Group’s liquidity risk. It cooperates with the Asset and Liability Management Division of Financial Management
Department, Investment Management, etc. to assist the ALCO to perform liquidity management functions according to their specific
responsibilities.
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The Group established liquidity risk management indicators and limits to identify, measure, monitor and control liquidity risk on daily
basis. Such indicators and limits include, but are not limited to liquidity ratio, loan-to-deposit ratio, Maximum Cumulative Outflow and
liquidity buffer asset portfolio. The Group applies cash flow analysis to assess the Group’s liquidity condition under normal conditions
and also performs liquidity stress test (including institution specific, world wide crisis and combined crisis) and other methods at least
on monthly basis to assess the Group’s capability to withstand various severe liquidity crises. Also, the Assets and Liabilities
Management System is developed to provide data and the preparation for regular management reports to facilitate liquidity risk
management duties.

In accordance with the requirements of Supervisory Policy Manual LM-2 “Sound Systems and controls for Liquidity Risk
Management” issued by the HKMA in 2011, the Group has embarked on refining the behavior model and assumptions of existing
cash flow analysis and stress test to enhance the Group’s cash flow analysis under both normal and stressed conditions. In cash flow
analysis under normal circumstances, refinements have been made to assumptions relating to on-balance sheet items (such as
customer deposits) and off-balance sheet items (such as loan commitments). In the liquidity stress test, a new combined scenario
which is a combination of institution specific and world wide crisis has been set up to assess the Group’s capability to withstand a
more severe liquidity crisis, with a more stringent set of assumptions being adopted. In addition, the Group has a policy in place to
maintain an asset buffer portfolio which includes high quality marketable securities to ensure funding needs even under stressed
scenarios. A contingency plan is being established which details the conditions to trigger the plan based on stress test results and
early warning indicators, the action plans and relevant procedures and responsibility of various departments.

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 develops its own
liquidity management policies according to its own characteristics (subject to approval by BOCHK), and assumes its own liquidity risk
management responsibility. Subsidiaries are required to report their respective liquidity positions on a regular basis to RMD (Interest
Rate and Liquidity Risk Management) of BOCHK, which consolidates such information and evaluates 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 Group in its day-to-day
operational activities.

The Group has implemented the “Three Lines of Defence” for its operational risk management. All departments or functional units as
the first line of defence are the first parties responsible for operational risk management, and carry out the duties and functions of self
risk control in the process of business operation through self assessment and self enhancement. The Operational Risk and
Compliance Department (“OR&CD”), together with certain specialist functional units in relation to operational risk management within
the Group, including the Human Resources Department, Information Technology Department, Corporate Services Department,
Financial Management Department and General Accounting & Accounting Policy Department (collectively known as “Specialist
functional units”), are the second line of defence. They are responsible for assessing and monitoring the operational risk conditions in
the first line of defence, and providing them with guidance. The OR&CD, being independent from the business units, is responsible
for assisting the Management in managing the Group’s operational risk, including the establishment and review of the operational
risk management policy and framework, designing the operational risk management tools and reporting mechanism, and assessing
and reporting the overall operational risk position to the Management and RC. Specialist functional units are required to carry out
their managerial duties of the second line defence with respect to some specific aspects of operational risk and its related issues.
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 Group-wide operational risk management.
Group Audit is the third line of defence which provides independent assessment to the effectiveness and adequacy of the operational
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risk management framework and is required to conduct periodic audit of the operational risk management activities of various
departments or functional units within the Group regarding their compliance and effectiveness and to put forward recommendations
for remedial actions.

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. The Group adheres to the fundamental principle of proper segregation of duties and authorisation. The
Group adopts various operational risk management 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 purchase of insurance to mitigate unforeseeable operational risks. Business continuity plans are established to support business
operations in the event of an emergency or disaster. Adequate backup facilities are maintained and periodic drills are conducted.

Reputation Risk Management

Reputation risk is the risk that negative publicity about 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 decrease. Reputation risk is inherent in other types of risk and
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 negatively impact the trust and perception of the Group, all
operational and key risks identified are assessed through the established Key Control Self-Assessment framework, including risk
assessment tools, to evaluate the severity of their impact on the Group, including the damage to reputation.

In addition, the Group has put in place a comprehensive framework to continuously monitor reputation risk incidents in the financial
industry. This continuous monitoring enables the Group to effectively manage, control and mitigate any potential adverse impact from
an incident. The Group also adopts robust disclosure practices to keep our stakeholders informed at all times, which helps build
confidence in the Group and establish a strong public image.

Legal and Compliance Risk Management

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

Strategic Risk Management

Strategic risk generally refers to the risks that may induce some current or future negative impacts on the earnings, or capital or
reputation or market position of the Group because of poor business decisions, improper implementation of decisional strategies and
lack of response to the market. The Board reviews and approves the strategic risk management policy. Key strategic issues have to
be fully evaluated and properly endorsed by the senior management and the Board.

The Group regularly reviews 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 ALCO periodically reviews the Group’s capital structure and
appropriately adjusts the capital mix to maintain an optimal balance between risk, return and capital adequacy.
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To comply with the HKMA's requirements as stated in the Supervisory Policy Manual “Supervisory Review Process”, the Group
adopts the internal capital adequacy assessment process (“ICAAP”) and reviews it annually. Based on the HKMA's guidelines on
Pillar 1l, ICAAP has been initiated to assess the extra capital needed to cover the material risks not captured or not adequately
captured under Pillar I, and therefore minimum Common Equity Tier 1 capital ratio, minimum Tier 1 capital ratio and the minimum
Total capital ratio are determined. Meanwhile, operating ranges for the aforementioned capital ratios have also been established
which enable the flexibility for future business growth and efficiency of capital utilisation.

The Banking (Capital) (Amendment) Rules 2012 (“BCAR 2012”) came into operation on 1 January 2013. The BCAR 2012 mainly
addressed the revision to both the minimum capital ratio requirement (in terms of expanding the existing capital adequacy ratio into
three ratios, namely, a Common Equity Tier 1 capital ratio, a Tier 1 capital ratio and a Total capital ratio) and the definition of
regulatory capital. In addition, the BCAR 2012 included the enhancements to the counterparty credit risk framework and
amendments on the capital treatment for certain trade financing activities and securities financing transactions. The Group’s capital
position remains strong after the implementation of the BCAR 2012.

Stress Testing

The Group supplements the analysis of various types of risks with stress testing. Stress testing is a risk management tool for
estimating risk exposures under stressed conditions arising from extreme but plausible market or macroeconomic movements.
These tests are conducted on a regular basis by the Group’s various risk management units in accordance with the principles stated
in the Supervisory Policy Manual “Stress-testing” published by the HKMA. The ALCO monitors the results against the key risk limit
approved by the RC. The Financial Management Department reports the combined stress test results of the Group to the RC and
Board 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

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

Net gain on other financial assets

Other operating income

Net operating income before impairment
allowances
Net charge of impairment allowances

Net operating income
Operating expenses

Operating profit

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

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

Share of profits less losses after tax of
associates and a joint venture

Profit before taxation
Taxation

Profit for the period

Profit attributable to:

Equity holders of the Bank
Non-controlling interests

Dividends

(EFD
(Restated)

(REBEZ) (REEEZ)
(Unaudited) (Unaudited)
FEGEHD FREEEE
2013 &£ 2012 4

6F530Hd 6 H30H
Half-year ended Half-year ended
fisE: 30 June 30 June
Notes 2013 2012
EEET A EETT
HK$’'m HK$'m
17,551 16,895
(5,134) (5,162)
4 12,417 11,733
6,530 5,521
(1,817) (1,567)
5 4,713 3,954
6 1,597 1,178
(34) 24
7 102 355
262 248
19,057 17,492
9 (371) (85)
18,686 17,407
10 (5,578) (5,232)
13,108 12,175
1 204 1,030
12 4 116
13 13
13,329 13,334
13 (2,266) (2,182)
11,063 11,152
10,930 10,970
133 182
11,063 11,152
14 5,682 5,423

The notes on pages 52 to 160 are an integral part of this interim financial information.
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Condensed Consolidated Statement of Comprehensive

Income

Profit for the period

Items that will not be reclassified subsequently
to income statement

Premises:
Revaluation of premises
Deferred tax

Items that may be reclassified subsequently to
income statement
Available-for-sale securities:
Change in fair value of available-for-sale
securities
Release upon disposal of available-for-sale
securities reclassified to income statement
Net reversal of impairment allowances on
available-for-sale securities reclassified to
income statement
Amortisation with respect to available-for-sale
securities transferred to held-to-maturity
securities reclassified to income statement
Deferred tax

Change in fair value of hedging instruments
under net investment hedges
Currency translation difference

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

(CREFZ) CREEFEZ)
(Unaudited) (Unaudited)
FHEERE FEEEE
2013 & 2012 4
6530 6 H30H
Half-year ended Half-year ended
FFEE 30 June 30 June
Notes 2013 2012
AREET B EEIT
HK$’'m HK$'m
11,063 11,152
1,488 4,700
(230) (753)
1,258 3,947
(4,582) 2,493
(97) (352)
9 - (1)
- (8)
796 (337)
(3,883) 1,795
(29) 29
164 (102)
(3,748) 1,722
(2,490) 5,669
8,573 16,821
8,428 16,601
145 220
8,573 16,821

The notes on pages 52 to 160 are an integral part of this interim financial information.
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Condensed Consolidated Balance Sheet

ASSETS

Cash and balances with banks and other
financial institutions
Placements with banks and other financial

institutions maturing between one and twelve

months

Financial assets at fair value through
profit or loss

Derivative financial instruments

Hong Kong SAR Government certificates of
indebtedness

Advances and other accounts

Investment in securities

Interests in associates and a joint venture

Investment properties

Properties, plant and equipment

Deferred tax assets

Other assets

Total assets

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
Debt securities in issue at amortised cost
Other accounts and provisions
Current tax liabilities
Deferred tax liabilities
Subordinated liabilities

Total liabilities

47

(REHF%) (88F/%)
(Unaudited) (Audited)
2013 & i 2012 4

6 H30H 12H31H
FaE At 30 June At 31 December
Notes 2013 2012
BEEHET EEEHEIT
HK$’'m HK$'m
15 181,796 197,508
54,511 66,025

16 27,874 26,876
17 31,419 31,240
90,080 82,930

18 885,211 819,684
19 409,850 459,144
270 259

20 14,705 14,364
21 49,514 48,700
28 79 59
22 19,275 21,931
1,764,584 1,768,720

90,080 82,930

144,667 179,206

23 19,082 20,172
17 20,919 21,070
24 1,265,269 1,232,954
25 5,766 5,923
26 44,762 47,568
3,190 1,872

28 6,723 7,406
29 20,577 28,755
1,621,035 1,627,856
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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

(REFZ) (&FZ)
(Unaudited) (Audited)
#2013 &£ 2012

6 H30H 12 H31H
B EE At 30 June At 31 December
Notes 2013 2012
BEEHETT BEEHEIT
HK$’'m HK$'m
30 43,043 43,043
31 98,542 95,796
141,585 138,839
1,964 2,025
143,549 140,864
1,764,584 1,768,720

%5 52 £ 160 H > [tz /& A #4175 The notes on pages 52 to 160 are an integral part of this interim financial information.
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At 1 January 2012

Profit for the period
Other comprehensive
income:
Premises
Available-for-sale
securities
Change in fair value of
hedging instruments
under net
investment hedges
Currency translation
difference

Total comprehensive
income

Release upon disposal of
premises

Transfer from retained
earnings

Dividends

At 30 June 2012

At1July 2012

Profit for the period
Other comprehensive
income:
Premises
Available-for-sale
securities
Change in fair value of
hedging instruments
under net
investment hedges
Currency translation
difference

Total comprehensive
income

Release upon disposal of
premises

Transfer from retained
earnings

Dividends

At 31 December 2012

Condensed Consolidated Statement of Changes in

Equity
CREEER)
(Unaudited)
B A SR TREER
Attributable to the equity holders of the Bank

AT

FIFATHE

EHEH

Reserve for

)3 fair value

HGfEH  changes of Elzadilli +

[N Premises available- BT G el Non-  FAUEEH
Share  revaluation for-sale Regulatory  Translation Retained “HET controlling Total
capital reserve securities reserve* reserve earnings Total interests equity
BMSEET BREEDT BHSE T BiEEETT  EEE T BEEETT  ERE AT BEETT B EEDT
HK$'m HK$'m HK$'m HK$'m HK$'m HK$'m HK$'m HK$'m HK$'m
43,043 23,245 568 6,967 674 44940 119,437 1,939 121,376
- - - - - 10,970 10,970 182 11,152
- 3,912 - - - - 3,912 35 3,947
- - 1,798 - - (8) 1,790 5 1,795
- - - - 27 - 27 2 29
- 1) 6 - (103) - (98) 4) (102)
- 3,911 1,804 - (76) 10,962 16,601 220 16,821
- (16) - - - 16 - - -
- - - 263 - (263) - - -
- - - - - (5,423) (5,423) (276) (5,699)
43,043 27,140 2,372 7,230 598 50,232 130,615 1,883 132,498
43,043 27,140 2,372 7,230 598 50,232 130,615 1,883 132,498
- - - - - 9,571 9,571 135 9,706
- 4,215 - - - - 4,215 34 4,249
- - 1,583 - - 4) 1,579 1 1,580
- - - - (33) - (33) 3) (36)
- 2 2 - 206 - 210 7 217
- 4,217 1,585 - 173 9,567 15,542 174 15,716
- 2) - - - 2 - - -
- - - 524 - (524) - - -
- - - - - (7,318) (7,318) (32) (7,350)
43,043 31,355 3,957 7,754 771 51,959 138,839 2,025 140,864
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At 1 January 2013

Profit for the period
Other comprehensive
income:
Premises
Available-for-sale
securities
Change in fair value of
hedging instruments
under net
investment hedges
Currency translation
difference

Total comprehensive
income

Transfer to retained
earnings

Transfer from retained
earnings

Dividends

At 30 June 2013

* BREEAEETERSE 39 SR ERBREUR
BRI - BB R R T E R
FIZEEE A ERT AR 2 A (s
RAABSR S P T ) -

% 52 2 160 HZ I A B %5
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Condensed Consolidated Statement of Changes in

Equity (continued)
(REEEZ)
(Unaudited)
SRR ASRITROR
Attributable to the equity holders of the Bank

HEEHE

BEAYE

BENHHE

Reserve for

EE fair value

Efff#f§ changes of . El=till: e

Jik  Premises  available-  EEGEE"  pmps BWEREA Non-  ZZRLH%E
Share revaluation for-sale Regulatory Transiation Retained fa=t controlling Total
capital reserve securities reserve* reserve earnings Total interests equity
EEEET  EBEET EEEET  EWEET  AWEET EWEET AWEET RWEET AEESET
HK$’'m HK$’'m HK$’'m HK$’'m HK$’'m HK$’'m HK$’'m HK$’'m HK$’'m
43,043 31,355 3,957 7,754 771 51,959 138,839 2,025 140,864
- - - - - 10,930 10,930 133 11,063
- 1,246 - - - - 1,246 12 1,258
- - (3,879) - - - (3,879) (4) (3,883)
- - - - (27) - (27) (2) (29)
- 2 (19) - 175 - 158 6 164
- 1,248 (3,898) - 148 10,930 8,428 145 8,573
- (30) - - - 30 - - -
- - - 391 - (391) - - -
- - - - - (5,682) (5,682) (206) (5,888)
43,043 32,573 59 8,145 919 56,846 141,585 1,964 143,549

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

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

The notes on pages 52 to 160 are an integral part of this interim financial information.
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6 H 30 HxHERERMELIEE Cash and cash equivalents at 30 June

Cash flows from operating activities
Operating cash outflow before taxation

Hong Kong profits tax paid
Overseas profits tax paid

Net cash outflow from operating activities

Cash flows from investing activities
Purchase of properties, plant and equipment
Purchase of investment properties

Proceeds from disposal of properties, plant

and equipment

Proceeds from disposal of investment

properties

Dividend received from associates and a

joint venture

Net cash outflow from investing activities

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

Bank

Dividend paid to non-controlling interests

Repayment of subordinated loans

Interest paid for subordinated liabilities
Net cash outflow from financing activities
Decrease in cash and cash equivalents

Cash and cash equivalents at 1 January
Effect of exchange rate changes on cash and

cash equivalents

Condensed Consolidated Cash Flow Statement

(CRE&EFZD (CREEE)
(Unaudited) (Unaudited)
FEGHE PR R
2013 4 2012 4£
6 530H 6 H30H
. Half-year ended Half-year ended
et 30 June 30 June
Notes 2013 2012
AREEIT BEET
HK$’'m HK$'m
32(a) (37,581) (132,821)
(917) (755)
(167) (133)
(38,665) (133,709)
(251) (302)
- 1
1 152
- 66
2 2
(248) (83)
(5,682) (5,983)
(206) (198)
(6,668) -
(279) (298)
(12,835) (6,479)
(51,748) (140,271)
241,715 340,171
(2,513) (2,794)
32(b) 187,454 197,106

5 52 & 160 H > [ffsF@m AR HAlI % The notes on pages 52 to 160 are an integral part of this interim financial information.
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Notes to the Interim Financial Information

(a) Basis of preparation

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

(b) 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 2012 and should be read in conjunction with the Group’s
Annual Report for 2012.

Standards and amendments to standards that are relevant to the Group and
mandatory for the first time for the financial year beginning on 1 January 2013

e HKAS 1 (Revised), “Presentation of Financial Statements”. The amendments to
HKAS 1 (Revised) require companies preparing financial statements in accordance
with HKFRSs to group together items within other comprehensive income (OCI) that
may be reclassified to the profit or loss section of the income statement. The
amendments also reaffirm existing requirements that items in OCI and profit or loss
should be presented as either a single statement or two consecutive statements. The
adoption of this revised standard affects the presentation of the Group’s statement of
comprehensive income.

HKAS 19 (2011), “Employee Benefits”. The revised standard mainly amends the part
related to accounting for changes in defined benefit obligations and plan assets, and
related presentation and disclosure. The amendments do not have impact on the
Group'’s financial statements.

e HKAS 27 (2011), “Separate Financial Statements”. Please refer to the below on
HKFRS 10, “Consolidated Financial Statements”.
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Notes to the Interim Financial Information (continued)

(b) EEEHBER (8D

(b) Significant accounting policies (continued)
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Standards and amendments to standards that are relevant to the Group and
mandatory for the first time for the financial year beginning on 1 January 2013
(continued)

HKAS 28 (2011), “Investments in Associates and Joint Ventures”. Please refer to the
below on HKFRS 11, “Joint Arrangements”.

HKFRS 7 (Amendment), “Financial Instruments: Disclosures — Offsetting Financial
Assets and Financial Liabilities”. The amendments require new disclosures to include
information that enable users of an entity’s financial statements to evaluate the effect
or potential effect of netting arrangements, including rights of set-off associated with
the entity’s recognised financial assets and recognised financial liabilities, on the
entity’s financial position. New disclosure for the adoption of this amended standard is
disclosed in Note 37 to the Group’s interim financial information.

HKFRS 10, “Consolidated Financial Statements”. HKFRS 10 builds on existing
principles by identifying the concept of control as the determining factor when
considering whether an entity should be included within the consolidated financial
statements of the parent company. The standard provides additional guidance to
assist in the determination of control where this is difficult to assess. It also replaces
all of the guidance on control and consolidation stipulated in HKAS 27 (Revised),
“Consolidated and Separate Financial Statements”, and HK(SIC)-Int 12,
“Consolidation — Special Purpose Entities”. The remainder of HKAS 27 (Revised) is
renamed as HKAS 27 (2011), “Separate Financial Statements” as a standard dealing
solely with separate financial statements without changing the existing guidance for
separate financial statements.

53



@ ¥ 8 447 (5 ) B BT

BANK OF CHINA (HONG KONG) LIMITED

AR B B
(&)

1. FRIFE T THEEEEE 1. Basis of preparation and significant accounting policies (continued)
(&)

Notes to the Interim Financial Information (continued)

(b) EEEHBER (8D

(b) Significant accounting policies (continued)
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K B & BEHK(SIC)-Int 13
TEEEHbE -a8E
HIIEEMEMEIE A | BIHLE -
JER &R 2857
(2011)i% » FERF AR T FLL
ELfl & BrR TR AR E
B -

Standards and amendments to standards that are relevant to the Group and
mandatory for the first time for the financial year beginning on 1 January 2013
(continued)

o HKFRS 11, “Joint Arrangements”. Changes in the definitions stipulated in HKFRS 11
have reduced the types of joint arrangements to two: joint operations and joint
ventures. A joint operation is a joint arrangement that gives parties to the arrangement
direct rights to the assets and obligations for the liabilities. The “jointly controlled
assets” classification in HKAS 31, “Interests in Joint Ventures”, has been merged into
joint operations, as both 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”. The
standard is amended to include the requirements of joint ventures accounting and to
merge with the requirements of HK(SIC)-Int 13, “Jointly Controlled Entities —
Non-Monetary Contributions by Venturers”. After the application of HKAS 28 (2011),
entities can no longer account for an interest in a joint venture using the proportionate
consolidation method.
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1. FRIFE T THEEEEE 1. Basis of preparation and significant accounting policies (continued)
(&)

(b) FEEHBOR (&) (b) Significant accounting policies (continued)

B skt 201341 H1H Standards and amendments to standards that are relevant to the Group and

RN g FEETREN mandatory for the first time for the financial year beginning on 1 January 2013

Z B SR E A RR Y £ HI R (continued)

5] (%)

o G B AERIE 1257 e HKFRS 12, “Disclosure of Interests in Other Entities”. The standard sets out the
T At (> BB RE SRV required disclosures for entities reporting under the two new standards, HKFRS 10
| BB HE RS and HKFRS 11, and the revised standard HKAS 28 (2011). The existing guidance and
125R 1 E T T &M disclosure requirements for separate financial statements stipulated in HKAS 27
Bk R 1098 o F & (Revised) are unchanged. HKFRS 12 requires entities to disclose information that
B 765 sl o KB HUID 26 11 5 T {1 helps financial statements users to evaluate the nature, risks and financial effects
W] DR EER TR Y associated with the entity’s interests in subsidiaries, associates, joint arrangements
T =t % A 5 28 5E and unconsolidated structured entities.

(2011) 4 B 3 5 BF 0 B 22
WERIEE - BAETHER
F275k (&YEAT) ¥R
Bk BETES E R
PFREOR QR A -
o AE RSB 1257 2K 1
ER I TERE W EIM B HER
(8 B R R B I
JE@AE S BRE AT BEY
SIS ENEiRE T i
ME > B A s s ZEAH R

HIEE -
MR A AERHIE1055 - F The above HKFRS 10, HKFRS 11, HKFRS 12, HKAS 27 (2011) and HKAS 28 (2011)
FERA TS A A 11598 F ok issued in June 2011 are a group of five new standards that address the scope of
HA RS IR 1258 - H otk reporting entity and supersede HKAS 27 (Revised), HKAS 28, HKAS 31, HK(SIC)-Int
SHEERIEE 27 57 (2011) j 7 A 12 and HK(SIC)-Int 13. The adoption of these standards does not have a material
et 52858 (2011) B — impact on the Group’s financial statements.

S FEBIH 201146 H Y
HAER A E Gt AR R
B2k (KfEET) ~ BHES
HERIE285% - B GRS
31 %% -+ HK(SIC)Int 12 F
HK(SIC)-Int 13 - $747 [ il
RIS SR B RELLH
BERYE -
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1. FRIFE T THEEEEE 1. Basis of preparation and significant accounting policies (continued)
(&)

Notes to the Interim Financial Information (continued)

(b) EEEHBER (8D

(b) Significant accounting policies (continued)

EAHIEH 20131 510
BRI EHEEERER
Z SRS EARRR R R &
& (8D

o THAMBEHERENZE10
1R A25% (KEIEET) HYM
TR - RANERT U B R4
TR T S AR ZE 10
DAV RESEFEN i aat it ¢
FHYER » BOR RS
S E ] 2 AT — AR AV B
By - ZAEET A B
BB AENTE -

B SRS 1355

TAYERNE o IER
20114E6 5 45 {fi (19 3 H
B BTA BN S E ET B A R
HY 2 S A 5 i o R R
T EE BTN A EE
= HNAFESTETE
I BB TR W T
B A8 ) S B S
HRANAR AR ETE
HIHES | BRI E RIS A
R RE A AR B 0 1 R
B RSN E S
5 4 B P A B OR B Ao
I FR N B g et PR O
TIEFES] - ILAEHEALE
BB EYEERE
.

FEERABVHHREEA
2009 F20114FEHHE | &
ZIEWE RGN G
RIFRZEAFLNE
a1 & RS [ BUEY R
SYEUTE MR G EE N
EaT - AR EETHEEE IV
BB -

Standards and amendments to standards that are relevant to the Group and
mandatory for the first time for the financial year beginning on 1 January 2013
(continued)

e HKFRS 10, 11 and 12 (Amendment), on transition guidance. The amendments
provide additional transition relief to HKFRS 10, 11 and 12, limiting the requirement to
provide adjusted comparative information to only the preceding comparative period.
The adoption of this amendment does not affect the disclosure of the Group’s
financial statements.

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 revised 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 adoption of this standard does not have a material
impact on the Group's financial statements.

In addition, “Annual Improvements to HKFRS 2009 — 2011 Cycle” contains numerous
amendments to HKFRSs which the HKICPA considers not urgent but necessary. It
comprises amendments that result in accounting changes for presentation and

classification. The adoption of these improvements does not have a material impact
on the Group's financial statements.
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1. FRIFE T THEEEEE 1. Basis of preparation and significant accounting policies (continued)
(&)

(b) EEEHBER (8) (b) Significant accounting policies (continued)
BB A EAER{E Standards and amendments issued that are relevant to the Group but not yet
REGHIM ARG E N AE effective and have not been early adopted by the Group in 2013
B 2013 R IR AT Ry 2 £
Rk f&&T
EHRERZEE
Applicable for
2 WE financial years
Standard Content beginning on/after
AT ENSE 32 9% (K(E:E]) ERTH IR — SREE KA 1T 201441 A1 H
HKAS 32 (Amendment) Financial Instruments: Presentation - Offsetting Financial 1 January 2014

Assets and Financial Liabilities

BB AERE 7 Bt (EET) BRI — BEEECEAERES O SRHVAEIE Lk 201541 H1H

HKFRS 7 (Amendment) Financial Instruments: Disclosures - Transition to HKFRS 9 1 January 2015
AV RS AR 9 5f R THE 201541 1H
HKFRS 9 Financial Instruments 1 January 2015
o A Ll ER|BEETHVES e Please refer to Note 2.1(b) of the Group’s Annual Report for 2012 for brief
It 552 RN EH 201245 explanations of the above-mentioned standards and amendments.
st A S el R M
2.1(b)ig -

2. ERE=sTBURIFZE A 2. Critical accounting estimates and judgements in applying
FHdiEt R AT accounting policies

A EE e R The nature and assumptions related to the Group’s accounting estimates are consistent
% HHIREEH 22012412 with those used in the Group’s financial statements for the year ended 31 December 2012.
H 31 H %5 AT ER FHEY

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

3. Financial risk management

The Group is exposed to financial risks as a result of engaging in a variety of business
activities. The principal financial risks are credit risk, market risk (including currency risk and
interest rate risk) and liquidity risk. This note summarises the Group’s exposures to these risks.

3.1 Credit Risk
(A) Gross advances and other accounts

(a) Impaired advances

Advances are impaired and impairment losses are incurred if, and only if, there is
objective evidence of impairment as a result of one or more events that occurred
and that loss event(s) has an impact on the estimated future cash flows of the
advances that can be reliably estimated.

If there is objective evidence that an impairment loss on advances has been
incurred, the amount of loss is measured as the difference between the carrying
amount and the present value of estimated future cash flows generated by the
advances. Objective evidence that advances are impaired includes observable
data that comes to the attention of the Group about the loss events.
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3. Financial risk management (continued)

3.1 Credit Risk (continued)

(A) Gross advances and other accounts (continued)

(a) Impaired advances (continued)

Gross impaired advances to customers

Individually assessed loan impairment
allowances made in respect of such
advances

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

Covered portion of such advances to
customers

Uncovered portion of such advances to
customers

Gross impaired advances to customers as

a percentage of gross advances to
customers

Notes to the Interim Financial Information (continued)

7?2013 2012 4F
6 530 H 12 H31H
At 30 June At 31 December
2013 2012
BEEET AR EHETT
HK$’'m HK$'m
1,844 1,807

800 736

1,483 1,426
1,154 1,177

690 630

0.22% 0.23%

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

collateral in respect of impaired advances.

As at 30 June 2013 and 31 December 2012, there were no impaired trade bills.
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(&)

3. REEEE (&) 3. Financial risk management (continued)

31 EERE (&) 3.1 Credit Risk (continued)
(A) EEF R EMERETE (A) Gross advances and other accounts (continued)
(&)
(a) HESZH (8) (a) Impaired advances (continued)
KRB HEE R E Classified or impaired advances to customers are analysed as follows:
2R P ER T
W
#2013 4F #2012 4
6 H30H 12 H31H
At 30 June At 31 December
2013 2012
AW EET AEEETT
HK$’'m HK$'m
F5 3E 5y B BORE Gross classified or impaired advances to
2B P E A customers
#H 2,120 2,054
SRR TE 43 B Gross classified or impaired advances to
[Ea- 9= F-/¢ customers as a percentage of gross
BEEE FEH advances to customers
B 0.26% 0.26%
¥ 78 3 B R (E Classified or impaired advances to customers follow the definitions set out in the
=Nkt Banking (Disclosure) Rules under the Banking Ordinance and represent advances
CERATZEMRB) which are either classified as “substandard”, “doubtful” or “loss” under the Group’s
TE N (PR1T (B classification of loan quality, or individually assessed to be impaired.
&) HAN WY
TE I E B LA
EEHEREES

TR, -
PR TS
B B E#
118 51T i 2 kA
&k e
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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:

201346 5 30 H 2012412 H 31 H
At 30 June 2013 At 31 December 2012
1% PR R AR 1% 5 SR
Harte Horte
% of gross % of gross
| advances to S advances to
Amount customers Amount customers
AEEET B EETT
HK$’m HK$'m
Gross advances to
customers which
have been
overdue for:
- six months or
less but over
three months 295 0.03% 153 0.02%
- one year or
less but over
six months 147 0.02% 129 0.02%
- over one year 385 0.05% 323 0.04%
Advances overdue
for over three
months 827 0.10% 605 0.08%
Individually
assessed loan
impairment
allowances made
in respect of such
advances 476 303
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(&)

3. REEEE (&) 3. Financial risk management (continued)

31 EEEE (8) 3.1 Credit Risk (continued)
(A) EEF R EMERETE (A) Gross advances and other accounts (continued)
(&)
(b) ‘BB IFEA 2 (b) Advances overdue for more than three months (continued)
&3 (8D
2013 48 #2012
6 530 H 12 31 H
At 30 June At 31 December
2013 2012
BEEHET BIEEHETT
HK$’m HK$'m
sk b A R Current market value of collateral held
BENERE against the covered portion of such
AR LT advances to customers
{H 779 1,115
ot EHH S Covered portion of such advances to
EIREEIN customers 258 253
AsicZ =gt Uncovered portion of such advances to
BEIEPR customers
E/¢ 569 352
a HA B ekl R E Collateral held against overdue or impaired loans is principally represented by
SR S charges over business assets such as commercial and residential premises for
TEIENEZE corporate loans and mortgages over residential properties for personal loans.
FIETHREHE
EAEEREE
B AR ER
HTHMEEEE
(/E
7201346 H 30 As at 30 June 2013 and 31 December 2012, there were no trade bills overdue for
H K 2012 4 12 more than three months.

H31H&H®
W 3 EHZ

EOES N
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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)

(c) Rescheduled advances

7201346 H30 H ~2012 412 4 31 H
At 30 June 2013 At 31 December 2012
Lr-a=y= g ne kL 1 P A
Btk H\orth
% of gross % of gross
458 advances to $%E advances to
Amount customers Amount customers
BEEEET BT ETT
HK$’'m HK$'m
Rescheduled
advances to
customers net of
amounts included
in “Advances
overdue for more
than three
months” 1,014 0.12% 1,119 0.14%

Rescheduled advances are those advances that have been restructured or
renegotiated because of deterioration in the financial position of the borrower or of
the inability of the borrower to meet the original repayment schedule. Rescheduled
advances, which have been overdue for more than three months under the revised
repayment terms, are included in “Advances overdue for more than three months”.

64



@ ¥ 8 447 (5 ) B BT

BANK OF CHINA (HONG KONG) LIMITED

th HA R RS Rk e Notes to the Interim Financial Information (continued)

(&)

3. REEEE (&) 3. Financial risk management (continued)

3.1 EEERE ()

3.1 Credit Risk (continued)

(A) BEEHBEEAMIEE (A) Gross advances and other accounts (continued)
(&)
(d) EEESZHERE (d) Concentration of advances to customers
() BTHESEZ (i) Sectoral analysis of gross advances to customers
B e
RIS EE The information concerning gross advances to customers has been analysed
RER=2INYYSE into loans used inside or outside Hong Kong by industry sectors of the
BEEAREZ borrowers as follows:
EBIEH T
ZE A
BT -
HR20135E6H30H
At 30 June 2013
HBRLES EAlEHEZ HETHEZ
ZBENh ERBEER  ERKREREE
% covered e Individually Collectively
E- = T L by BRRE d d
Gross collateral Classified loan loan
advances to or other or A impairment impairment
customers security impaired Overdue allowances allowances
A EHET BEEHET EWEET A EHET A EHET
HK$’'m HK$’'m HK$’'m HK$’'m HK$’'m
BB & Loans for use in Hong Kong
TREERIcE Industrial, commercial and
financial
- VREiE - Property development 34,610 39.75% 1 4 - 153
- YRR - Property investment 82,672 87.92% 31 276 5 474
- RlsE - Financial concerns 6,498 12.28% - 2 . 46
- BT - Stockbrokers 2477 45.70% - - - 13
- RS - Wholesale and retail trade 32,025 50.08% 59 216 34 188
- BUEE - Manufacturing 21,383 34.88% 78 152 38 126
- Sl R - Transport and transport
equipment 29,418 30.55% 974 50 272 159
- (RFESEE - Recreational activities 540 15.68% - - . 2
- TR - Information technology 19,588 0.75% 2 5 . 74
- HAth - Others 40,837 34.10% 65 238 22 185
[EPN Individuals
- EEEEAHETE - Loans for the purchase of
NS EERE flats in Home Ownership
S HEEHE T Scheme, Private Sector
MF 8K Participation Scheme
and Tenants Purchase
Scheme 9,364 99.97% 31 267 - 7
- WEH e - Loans for purchase of
IoE/4 other residential
properties 192,267 99.99% 95 1,680 1 108
- (SHREE - Credit card advances 10,561 - 33 394 - 81
- Hith - Others 23,169 63.97% 35 328 1 36
TET (T > B3 E Total loans for use in Hong
Kong 505,409 69.54% 1,404 3,612 383 1,652
H R Trade finance 76,494 14.48% 196 224 154 367
TEE ALY M B30 Loans for use outside Hong
Kong 248,784 26.41% 520 963 263 1,301
PR Gross advances to customers 830,687 51.55% 2,120 4,799 800 3,320
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(&

(d) EEEHRETE

(&

(i) #ATHEIHZ

3.1 Credit Risk (continued)

K ARER
(&)

3. Financial risk management (continued)

(A) Gross advances and other accounts (continued)

201212 H 31 H
At 31 December 2012

(d) Concentration of advances to customers (continued)

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

Notes to the Interim Financial Information (continued)

AEEHEER 2 EK
TP

- Vs
- o

- R

- BT

- R

- oS

- ERL

- it

N

- WA
N
BB AT ]
12 S5

- IEEHAM YRR
- (EFRER

- Hifth
FEA (< BRI

ERE

BB MER Bk

H PR

EfE TERFE .  Waar
ZE5EE SGORIERER  EORE e
% covered FRES Individually Collectively
&P E AR by BUR(E d d
Gross collateral Classified loan loan
advances to or other or aHA impairment impairment
customers security impaired Overdue allowances allowances
B EETT B EET  BEEET B EETT B EETT
HK$'m HK$'m HK$'m HK$'m HK$'m
Loans for use in Hong Kong
Industrial, commercial and
financial
- Property development 31,408 38.05% 1 2 - 115
- Property investment 76,975 83.98% 49 424 4 458
- Financial concerns 5,984 27.09% - 3 - 52
- Stockbrokers 1,146 45.39% - - - 11
- Wholesale and retail trade 30,031 57.89% 70 175 33 173
- Manufacturing 21,758 32.25% 53 158 24 125
- Transport and transport
equipment 27,241 41.75% 1,104 4 313 166
- Recreational activities 614 21.77% 6 - 6 6
- Information technology 21,369 0.62% 2 2 1 74
- Others 36,351 34.12% 60 264 25 151
Individuals
- Loans for the purchase of
flats in Home Ownership
Scheme, Private Sector
Participation Scheme
and Tenants Purchase
Scheme 9,847 99.97% 34 304 - 8
- Loans for purchase of
other residential
properties 186,601 99.98% 68 1,835 - 110
- Credit card advances 11,534 - 28 431 - 79
- Others 19,839 62.88% 31 290 11 29
Total loans for use in Hong
Kong 480,698 69.91% 1,506 3,892 417 1,557
Trade finance 67,137 14.94% 186 202 151 294
Loans for use outside Hong
Kong 230,374 26.45% 362 720 168 1,118
Gross advances to customers 778,209 52.30% 2,054 4,814 736 2,969
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3. REEEE (&) 3. Financial risk management (continued)

31 EERE (&) 3.1 Credit Risk (continued)
(A) EEF R EMERETE (A) Gross advances and other accounts (continued)
(&)
(d) EEESHERE (d) Concentration of advances to customers (continued)
(&)
(i) &I 5 (ii) Geographical analysis of gross advances to customers
BB PER
THIRANE The following geographical analysis of advances to customers is based on the
B H location of the counterparties, after taking into account the transfer of risk. In
BT AR general, such transfer of risk takes place if the advances to customers are
R F 2P guaranteed by a party in a country which is different from that of the customer.
e - AL
J JE A A
#z o — MK
= R F
ERZHERA
P . B 2R B
FARE - Hilg
HEAESN A=
2 JE\iEes -
EEERUE Gross advances to customers
R 20134 #2012 4
6 H30H 12H31H
At 30 June At 31 December
2013 2012
BEET BEEET
HK$’'m HK$'m
s Hong Kong 651,820 607,910
o [5] Mainland China 139,524 138,345
oAl Others 39,343 31,954
830,687 778,209
MEPER Collectively assessed loan
GRS impairment allowances in
Sl Z ERR respect of the gross advances
BUEEH to customers
i Hong Kong 2,324 2,074
o [B7] AYHE Mainland China 789 729
Hothr Others 207 166
3,320 2,969
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(&)

3. REEEE (&) 3. Financial risk management (continued)

31 EERE (&) 3.1 Credit Risk (continued)
(A) EEF R EMERETE (A) Gross advances and other accounts (continued)
(&)
d) ZEEEHEFE (d) Concentration of advances to customers (continued)
€:))
(i) 22 3h B s 3k 4 (ii) Geographical analysis of gross advances to customers (continued)
B &P EK

MR (8

HHAEE Overdue advances
2013 4 i 2012 4
6 H30H 12H31H
At 30 June At 31 December
2013 2012
BEEHETT A ETT
HK$’m HK$'m
T Hong Kong 3,581 3,937
o R AT 1 Mainland China 1,058 639
FAth Others 160 238
4,799 4,814
TLAHEERR Individually assessed loan
{EMERIFE impairment allowances in
ZER respect of the overdue advances
BUEEH
G Hong Kong 214 198
A B Y Mainland China 249 175
HAthr Others 46 33
509 406
AR SRR Collectively assessed loan
{ELHERT impairment allowances in
ZER respect of the overdue advances
BUEEH
T Hong Kong 85 76
o B Py HE Mainland China 9 6
oA Others 2 3
96 85
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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)

(d) Concentration of advances to customers (continued)

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

Classified or impaired advances

2013 4F 2012
6 H530H 12731 H
At 30 June At 31 December
2013 2012
AWEET BEEEET
HK$’'m HK$'m
Hong Kong 1,546 1,631
Mainland China 441 385
Others 133 38
2,120 2,054
Individually assessed loan
impairment allowances in
respect of the classified or
impaired advances
Hong Kong 488 526
Mainland China 249 177
Others 63 33
800 736
Collectively assessed loan
impairment allowances in
respect of the classified or
impaired advances
Hong Kong 40 29
Mainland China 3 3
Others 1 1
44 33

69



@ ¥ 8 447 (5 ) B BT

BANK OF CHINA (HONG KONG) LIMITED

AR B B

(&)

3. RiEEREE (&)

3.1 EEEER (8

(B) W& E

ARLEEEFY 2013 4 6
A 30 HEFARIYLE
BE L HERBEE
0.71 fZyr (2012 &
12 A 31 H ¥ 0.27
f870) - B EIEAEE
A8 FHEA SR B
SEHIRERIYIE (A
BRI ECEE
EFRS HIE & 2 7
AEUS) MEHERA
Y S HETT 4= B sl
SRR -

Notes to the Interim Financial Information (continued)

3. Financial risk management (continued)
3.1 Credit Risk (continued)

(B) Repossessed assets

The estimated market value of repossessed assets held by the Group as at 30 June
2013 amounted to HK$71 million (31 December 2012: HK$27 million). They comprise
properties in respect of which the Group has acquired access or control (e.g. through
court proceedings or voluntary actions by the proprietors concerned) for release in full
or in part of the obligations of the borrowers.
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Notes to the Interim Financial Information (continued)

3. Financial risk management (continued)

3.1 Credit Risk (continued)
(C) Debt securities and certificates of deposit
The following tables present an analysis of the carrying value of debt securities and

certificates of deposit by issue rating. In the absence of such issue ratings, the ratings
designated for the issuers are reported.

T NI FE R R
o
#20134£6 H30H
At 30 June 2013
A3 DT
Aal & Aa3 A1 & A3 Lower PR &t
Aaa Aa1 to Aa3 A1to A3 than A3 Unrated Total
BEEET BEEHETT BREET BYEET A¥EErT  A¥EET
HK$’'m HK$’'m HK$’m HK$’'m HK$’'m HK$’m
Tt E RS Available-for-sale
securities 96,092 129,015 120,565 25,304 19,232 390,208
FEEIHHEZ Held-to-maturity
securities 2,493 2,539 28 333 - 5,393
R EWGER Loans and
receivables - 130 11,655 - 1,233 13,018
INEES B AR Financial assets at
m SREE fair value through
profit or loss 13,941 10,338 2,017 931 393 27,620
4=t Total 112,526 142,022 134,265 26,568 20,858 436,239
201212 H 31 H
At 31 December 2012
A3 DIF
Aal £ Aa3 Al & A3 Lower SHESTAR gt
Aaa Aa1 to Aa3 A1 to A3 than A3 Unrated Total
BIEETT WEETT  AWEETT BEEET EEEET BIEETT
HK$'m HK$'m HK$'m HK$'m HK$'m HK$'m
oA Available-for-sale
securities 97,956 141,547 162,665 17,470 15,885 435,523
FEEIHHES Held-to-maturity
securities 4,828 6,058 2,122 336 - 13,344
SRR ERBGR Loans and
receivables - - 8,277 - 957 9,234
N ESE ST AR Financial assets at
n SREE fair value through
profit or loss 15,803 8,265 1,654 692 237 26,651
4a=t Total 118,587 155,870 174,718 18,498 17,079 484,752

* 2013 46 H 30 H - A&H
B 55 &R B E IR 5
b A 4 B e % 125.81 (BT
(2012 & 12 B 31 H : #ig
120.16 {270) (AL HEEE
BB RATHEE 2.9% (2012
F12H31H:25%) -

As at 30 June 2013, the Group's exposure to MBS/ABS amounted to HK$12,581 million
(31 December 2012: HK$12,016 million), representing 2.9% (31 December 2012: 2.5%) of
the total debt securities and certificates of deposit of the Group.
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FAEZEFHWH%S Held-to-maturity

dst

foa
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R
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securities
Total

Of which
accumulated
impairment
allowances

Available-for-sale
securities

HAZEFHIHS% Held-to-maturity

Y5t
Hrb o REHRE
A

securities
Total

Of which
accumulated
impairment
allowances

14 2013 4 6 [ 30 H R 2012 4
12 7 31 0 A RB{E FkGE
Fe 2R R 2 AR 5 75 BT
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3.1 Credit Risk (continued)

3. Financial risk management (continued)

(C) Debt securities and certificates of deposit (continued)

Notes to the Interim Financial Information (continued)

The following tables present an analysis of impaired debt securities by issue rating. In

the absence of such issue ratings, the ratings designated for the issuers are reported.

720136 H30H
At 30 June 2013
IREME Hep:
Carrying values RET B
Of which
A3 IR accumulated
Aal Z Aa3 A1 & A3 Lower SERELR 4=t impairment
Aaa Aa1to Aa3 A1 to A3 than A3 Unrated Total allowances
B B B B B B B
HETT HET HET HET HEIT HET HET
HK$’'m HK$’'m HK$’'m HK$’'m HK$’'m HK$’'m HK$’'m
- 7 - - - 7 -
53 30 1 - - 84 8
53 37 1 - - 91 8
5 3 - - - 8
W20124F 12 531 H
At 31 December 2012
IRHIE Hep e
Carrying values REtR AR
Of which
A3 DI'F accumulated
Aal & Aa3 A1 & A3 Lower SERFEAR 4E=t impairment
Aaa Aa1to Aa3 A1to A3 than A3 Unrated Total allowances
g bt i i bt it s
HETT HETT HETT HETT HETT HETT HETT
HK$'m HK$'m HK$'m HK$'m HK$'m HK$'m HK$'m
- - 9 - - 9 1
70 31 1 - - 102 9
70 31 10 - - 111 10
6 3 1 - - 10

As at 30 June 2013 and 31 December 2012, there were no impaired certificates of deposit and
no overdue debt securities and certificates of deposit.
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(&)

3. REEEE (&) 3. Financial risk management (continued)

3.2 THiEE S 3.2 Market Risk
(A) EbsfE (A) VAR
REEE A EfEEE The Group uses the VAR to measure and report general market risks to the RC and
& —f 5 s o I senior management on a periodic basis. The Group adopts a uniformed VAR calculation
TE R B2 2 efl model, using historical simulation approach and 2-year historical data, to calculate the
SEEEAEHE - VAR of the Group and subsidiaries over 1-day holding period with 99% confidence level,
AREER S —HE and sets up the VAR limit of the Group and subsidiaries.

e >
JE St RES DIE A2
FENTHESEE RS
i 5HH99% E 5K
P RARFFABAN
S5 o e R 5 DT g
RERY R {E - W
SR AR AT A T
AR B (B PR -
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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 general market risk exposure' of the Group.

B bR A
iy HN6H30H RREE mEERE  CPEEE

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

= 8 T 5 JE B 2
b e

B R e 2 i L

FR b 2 b (e

P B\ B B L

R it 22 2

BOETT BWOET BROET BROET

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

VAR for all market risk 2013 21.6 13.9 27.0 20.5
2012 30.8 17.9 35.1 24.6

VAR for foreign exchange 2013 15.4 10.3 27.6 14.8
risk 2012 134 11.6 257 17.9
VAR for interest rate risk 2013 18.7 8.8 21.7 16.2
2012 223 9.7 295 16.9

VAR for equity risk 2013 1.7 0.0 2.4 1.0
2012 1.7 0.0 23 0.4

VAR for commodity risk 2013 0.1 0.0 0.7 0.2
2012 0.0 0.0 1.0 0.2

2013 4F R4 K&
B 8 i 45 e A R
HI58 5 E B R 15 1Y
HHPHEGES * R
8.1 HEIT(2012
SRR B T

g —

HETT) °

ER e

1 ELFES NS
CIRY R {E - 7+ 2013
FLYE S — RS
JeR B o Y L (L LA
EEEHEYIR - L
B N BR AR )

2 N EOFES NS ML
CIRyiE L KR UL
A

In the first half of 2013, the average daily revenue® of the Group earned from market
risk-related trading activities was HK$8.1 million (first half of 2012: HK$7.7 million).

Notes:
1 Structural FX positions have been excluded. In the first half of 2013, all general market risk exposure

are presented on the Group basis, comparative amounts are presented on the same basis accordingly.

2 Revenues from structural FX positions and back-to-back transactions have been excluded.
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Notes to the Interim Financial Information (continued)

3. Financial risk management (continued)

3.2 Market Risk (continued)
(A) VAR (continued)

Although a valuable guide to market 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% confidence level, by definition, does not take into account losses
that might occur beyond this level of confidence; and

- VAR is calculated on the basis of exposures outstanding at the close of business
and therefore does not necessarily reflect intra-day exposures.
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Notes to the Interim Financial Information (continued)

3. Financial risk management (continued)

3.2 Market Risk (continued)

(A) VAR (continued)

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 market risk includes sensitivity testing on changes in risk factors with
various degrees of severity, as well as scenario analysis on historical events such as
the 1987 Equity Market Crash, 1994 Bond Market Crash, 1997 Asian Financial Crisis,
2001 9-11 event and 2008 Financial Tsunami, etc.

(B) Currency risk

The Group’s assets and liabilities are denominated in major currencies, particularly the
HK 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
assets and liabilities in the same currency. Foreign exchange contracts (e.g. FX swaps)
are usually 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 2013 and 31 December 2012. Included in the tables are the assets
and liabilities at carrying amounts in HK dollars equivalent, categorised by the original

A1 B A JL g A A o currency.
TR ERTTIRE
By RERE KA
AR -
201346 5300
At 30 June 2013
e HEIT s
ANR¥ us HK BXZE Japanese  Pound HAtn Bt
Renminbi  Dollars  Dollars Euro Yen Sterling Others Total
b i b i bl bl bl bl bl b g
BEHET BHHERT BET BHET BHHERT HET BET  BHET
HK$'m  HK$m HK$’m HK$’'m HK$m  HK$m HK$’'m HK$’m
BE Assets
[EAFIR & RAFHRIT R HoAt 4/ Cash and balances with banks and
Hetsrsses other financial institutions 142,926 14,154 20,842 937 544 824 1,569 181,796
ESRTT R HAth &FitfE—2 1+ Placements with banks and other
{8 B NI e AT financial institutions maturing
between one and twelve months 22,094 27,665 4,324 110 - - 318 54,511
INEESE(EET ARG 2 ¢fiEE  Financial assets at fair value
through profit or loss 4,790 2,596 20,247 - - - 241 27,874
PSR T A Derivative financial instruments 331 6,431 24,632 2 - 2 21 31,419
HHRHTREBINAE#TE  Hong Kong SAR Government
certificates of indebtedness - - 90,080 - - - - 90,080
B AR Advances and other accounts 110,642 214,778 546,544 6,421 632 120 6,074 885,211
BRNE Investment in securities
- RS - Available-for-sale securities 66,480 206,980 88,084 6,065 315 327 23,188 391,439
- FAEZEEIHES - Held-to-maturity securities 569 2,271 768 - 157 - 1,628 5,393
- BERENGK -Loans and receivables 1,698 8,464 1,500 - - 1,356 - 13,018
Fra N\ T R B Interests in associates and a joint
venture - - 270 - - - - 270
&Y Investment properties 115 - 14,590 - - - - 14,705
L7F BN Ed Properties, plant and equipment 836 4 48,674 - - - - 49,514
HitrgzE (HfFEERIEEE)  Other assets (including deferred
tax assets) 865 1,346 15,398 659 124 215 747 19,354
HRER Total assets 351,346 484,689 875953 14,194 1,772 2,844 33,786 1,764,584
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aE Liabilities
FERE A TR AR Hong Kong SAR currency notes in
circulation
SRAT R A RS 7K B 454 Deposits and balances from banks
and other financial institutions
NES(E A B 2 £RiA  Financial liabilities at fair value
through profit or loss
THEeMm TR Derivative financial instruments
BN Deposits from customers
TRERSAR AR S T2 s 5 Debt securities in issue at
amortised cost

FHANBETERCERE (GEIENTRIE R, Other accounts and provisions

IRIETIEA ) (including current and deferred

tax liabilities)

REERA Subordinated liabilities

=Tt Total liabilities

AR EREFE Net on-balance sheet position

FIVEEAEETHE Off-balance sheet net notional
position*

HRAE RORTE Contingent liabilities and
commitments

3.2 Market Risk (continued)

(B) Currency risk (continued)

3. Financial risk management (continued)

201346 H30 H

Notes to the Interim Financial Information (continued)

At 30 June 2013

£ AL g
ANR% us HK EX4E Japanese  Pound HAt, dHEt
Renminbi  Dollars  Dollars Euro Yen Sterling Others Total
bl i A A b i bl ks
HET HERT HET HET HET HERT HERT HETL
HK$’m  HK$m HK$m  HK$m HK$m HK$'m HK$m HK$’'m
- - 90,080 - - - - 90,080
44,304 67,110 31,397 288 33 425 1,110 144,667
1,740 101 16,008 - - 6 1,227 19,082
412 4,185 15,991 208 - 2 121 20,919
272,085 243,857 683,206 10,321 2,595 13,364 39,841 1,265,269
- 5,762 4 - - - - 5,766
10,192 12,921 28,561 682 103 784 1,432 54,675
- 20,577 - - - - - 20,577
328,733 354,513 865,247 11,499 2,731 14,581 43,731 1,621,035
22,613 130,176 10,706 2,695 (959) (11,737)  (9,945) 143,549
(9,768) (124,023) 122,694 (2,515) 669 11,686 10,209 8,952
65,245 106,608 331,578 4,894 489 1,160 3,297 513,271
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Notes to the Interim Financial Information (continued)

3.2 Market Risk (continued)

(B) Currency risk (continued)

3. Financial risk management (continued)

2012412 531 H
At 31 December 2012

FET T H B
NS us HK Ef4E Japanese Pound HoAthn, HEst
Renminbi Dollars Dollars Euro Yen  Sterling Others Total
T T
HET HET HET HERXT  HET HST HET  HET
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 156,640 24,035 10,916 1,796 376 889 2,856 197,508
Placements with banks and other
financial institutions maturing
between one and twelve months 28,365 31,872 4,525 419 - 201 643 66,025
Financial assets at fair value
through profit or loss 3,369 2,225 21,202 - - - 80 26,876
Derivative financial instruments 367 5,074 25,772 - - - 27 31,240
Hong Kong SAR Government
certificates of indebtedness - - 82,930 - - - - 82,930
Advances and other accounts 97,636 191,410 517,956 6,125 758 148 5651 819,684
Investment in securities
- Available-for-sale securities 59,189 183,488 83,782 8,080 77,766 353 23,908 436,566
- Held-to-maturity securities 885 6,625 1,098 - 1,912 - 2824 13,344
- Loans and receivables 1,157 5,846 - - - 2,231 - 9,234
Interests in associates and a joint
venture - - 259 - - - - 259
Investment properties 112 - 14,252 - - - - 14,364
Properties, plant and equipment 855 4 47,841 - - - - 48,700
Other assets (including deferred
tax assets) 301 1,991 18,552 548 226 51 321 21,990
Total assets 348,876 452,570 829,085 16,968 81,038 3,873 36,310 1,768,720
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3.2 Market Risk (continued)

(B) Currency risk (continued)

72012412 H 31 H
At 31 December 2012

Notes to the Interim Financial Information (continued)

E AT H HEgE
NG us HK EX%E Japanese  Pound At “EEt
Renminbi Dollars Dollars Euro Yen  Sterling Others Total
i it W W i R I s
HETT HETT HETT  HET HETT HETT HEIT HEIT
HK$'m HK$'m HK$'m  HK$'m HK$'m HK$'m HK$'m HK$'m
aE Liabilities
FERE A TR AR Hong Kong SAR currency notes in
circulation - - 82,930 - - - - 82,930
SRAT R A RS 7K B 454 Deposits and balances from banks
and other financial institutions 82,762 48,667 45,710 102 50 26 1,889 179,206
NEESE( R B 2 $Ri&fE  Financial liabilities at fair value
through profit or loss 776 48 18,525 7 - 6 810 20,172
e T A Derivative financial instruments 382 3476 16,683 337 i ; 192 21,070
BEFEK Deposits from customers 235283 247,337 688,098 11,156 3,393 12,127 35,560 1,232,954
TSR ST 2 (E15 5 5 Debt securities in issue at
amortised cost _ 5919 4 . _ _ _ 5923
HABEIE R (RFSHERTRRIE R, Other accounts and provisions
EIERIEAR) (including current and deferred
tax liabilities) 7,862 15,230 31,185 645 298 685 941 56,846
®IEEE Subordinated liabilities - 22,006 - 6,749 - - - 28,755
(e Total liabilities 327,065 342,683 883,135 18,996 3,741 12,844 39,392 1,627,856
AEARRETHE Net on-balance sheet position 21,811 109,887 (54,050) (2,028) 77,297  (8,971)  (3,082) 140,864
FINEEAEESIFE Off-balance sheet net notional
position* (12,217)  (92,346) 177,214 1,917  (77,231) 8,714 3,305 9,356
HREE KR Contingent liabilities and
commitments 47,614 90,233 315,501 3,756 538 1,074 5,058 463,774

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

SNERTAE SR T B 25 instruments, which are principally used to reduce the Group’s exposure to currency movements.

EHIBEHE - SNELTAE
<l T B R AR A
S MERE B
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Notes to the Interim Financial Information (continued)

3. Financial risk management (continued)

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

2013 and 31 December 2012. Included in the tables are the assets and liabilities at
carrying amounts, categorised by the earlier of contractual repricing or maturity dates.

# 201346 H 30 H
At 30 June 2013

JEELAF 35 T A BEOSRA T T HL A
TRIAOSSER

FESRATR A SRR — 21+ =
{8 H S S

AT A

iThERTA
EAER I TEREBIN A REE

BB AR
A
- AL R
- FEERHHER
- BKRENGR

AT R EELERE
B

YIBE SRR
HirgE (SEEEAIEERE)

HERE

—= == et
—EAA =@A +ZEBE —EHEE HEEME Non-
Up to 1-3 3-12 1-5 Over interest 4=t
1 month months months years 5 years bearing Total
biecd s piid piid b b beitd
HETT HETT HETT HETT HET HETT HET
HK$’m HK$’m HK$’m HK$’m HK$’m HK$’'m HK$’'m
Assets
Cash and balances with banks and
other financial institutions 164,118 - - - - 17,678 181,796
Placements with banks and other
financial institutions maturing
between one and twelve months - 27,384 27,127 - - - 54,511
Financial assets at fair value
through profit or loss 4,499 8,835 6,139 6,832 1,315 254 27,874
Derivative financial instruments - - - - - 31,419 31,419
Hong Kong SAR Government
certificates of indebtedness - - - - - 90,080 90,080
Advances and other accounts 629,479 164,036 72,769 12,883 515 5,529 885,211
Investment in securities
- Available-for-sale securities 54,535 71,718 47,480 143,715 72,760 1,231 391,439
- Held-to-maturity securities 926 799 1,464 2,079 125 - 5,393
- Loans and receivables 1,103 2,500 9,415 - - - 13,018
Interests in associates and a joint
venture - - - - - 270 270
Investment properties - - - - - 14,705 14,705
Properties, plant and equipment - - - - - 49,514 49,514
Other assets (including deferred
tax assets) - - - - - 19,354 19,354
Total assets 854,660 275,272 164,394 165,509 74,715 230,034 1,764,584
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3. SRlEfEEE (&) 3. Financial risk management (continued)

3.2 R (&) 3.2 Market Risk (continued)
(C) FIEERE (&) (C) Interest rate risk (continued)
7 20134£6 530 H
At 30 June 2013
—z = AEtE
—ERA =@B +=EA —EEE AEFEME Non-
Up to 1-3 312 1-5 Over interest =t
1 month months months years 5 years bearing Total
biecd s piid piid piid beitd Pt
HETT HETT HETT HETT HETT HETT HET
HK$’'m HK$’'m HK$’'m HK$’'m HK$’'m HK$’m HK$’m
& Liabilities
BRI R R B Hong Kong SAR currency notes
in circulation - - - - - 90,080 90,080
SRIT R H M ARl > 1 R 4565 Deposits and balances from banks
and other financial institutions 131,576 1,446 342 - - 11,303 144,667
NEESE( R AJEGE 2 $i&fE  Financial liabilities at fair value
through profit or loss 10,348 6,898 1,492 217 127 - 19,082
PTESRTE Derivative financial instruments - - - - - 20,919 20,919
HETEER Deposits from customers 909,113 167,081 111,523 8,270 167 69,115 1,265,269
SRR ST 2 (BT 555 Debt securities in issue at
amortised cost 4 - - 5,762 - - 5,766
FLAAETE R (EFETERTRIE K Other accounts and provisions
EICFIEE T ) (including current and deferred
tax liabilities) 19,695 2,561 3,160 242 - 29,017 54,675
®BEAE Subordinated liabilities - - - - 20,577 - 20,577
b=t Total liabilities 1,070,736 177,986 116,517 14,491 20,871 220,434 1,621,035
F R s Interest sensitivity gap (216,076) 97,286 47,877 151,018 53,844 9,600 143,549
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Notes to the Interim Financial Information (continued)

3.2 Market Risk (continued)

(C) Interest rate risk (continued)

Assets
Cash and balances with banks and
other financial institutions
Placements with banks and other
financial institutions maturing
between one and twelve months
Financial assets at fair value
through profit or loss
Derivative financial instruments
Hong Kong SAR Government
certificates of indebtedness
Advances and other accounts
Investment in securities
- Available-for-sale securities
- Held-to-maturity securities
- Loans and receivables
Interests in associates and a joint
venture
Investment properties
Properties, plant and equipment
Other assets (including deferred
tax assets)

3. Financial risk management (continued)

H2012412 H 31 H
At 31 December 2012

Total assets

—F =% FEHE

—EAR =fEA +=EA —EAF AFEME Non-
Up to 1-3 3-12 1-5 Over interest 4aEt
1 month months months years 5 years bearing Total
HETT HETT HETT HETT HETT E HETT
HK$'m HK$'m HK$'m HK$'m HK$'m HK$'m HK$'m
188,209 - - - - 9,299 197,508
- 24,152 41,873 - - - 66,025
11,289 4,196 4,113 6,609 444 225 26,876
- - - - - 31,240 31,240
. y . . - 82930 82,930
620,505 118,455 64,651 9,495 22 6,556 819,684
69,204 116,353 66,155 128,691 55,120 1,043 436,566
2,600 5,547 550 3,457 1,190 - 13,344
- 1,658 7,676 - - - 9,234
- - - - - 259 259
- - - - - 14,364 14,364
- - - - - 48,700 48,700
- - - - - 21,990 21,990
891,807 270,261 185,018 148,252 56,776 216,606 1,768,720
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(&)

3. SRlEfEEE (&) 3. Financial risk management (continued)

3.2 HBEE (&) 3.2 Market Risk (continued)
(C) FIRmpx (&) (C) Interest rate risk (continued)
2012412 H 31 H
At 31 December 2012
—& =% TEtE
—{EHA ={EH +=M®A —ZAFE HFEME Non-
Up to 1-3 3-12 1-5 Over interest 4zt
1 month months months years 5 years bearing Total
i i s G G i peiics
BT BT HETT HETT HETT BT HETT
HK$'m HK$'m HK$'m HK$'m HK$'m HK$'m HK$'m
b=t Liabilities
BRI TR AR Hong Kong SAR currency notes
in circulation - - - - - 82,930 82,930
SRIT R HAM SRl > 173 R 456% Deposits and balances from banks
and other financial institutions 159,083 1,483 208 - - 18,432 179,206
NPESEET B2 aRl&E  Financial liabilities at fair value
through profit or loss 10,017 6,286 3,475 255 139 - 20,172
TEeMITE Derivative financial instruments . _ B} ; i} 21,070 21,070
B Deposits from customers 924,314 129,374 110,938 5,969 38 62,321 1,232,954
B AT 2 (B Debt securities in issue at
amortised cost 4 - - 5,919 - - 5,923
HAHETE Rt (EIFERE(FRIE R Other accounts and provisions
IRAERRIEAE ) (including current and deferred
tax liabilities) 13,990 1,710 3,350 25 - 37,771 56,846
“IEAR Subordinated liabilities - - 6,749 , 22,006 _ 28,755
lic Total liabilities 1,107,408 138,853 124,720 12,168 22183 222524 1,627,856
FIR R R Interest sensitivity gap (215,601) 131,408 60,298 136,084 34,593 (5,918) 140,864
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3. SRlEfEEE (&) 3. Financial risk management (continued)

3.3 RENELEEG 3.3 Liquidity Risk
(A) mREhESER (A) Liquidity ratio
FEEHE FEEER
2013 &£ 2012
6 530H 6 H30H
Half-year ended Half-year ended
30 June 30 June
2013 2012
SEHREIE e bR Average liquidity ratio 38.70% 39.87%
PR EIE SRR The average liquidity ratio is calculated as the simple average of each calendar
AR SRITHAN month’s average liquidity ratio of the Bank for the period.
H¥EERE & et
ARG B EE
o
MENE SR ER The liquidity ratio is computed on the solo basis (the Hong Kong offices only) and is in
1B GRITSEGG) M accordance with the Fourth Schedule to the Banking Ordinance.
F VU J L) B g L AR

(RIS BLHE A A
i) #HH
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Notes to the Interim Financial Information (continued)

(B) Maturity analysis

H 31 HEvEHIH Y
Mo W PREE A
W B KA FUEER
EEIEH H RIRIERT

PRI¥E -

HE

JEFER e R AP T R e
TR ER

HSRIT R HA SR — 2+
18 F NEIH 2 SE IR

AT A

- frfed
- [
- FUERDUANTER a T AR

- (AR
- iD=
ITESRMTA
BRI TBE BT AREYE

BB HA AR
- BFEE
A
- AT
- fricE
- (RBEER
- FrAZEEHIH
- R
- BORR BT 2 (e

- MedsEss

e AT A AR

R
YISk ~ BSMRER
HitrgE (EREERAEE)

HEHH

Assets
Cash and balances with banks and
other financial institutions
Placements with banks and other
financial institutions maturing
between one and twelve months
Financial assets at fair value
through profit or loss
- held for trading
- certificates of deposit
- debt securities
- designated at fair value through
profit or loss
- debt securities
- equity securities
Derivative financial instruments
Hong Kong SAR Government
certificates of indebtedness
Advances and other accounts
- advances to customers
- trade bills
Investment in securities
- held for available-for-sale
- certificates of deposit
- debt securities
- held for held-to-maturity
- certificates of deposit
- debt securities
- debt securities held for loans and
receivables
- equity securities
Interests in associates and a joint
venture
Investment properties
Properties, plant and equipment
Other assets (including deferred
tax assets)

3.3 Liquidity Risk (continued)

3. Financial risk management (continued)

R2013£6 H30 H

Tables below analyse assets and liabilities of the Group as at 30 June 2013 and 31
December 2012 into relevant maturity groupings based on the remaining period at
balance sheet date to the contractual maturity date.

Total assets

At 30 June 2013
—z =z
B —MEAR  =@A TSEA —ZEAF AFNE FEE
On Up to 1-3 3-12 1-5 Over HiH 4Est
demand 1 month months months years 5 years Indefinite Total
blicd bl N blid bl i R b
EHEL HBET BHET BHETL BHET BHET BHST BHET
HK$’'m HK$’'m HK$m  HK$m HK$’m HK$’m HK$’'m HK$’'m
132,234 49,562 - - - - - 181,796
- - 27,384 27,127 - - - 54,511
- 16 54 33 2 - - 105
- 4,137 8,722 4,488 6,883 1,307 - 25,537
- 9 9 692 1,268 - - 1,978
- - - - - - 254 254
16,198 1,389 2,862 6,020 1,418 3,632 - 31,419
90,080 - - - - - - 90,080
66,827 25,634 59,850 144,179 308,290 220,198 1,589 826,567
1 14,897 21,406 22,340 - - - 58,644
- 9,073 18,167 32,734 13,852 - - 73,826
- 18,090 27,248 37,078 159,381 74,578 7 316,382
- - - 233 77 - - 310
- 109 165 1,522 2,929 274 84 5,083
- 1,103 2,500 9,415 - - - 13,018
- - - - - - 1,231 1,231
- - - - - - 270 270
- - - - - - 14,705 14,705
- - - - - - 49,514 49,514
6,616 12,096 115 266 219 - 42 19,354
311,956 136,115 168,482 286,127 494,319 299,889 67,696 1,764,584
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3. SRlEfEEE (&) 3. Financial risk management (continued)

3.3 REEER (&) 3.3 Liquidity Risk (continued)
(B) EHAH T (8) (B) Maturity analysis (continued)
201346 530 H
At 30 June 2013
-z =
B —EAR  =ZEA @A —ZEHEE BENE FEE
On Up to 1-3 3-12 1-5 Over HEA 4t
demand 1 month months months years 5 years Indefinite Total

B il o B it bl B bitiid
BET BET BHT BHELT HET BHAET 2 BHET BHET

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

aE Liabilities
F SR TR AR Hong Kong SAR currency notes in
circulation 90,080 - - - - - - 90,080
Deposits and balances from banks
and other financial institutions 91,788 51,091 1,446 342 - - - 144,667
#fE  Financial liabilities at fair value
through profit or loss - 10,348 6,898 1,492 217 127 - 19,082
e T A Derivative financial instruments 11,531 1,306 2,165 2,584 2,674 659 - 20,919
BRI Deposits from customers 669,158 306,549 167,101 112,053 10,241 167 - 1,265,269
TSR A ST 2 (B Debt securities in issue at
amortised cost - 4 - 32 5,730 - - 5,766
FAMBETA R (GETETRIE R Other accounts and provisions
EERIEEE) (including current and deferred
tax liabilities) 26,152 12,773 2,004 6,416 7,330 - - 54,675
RiEEE Subordinated liabilities - - 419 - - 20,158 - 20,577
b=t Total liabilities 888,709 382,071 180,033 122,919 26,192 21,111 - 1,621,035
REE B Net liquidity gap (576,753) (245,956) (11,551) 163,208 468,127 278,778 67,696 143,549
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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)

201212 531 H
At 31 December 2012

—F =%
B —EAN =ZEA +2EE —ZEAf AFEbE RHEE
On Up to 1-3 3-12 1-5 Over 5 gt
demand 1 month months  months years 5 years Indefinite Total
peiics s G peiucs s i G A
HEIT HETT HETT  HETT HETT HETT HEIT HEIT
HK$'m HK$'m HK$'m HK$'m HK$'m HK$'m HK$'m HK$'m
HE Assets
IR E RATSR TR At 4@t Cash and balances with banks and
HREIASeR other financial institutions 144,294 53,214 - - - - - 197,508
TESRAT A 4Rt —2 -+ Placements with banks and other
1 B N EIHA 2 TERRF financial institutions maturing
between one and twelve months - - 24,152 41,873 - - - 66,025
INEESE(RE AJBS 2 £RiEE  Financial assets at fair value
through profit or loss
- 35 - held for trading
- fred - certificates of deposit - 67 64 14 - - - 145
- [EEEES - debt securities - 11,067 3,816 3,439 5,574 440 - 24,336
- FUERIAHES T B - designated at fair value through
profit or loss
- fEGET - debt securities - 8 246 344 1,572 - - 2,170
- Bt - equity securities - - - - - - 225 225
A ERT A Derivative financial instruments 17,690 2,535 2,032 3,418 1,491 4,074 - 31,240
FREH TR EETAESHE  Hong Kong SAR Government
certificates of indebtedness 82,930 - - - - - - 82,930
SRR AR Advances and other accounts
- BFERK - advances to customers 60,021 19,055 53,963 138,157 288,680 213,106 1,522 774,504
- S - trade bills 76 10,150 15765 19,189 - - - 45,180
BE Investment in securities
- HJfHHE - held for available-for-sale
- e - certificates of deposit - 2,818 15,055 44,929 7,952 - - 70,754
- [ - debt securities - 49,037 75998 40,595 141,615 57,515 9 364,769
- FFEEEHIE - held for held-to-maturity
- TEGH - certificates of deposit - 465 - 332 77 - - 874
- s - debt securities - 396 2,682 3,510 4,396 1,384 102 12,470
- B EGER  fEe - debt securities held for loans and
receivables - - 1,558 7,676 - - - 9,234
- Bt - equity securities - - - - R - 1,043 1,043
B A F e B Interests in associates and a joint
venture - - - - - - 259 259
&Y Investment properties - - - - - - 14,364 14,364
W ~ B0 RLR S Properties, plant and equipment - - - - - - 48,700 48,700
HitrgzE (AfEEERIEEE)  Other assets (including deferred
tax assets) 7,754 13,957 67 126 62 - 24 21,990
BEWEE Total assets 312,765 162,769 195,398 303,602 451,419 276,519 66,248 1,768,720
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3.3 Liquidity Risk (continued)

(B) Maturity analysis (continued)

3. Financial risk management (continued)

72012412 H 31 H
At 31 December 2012

Notes to the Interim Financial Information (continued)

—F =7
B —EHMN =EA +2MEA —FERF AFLE HEE
On Up to 1-3 3-12 1-5 Over H A waEt
demand 1 month months  months years  5years Indefinite Total
petc bt i petcd et et i et
HEIT HETT HETT HEIT HET  HET HEIT HETT
HK$'m HK$'m HK$'m HK$'m HK$'m HK$'m HK$'m HK$'m
aE Liabilities
F SR TR AR Hong Kong SAR currency notes in
circulation 82,930 - - - - - - 82,930
SRAT e oA R > R Deposits and balances from banks
4EER and other financial institutions 140,245 37,270 1,483 208 - - - 179,206
NHEE B AR 2 &Ri&fE  Financial liabilities at fair value
through profit or loss - 10,017 6,287 3,475 254 139 - 20,172
fTEEmTA Derivative financial instruments 13,022 668 865 1,763 3,450 1,302 ; 21,070
EFEA Deposits from customers 705,008 279,402 129,269 111,327 7,910 38 - 1,232,954
THSHR A ST 2 (RIS Debt securities in issue at
amortised cost - 4 - 32 5,887 - - 5,923
FHANBETERCERE (FEIENTRIE R, Other accounts and provisions
EIERIEA ) (including current and deferred
tax liabilities) 27,597 14,148 2,998 4,540 7,557 6 - 56,846
%iEamk Subordinated liabilities - - 418 - - 28,337 - 28,755
A {EEE Total liabilities 968,802 341,509 141,320 121,345 25,058 29,822 - 1,627,856
REE S Net liquidity gap (656,037) (178,740) 54,078 182,257 426,361 246,697 66,248 140,864

89



BANK OF CHINA (HONG KONG) LIMITED

@ ¥ 8 447 (5 ) B BT

AR B B

(&)

3. RiElREE (§)

3.3 mEEEEE (8

(B) EFE ST (&)

EHCEIEH H 33Ty
IR (ORAT3R (388D
FRN) ZARBRRSZ
HRE - REEERE A
Tl 1 mHEZE
JEE » BUANETRK R A5
SRR TEIE
A - BRI ERK
B HEEZE
- AR EETH
3 B Oy AR
TEHE - HACREIH
ZE oy SRS
FIERIHPR - (BR
HHZAE ZEE
RETIARERE > AREZ
SERIRT Ry TR HEE
HE, - BMt5RZ
B EAIRR (L A A
B (AE) -

12 14 B B 50 H B
BEEF R
Fra (SRT3R (38D
IR ZAHRBRER LI
TR - F{FPEEA
R I E S 75 1 R
HEFHIH -

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 “On demand”. In the case of an asset that is repayable by different
payments or instalments, only that portion of the asset that is actually overdue is
reported as overdue. Any part of the asset that is not due is reported according to the
residual maturity unless the repayment of the asset is in doubt in which case the
amount is reported as “Indefinite”. The above assets are stated after deduction of
provisions, if any.

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

3. Financial risk management (continued)

3.4 Capital Management

The Group has adopted the foundation internal ratings-based (“FIRB”) approach to
calculate the credit risk capital charge for the majority of its non-securitisation exposures
and the internal ratings-based (securitisation) approach to calculate the credit risk capital
charge for its securitisation exposures. A small residual credit exposures remain under the
standardised (credit risk) (“STC”) approach. In view of the Banking (Capital) (Amendment)
Rules 2012 which came into operation on 1 January 2013, the Group has adopted the
standardised method to calculate credit valuation adjustment capital charge for all its
counterparties in respect of the derivative contracts and securities financing transactions
booked in banking book and trading book. The Group has adopted the internal models
(“IMM”) approach to calculate general market risk capital charge for foreign exchange and
interest rate exposures and has been approved by HKMA to exclude its structural FX
positions arising from Nanyang and Chiyu in the calculation of the market risk capital
charge, while the Group continues to adopt the standardised (market risk) (“STM”)
approach to calculate the market risk capital charge for the remaining exposures. The
Group has adopted the standardised (operational risk) (“STO”) approach to calculate the
minimum capital charge for operational risk.

As a result of the adoption of Banking (Capital) (Amendment) Rules 2012 since 1 January
2013, the amounts shown for 30 June 2013 are not directly comparable to those of 31
December 2012.
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3. Financial risk management (continued)

3.4 Capital Management (continued)

(A) Capital ratio

CET1 capital ratio

Tier 1 capital ratio

Total capital ratio

Core capital ratio

Capital adequacy ratio

Notes to the Interim Financial Information (continued)

i’ 2013 &£
6 530H
At 30 June
2013

11.04%

11.17%

16.40%

2012 4F

12 H31H

At 31 December
2012

12.31%

16.80%

The capital ratios are computed on the consolidated basis that comprises the positions
of BOCHK and certain subsidiaries specified by the HKMA for its regulatory purposes

and in accordance with the Banking (Capital) Rules.

Subsidiaries which are not included in the consolidation group for the calculation of
capital ratios are denoted in “Additional Information — Subsidiaries of the Bank” on

pages 165 to 166.

The differences between the basis of consolidation for accounting and regulatory
purposes are described in “Additional Information — Subsidiaries of the Bank” on page

166.
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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 ratios as at 30 June 2013 and 31 December 2012 and reported to the HKMA is
analysed as follows:

2013 4
6 H30H
At 30 June
2013
AREET
HK$’m
CET1 capital: instruments and reserves
Directly issued qualifying CET1 capital
instruments plus any related share premium
43,043
Retained earnings 57,186
Disclosed reserves 40,858
Minority interests arising from CET1 capital
instruments issued by consolidated bank
subsidiaries and held by third parties
(amount allowed in CET1 capital of the
consolidation group)
507
CET1 capital before regulatory deductions
141,594
CET1 capital: regulatory deductions
Valuation adjustments (84)
Deferred tax assets net of deferred tax
liabilities (78)
Gains and losses due to changes in own
credit risk on fair valued liabilities
(121)
Cumulative fair value gains arising from the
revaluation of land and buildings (own-use
and investment properties)
(42,095)
Regulatory reserve for general banking risks
(8,145)
Total regulatory deductions to CET1 capital
(50,523)
CET1 capital 91,071
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3. Financial risk management (continued)

3.4 Capital Management (continued)

(B) Components of capital base after deductions (continued)

AT1 capital: instruments

AT1 capital instruments issued by
consolidated bank subsidiaries and held by
third parties (amount allowed in AT1 capital
of the consolidation group)

AT1 capital

Tier 1 capital

Tier 2 capital: instruments and provisions

Capital instruments subject to phase out
arrangements from Tier 2 capital

Tier 2 capital instruments issued by
consolidated bank subsidiaries and held by
third parties (amount allowed in Tier 2
capital of the consolidation group)

Collective impairment allowances and
regulatory reserve for general banking risks
eligible for inclusion in Tier 2 capital

Tier 2 capital before regulatory deductions

Tier 2 capital: regulatory deductions

Add back of cumulative fair value gains arising
from the revaluation of land and buildings
(own-use and investment properties) eligible
for inclusion in Tier 2 capital

Total regulatory deductions to Tier 2 capital

Tier 2 capital

Total capital

Notes to the Interim Financial Information (continued)

2013 &£
6 H30H
At 30 June
2013

AREEL
HK$’m

1,027

1,027

92,098

19,294

145

4,827

24,266

18,943

18,943

43,209

135,307

As at 30 June 2013, there were no shareholdings in any subsidiaries deducted from the

CET1 capital.
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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 (continued)

Core capital:
Paid up ordinary share capital

Reserves
Profit and loss account
Non-controlling interests
Deductible item
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

95

2012
12531 H

At 31 December
2012

B EE T
HK$'m

43,043
38,987
5,820
1,658
(25)

89,483
(387)

89,096

2,067

35

192
539
3,963
26,043

32,839
(387)

32,452

121,548
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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 (continued)

To comply with the Banking (Disclosure) Rules, a section “Regulatory Disclosures”
will be available on the Bank’s website at www.bochk.com before 30 September 2013
and will include the following information:

- A detailed breakdown of the Group’s capital base and regulatory deductions, using
the standard template as specified by the HKMA.

- A reconciliation of capital components to the Group’s balance sheet, using the
standard template as specified by the HKMA.

- A description of the main features and the full terms and conditions of the Group’s
issued capital instruments.
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3. Financial risk management (continued)

3.5 &REEaENAEE 3.5 Fair values of financial assets and liabilities

(A) FERAAERERE

(A) Financial instruments not measured at fair value

BTH

B DAE— R E
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KAFRE# TR ZE
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Fair value estimates are made at a specific point in time based on relevant market
information and information about various financial instruments. The following
methods and assumptions have been used to estimate the fair value of each class of
financial instrument as far as practicable.

Balances with banks and other financial institutions and trade bills

The maturities of these financial assets and liabilities are within one year and the
carrying value approximates fair value.

Advances to customers, banks and other financial institutions

Substantially all the advances to customers, banks and other financial institutions are
on floating rate terms, bear interest at prevailing market interest rates and their
carrying value approximates fair value.

Held-to-maturity securities

Fair value for held-to-maturity securities is based on market prices or broker/dealer
price quotations. Where this information is not available, fair value has been
estimated using quoted market prices for securities with similar credit, maturity and
yield characteristics. Their carrying value approximates fair value.
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Notes to the Interim Financial Information (continued)

3. Financial risk management (continued)

3.5 &REEfAENAYEE 3.5 Fair values of financial assets and liabilities (continued)
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€:-))
(A) FELLAFERTERS (A) Financial instruments not measured at fair value (continued)
MTHE (%)
SR ENGR Loans and receivables
¥ DLUER B U 25 SR A discounted cash flow model is used based on a current yield curve appropriate for
4 K AE B 2 7R 6k PR 1A the remaining term to maturity and their carrying value approximates fair value.
Ry BB AN B B0 ==

Deposits from customers
Substantially all the deposits from customers mature within one year from the balance
sheet date and their carrying value approximates fair value.

Debt securities in issue at amortised cost

Fair value for senior notes and other debt securities in issue is based on market prices
or broker/dealer price quotations. The carrying value and fair value of senior notes as
at 30 June 2013 amounted to HK$5,762 million and HK$6,254 million respectively.
The carrying value of other debt securities in issue approximates fair value.

Subordinated liabilities
Fair value for subordinated notes is based on market prices or broker/dealer price
quotations and their carrying value approximates fair value.

98



@ ¥ 8 447 (5 ) B BT

BANK OF CHINA (HONG KONG) LIMITED

AR B B

(&)

3. RiElREE (§)

3.5 EREENSREIATFE
(&
(B) BANFEETEAIERH

IAa

REMEILTEEDN
D EE R R IEHIZR
& NP EBEE L
TP ] ¢ B 25 o) BEL o7 1
TESHLHE - SRR AL
S I E AR5
B EERKER
IEEE - HofE e
rEREFaERE T
BRI E2 - FX
T H A {15 2 B A ]
PRI - AR S
BT 55 58 B3 (H AR T
e ] I 5t P £ A
BB ZRADHTH
HEEAM{EEEE) - 2P
ERTABZEES
B Al {E A - AN
{E BRI = e B
A& mlgZ A G RAE
MEEEHER -

Notes to the Interim Financial Information (continued)

3. Financial risk management (continued)

3.5 Fair values of financial assets and liabilities (continued)

(B) Financial instruments measured at fair value

The Group has an established governance structure and controls framework to
ensure that fair values are either determined or validated by control units
independent of the front offices. Control units have overall responsibility for
independent verification of valuation results from front line businesses and all other
significant fair value measurements. Specific controls include verification of
observable pricing inputs; review and approval for new models and changes to
models; calibration and back-testing of models against observed market
transactions; analysis and investigation of significant daily valuation movements;
review of significant unobservable inputs and valuation adjustments. Significant
valuation issues are reported to senior management, Risk Committee and Audit
Committee.
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(&)

3. SRlEfEEE (&) 3. Financial risk management (continued)

3.5 &REEfAENAYEE 3.5 Fair values of financial assets and liabilities (continued)
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(B) Financial instruments measured at fair value (continued)

Financial instruments measured at fair value are classified into following three
levels:

— Level 1: Quoted prices (unadjusted) in active markets for identical assets or
liabilities, including listed equity securities on exchange, debt instruments issued
by certain governments and certain exchange-traded derivative contracts.

— Level 2: Valuation technique using inputs other than quoted prices included
within level 1 that are observable for the asset or liability, either directly or
indirectly. This level includes the majority of the OTC derivative contracts, debt
securities with quote from pricing services providers and issued structured
deposits.

— Level 3: Valuation technique using inputs for the asset or liability that is not based
on observable market data (unobservable inputs). This level includes equity
investment and debt instruments with significant unobservable components.

The Group’s policy is to recognise transfers between levels of fair value hierarchy as
at the end of the reporting period in which they occur.
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Notes to the Interim Financial Information (continued)

3. Financial risk management (continued)

3.5 Fair values of financial assets and liabilities (continued)

(B) Financial instruments measured at fair value (continued)

The Group uses valuation techniques or broker/dealer quotations to determine the
fair value of financial instruments when unable to obtain the open market quotation
in active markets.

The main parameters used in valuation techniques for financial instruments held by
the Group include bond prices, interest rates, foreign exchange rates, equity and
stock prices, volatilities, counterparty credit spreads and others, which are mostly
observable and obtainable from open market.

The technique used to calculate the fair value of the following financial instruments
is as below:

Debt securities and certificates of deposit

The fair value of these instruments is determined by obtaining quoted market prices
from exchange, dealer or independent pricing service vendors. Where market price
is not available from market sources, valuation techniques are used with inputs
derived from observable or unobservable market data.
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Notes to the Interim Financial Information (continued)

3. Financial risk management (continued)

3.5 Fair values of financial assets and liabilities (continued)

(B) Financial instruments measured at fair value (continued)

Asset backed securities

For this class of instruments, external prices are obtained from independent third
parties. The valuation of these securities, depending on the nature of transaction, is
estimated from market standard cash flow models with input parameter assumptions
which include spreads to discount rates, default and recovery rates and prepayment
rates that may be observable or compiled through matrix pricing for similar issues.

Derivatives

Over-the-counter derivative contracts include forward, swap and option contracts on
foreign exchange, interest rate, equity or commodity. The derivative contracts are
valued using valuation techniques such as discounted cash flow models and option
pricing models. The inputs can be observable or unobservable market data.
Observable inputs include interest rate, foreign exchange rates, equity and stock
prices, commodity prices and volatilities. Unobservable inputs include volatility
surface for less commonly traded option products which are embedded in structured
deposits.

Credit Valuation Adjustments (CVA) and Debit Valuation Adjustments (DVA) are
applied to the Group’s over-the-counter derivatives. These adjustments reflect
interest rates, expectations of counterparty creditworthiness and the Group’s own
credit spread respectively. They are determined for each counterparty and are
dependent on expected future values of exposures, default probabilities and
recovery rates.
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Notes to the Interim Financial Information (continued)

3. Financial risk management (continued)

3.5 Fair values of financial assets and liabilities (continued)

(B) Financial instruments measured at fair value (continued)

Financial liabilities designated at fair value through profit or loss

This class of instruments includes certain deposits received from customers that are
embedded with derivatives. The plain vanilla contracts are valued in the similar way
described in previous debt securities section. The fair value of structured deposits is
derived from the fair value of the underlying deposit by using discounted cash flow
analysis taking the Group’s own credit risk into account, and the fair value of the
embedded derivatives determined as described in the paragraph above on
derivatives.
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3. Financial risk management (continued)

3.5 Fair values of financial assets and liabilities (continued)

(B) Financial instruments measured at fair value (continued)

(i) Fair value hierarchy

Financial assets
Financial assets at fair
value through profit or
loss (Note 16)
- Trading securities
- Debt securities
- Certificates of
deposit
- Equity securities
- Financial assets
designated at fair
value through profit
or loss
- Debt securities
Derivative financial
instruments (Note 17)
Available-for-sale
securities (Note 19)
- Debt securities
- Certificates of deposit
- Equity securities

Financial liabilities
Financial liabilities at fair
value through profit or
loss (Note 23)
- Trading liabilities
- Financial liabilities
designated at fair
value through profit
or loss
Derivative financial
instruments (Note 17)

R2013FE6H30H
At 30 June 2013

Notes to the Interim Financial Information (continued)

F—E% BTEK E=E% et
Level 1 Level 2 Level 3 Total
BEEET BYEET A¥TExT B¥EET
HK$’'m HK$’'m HK$’'m HK$’'m

- 25,537 - 25,537

- 105 - 105

6 248 - 254

- 1,978 - 1,978

16,201 15,218 - 31,419
12,113 303,984 285 316,382

- 69,203 4,623 73,826

- 1,011 220 1,231

- 14,548 - 14,548

- 2,794 1,740 4,534

11,550 9,369 - 20,919

During the first half of 2013, there have been no asset and liability transfers between

level 1 and level 2.
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3. Financial risk management (continued)

3.5 Fair values of financial assets and liabilities (continued)

(B) Financial instruments measured at fair value (continued)

(i) Reconciliation of level 3 items

N201346 H30H
At 30 June 2013

Notes to the Interim Financial Information (continued)

SRAE
SREE Financial
Financial assets liabilities
TE BT
E&{LE AR
THREESS tmZ EREE
Available-for-sale Financial
securities liabilities
designated at
BEHES R Btz s fair value
Debt Certificates Equity through
securities of deposit securities  profit or loss
BEEET AEEET AEEET AEEET
HK$’m HK$’'m HK$’m HK$’'m
At 1 January 2013 200 1,188 205 771
(Losses)/gains
- Income statement
- Net loss on
financial
instruments
designated at fair
value through
profit or loss - - - (5)
- Other
comprehensive
income
- Change in fair
value of
available-for-sale
securities - (1) 15 -
Purchases 85 1,819 - -
Issues - - - 1,745
Sales - (381) - -
Settlements - - - (771)
Transfers into level 3 - 2,315 - -
Transfers out of level 3 - (317) - -
At 30 June 2013 285 4,623 220 1,740
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3. Financial risk management (continued)

3.5 Fair values of financial assets and liabilities (continued)

(B) Financial instruments measured at fair value (continued)

(i) Reconciliation of level 3 items (continued)

N2013FE6 H30H
At 30 June 2013

Notes to the Interim Financial Information (continued)

SRS E
SRIEE Financial
Financial assets liabilities
RERUAF
EEbET AR
AR S BZSRIAH
Available-for-sale Financial
securities liabilities
designated at
Et Ticea e b fair value
Debt Certificates Equity through
securities of deposit securities profit or loss
AEEET AEEHET  B¥EET AEHET
HK$’'m HK$’'m HK$’'m HK$’'m

Total unrealised loss
for the period
included in income
statement for
financial assets and
liabilities held as at
30 June 2013
- Net loss on

financial

instruments

designated at

fair value

through profit or

loss - -

(5

®)
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Notes to the Interim Financial Information (continued)

3. Financial risk management (continued)

3.5 Fair values of financial assets and liabilities (continued)

(B) Financial instruments measured at fair value (continued)

(i) Reconciliation of level 3 items (continued)

As at 30 June 2013, financial instruments categorised as level 3 are mainly
comprised of debt securities, certificates of deposit and financial liabilities
designated at fair value through profit or loss.

The transfers of debt securities and certificates of deposit into and out of level 3,
comprising bonds issued by financial institutions, were due to change in valuation
observability. For certain illiquid debt securities, the Group obtains valuation
quotations from counterparties which may be based on unobservable inputs with
significant impact on the valuation. Therefore, these instruments have been
classified by the Group as level 3. The Group has established internal control
procedures to control the Group’s exposure to such financial instruments.
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3. SRlEfEEE (&) 3. Financial risk management (continued)

3.5 &REEfAENAYEE 3.5 Fair values of financial assets and liabilities (continued)
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(B) DAAFEETERISRL (B) Financial instruments measured at fair value (continued)
TR (&
(i) E=lgEH (ii) Reconciliation of level 3 items (continued)
TEREE=ZBHR Financial liabilities designated at fair value through profit or loss categorised in
Y5 E By LA SE level 3 are deposits received from customers that are embedded with options
B8 Lst AEx bought by the Group. During the first half of 2013, there has been no transfer into
e EEBE and out of level 3. The fair values of embedded options are determined using the
K 49 B 75 % ek market standard option pricing model by using estimated interest rate volatilities.
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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
Debt securities in issue
Subordinated liabilities
Others

Net interest income

Notes to the Interim Financial Information (continued)

SEEEER LR
2013 4 2012 4
6530 6 H30H
Half-year ended Half-year ended
30 June 30 June
2013 2012
AREHET AT
HK$’'m HK$'m
3,386 4,686
9,754 8,136
1,792 1,724
2,504 2,236

115 113
17,551 16,895
(267) (677)
(4,562) (4,099)
(72) (81)

(83) (184)

(150) (121)
(5,134) (5,162)
12,417 11,733

Included within interest income is HK$9 million (first half of 2012: HK$4 million) of interest

with respect to income recognised on advances classified as impaired for the first half of

2013. Interest income accrued on impaired investment in securities amounted to HK$3 million

(first half of 2012: HK$6 million).

Included within interest income and interest expense are HK$18,012 million (first half of 2012:
HK$17,305 million) and HK$5,442 million (first half of 2012: HK$5,458 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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5. Net fee and commission income

Fee and commission income
Credit card business
Securities brokerage

Loan commissions
Insurance

Funds distribution

Bills commissions
Payment services

Trust and custody services
Safe deposit box

Currency exchange
Others

Fee and commission expense
Credit card business

Securities brokerage

Payment services

Others

Net fee and commission income

Of which arise from

- financial assets or financial liabilities not at fair

value through profit or loss

- Fee and commission income
- Fee and commission expense

- trust and other fiduciary activities
- Fee and commission income
- Fee and commission expense

Notes to the Interim Financial Information (continued)

(&5

(Restated)

YHEEEE HEEHES
2013 4¢ 2012 4

6 H30H 6 H30H
Half-year ended Half-year ended
30 June 30 June
2013 2012
AREET B EET
HK$’'m HK$'m
1,745 1,489
1,224 1,054
1,078 974
716 501

430 228

387 370

322 325

182 180

122 118

88 69

236 213
6,530 5,521
(1,291) (1,106)
(150) (161)
(44) (45)
(332) (255)
(1,817) (1,567)
4,713 3,954
1,125 993

4 3

1,121 990
273 276

(9) 5)

264 271

PR 5% K A ~ B 8 fe
S T e S ItP At

EE e r EAFER - DIRT
EARZ EHIT -

Certain comparative amounts of fee and commission income, fee and commission expense
and operating expenses have been reclassified to conform with current period’s presentation.



@ ¥ ) 4L £5 (5 %) H B A

BANK OF CHINA (HONG KONG) LIMITED

AR B B
(&)

6. JFX G 6. Net trading gain

AR E
- HNHER 5 S SRR S e i

Net gain from:
- foreign exchange and foreign exchange
products
- FIERTH B A Y - interest rate instruments and items under
HH fair value hedge

- Bt TR - equity instruments
- P - commodities

7. HinSREEFUZS 7. Net gain on other financial assets

B 2R Net gain on available-for-sale securities
FrAZERIH &R 20l Net gain on held-to-maturity securities
oA Others
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Notes to the Interim Financial Information (continued)

YHEEEE HELEHES
2013 4¢ 2012 4

6 H30H 6 H30H
Half-year ended Half-year ended
30 June 30 June
2013 2012
AREEET B EET
HK$’'m HK$'m
1,029 923

447 154

79 38

42 63

1,597 1,178
FEGHE PR S
2013 4 2012 &

6 H30H 6 H30H
Half-year ended Half-year ended
30 June 30 June
2013 2012
EEEET A EETT
HK$’'m HK$'m
97 352

- 2

5 1
102 355
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8. EAM&LEUA

AR R

- JR R SRA
AW Z B AU A
R BRIREE S S
At

FEBHEEYEEZ SO B
R 2 HET (2012 4 3
OB 1 TEETT) BN
WR R R P5E 2 H
B

Notes to the Interim Financial Information (continued)

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

FEERE PGSR
2013 & 2012 4
6530 6 H30H
Half-year ended Half-year ended
30 June 30 June
2013 2012
EREHET A EETT
HK$’'m HK$'m

21 16

240 209

(27) (27)

28 50

262 248

Included in the “Outgoings in respect of investment properties” is HK$2 million (first half of
2012: HK$1 million) of direct operating expenses related to investment properties that were

not let during the period.
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R HAR S B R EE Notes to the Interim Financial Information (continued)

(&)

9. BUEEHEIFIRE 9. Net charge of impairment allowances
FEEER FHGEER
2013 4 2012 4
6 H30H 6 H30H
Half-year ended Half-year ended
30 June 30 June
2013 2012
BEEET BEEET
HK$’'m HK$'m
EFRER Advances to customers
& A5 A Individually assessed
- iR ZEM - new allowances (170) (51)
- $Mml - releases 88 46
- U EIE A ARTE - recoveries 175 141
FE A A AL SRR E AE S Net reversal of individually assessed loan
] impairment allowances 93 136
{HEEHE Collectively assessed
- HrhEAEM - new allowances (479) (241)
- (] - releases 3 3
- U EIESMEEIRTE - recoveries 15 15
T 4R AR BB 2B Net charge of collectively assessed loan
TR impairment allowances (461) (223)
B ELAE S Net charge of loan impairment allowances (368) (87)
wHHER S Available-for-sale securities
o] SRR A Net reversal of impairment allowances on
R available-for-sale securities
- (RIS - Individually assessed - 1
FEEZHHES Held-to-maturity securities
FrAE S HEARE Net reversal of impairment allowances on
M held-to-maturity securities
- RS - Individually assessed 1 6
At Others (4) (5)
BRI Net charge of impairment allowances (371) (85)
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10. &BTH

ABHEA (GFEESHE)
- R R oA
- BIREA

Iz g B Nk
e
- FEEMHE
- BB
- Hfth

e
GRS

- FaTl

- JRAEET IR
HAr ST

KBS T B EAE
BT ENREE R
o ez 2807

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
Other operating expenses

Notes to the Interim Financial Information (continued)

(&%)
(Restated)
FEGEHE FELERER
2013 4 2012 4
6 530 H 6 H30H
Half-year ended Half-year ended
30 June 30 June
2013 2012
AR EET BEEETT
HK$’'m HK$'m
2,917 2,741
247 229
3,164 2,970
377 319
183 193
169 157
729 669
804 719
3 4
1 1
877 869
5,578 5,232

Certain comparative amounts of operating expenses have been reclassified to fee and
commission expense to conform with current period’s presentation.
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R HAR S B R EE Notes to the Interim Financial Information (continued)
(&)

1. HEYELE,ANFE  11. Net gain from disposal of/fair value adjustments on investment
(=LAl e properties

PEERE FHEGEE

2013 & 2012 ¢

6 H30H 6 H30H

Half-year ended Half-year ended

30 June 30 June

2013 2012

BEEETT M E T

HK$’'m HK$'m

HEEYE Y TS Net gain from disposal of investment properties - 4
BN P EREE Net gain from fair value adjustments on investment

TFULES properties 204 1,026

204 1,030

12. BE EEY%E - 8544 12. Net gain from disposal/revaluation of properties, plant and
&S P e equipment

PEEHE  PEENE

2013 £ 2012 4

6 H30H 6 H 30 [

Half-year ended Half-year ended

30 June 30 June

2013 2012

AW EET B HETT

HK$’'m HK$'m

HEFE 2SS Net gain from disposal of premises - 119
HEHEMEEEE 2 P58 Net loss from disposal of other fixed assets - )
EilFBEZ FWE (F5HE) Net gain/(loss) from revaluation of premises 4 )
4 116
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BANK OF CHINA (HONG KONG) LIMITED

Notes to the Interim Financial Information (continued)

13. Taxation

Taxation in the income statement represents:

FEERE PAEGERE

2013 £ 2012 &
6 H30 H 6 H30H
Half-year ended Half-year ended
30 June 30 June
2013 2012
AWEET BEEETT
HK$’'m HK$'m
Current tax
Hong Kong profits tax
- current period taxation 2,180 1,970
- over-provision in prior periods - (1)
2,180 1,969
Overseas taxation 222 219
2,402 2,188
Deferred tax (136) (6)
2,266 2,182

Hong Kong profits tax has been provided at the rate of 16.5% (2012: 16.5%) on the
estimated assessable profits arising in Hong Kong for the first half of 2013. Taxation on
overseas profits has been calculated on the estimated assessable profits for the first half of
2013 at the rates of taxation prevailing in the countries in which the Group operates.
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(&)

13. fR13E (&) 13. Taxation (continued)
AL B AR A R E AR 1Y The taxation on the Group’s profit before taxation that differs from the theoretical amount that
HEHE - BB E ARG would arise using the taxation rate of Hong Kong is as follows:

$ﬁ$§+%5’gfﬁ]fﬁ?ziﬁ\ﬁn? :

ERMERT A Profit before taxation

1R 16.5% (2012 4% : Calculated at a taxation rate of 16.5% (2012: 16.5%)
16.5% ) I HEAVIRTAE

FAMBI R 2= A2 Effect of different taxation rates in other countries

R Z U A Income not subject to taxation

F%5 AN TR B SZ Expenses not deductible for taxation purposes

TEHA AR Over-provision in prior periods

TFINTEERIR Foreign withholding tax

FHAIE Taxation charge

BRI Effective tax rate

117

HEERE FELEREE
2013 &£ 2012 4

6 530H 6 H30H
Half-year ended Half-year ended
30 June 30 June
2013 2012
AREET BREEET
HK$’'m HK$'m
13,329 13,334
2,199 2,200

9 21

(86) (279)

" 96

- M

133 145

2,266 2,182
17.0% 16.4%
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S HARA B AR =E Notes to the Interim Financial Information (continued)

(%48)
14. BEE 14. Dividends
FEEHZ FEEER
201346 A 30 H 201246 J1 30 H
Half-year ended Half-year ended
30 June 2013 30 June 2012
=2 L] T YAz
B EWEET e BEET
Per share Total Per share Total
HK$ HK$’'m HK$ HK$'m
TREARE S Interim dividend 0.132 5,682 0.126 5,423

15. EFEEESRFERIRFT 15. Cash and balances with banks and other financial institutions

B EA S RIS
(i3
i 2013 #2012 &
6 530H 12H31H
At 30 June At 31 December
2013 2012
AEEET AEEET
HK$’m HK$'m
R4 Cash 6,666 6,688
TER PRI T AS 6 Balances with central banks 59,249 84,387
TR 1T K HoAth & Bl i Balances with banks and other financial
HY4SER institutions 77,716 63,495
TESRTT B HAM 5 Rt — Placements with banks and other financial
& B NEIHE > BRI institutions maturing within one month 38,165 42938
181,796 197,508
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Notes to the Interim Financial Information (continued)

16. Financial assets at fair value through profit or loss

ZBREE
RERBUAERE
FFABRZ SRIEE
Financial assets
R E TS designated at fair value 45
Trading securities through profit or loss Total
2013 4 2012 & 2013 & 2012 & 2013 £ 2012 &
6 H30H 12H31H 6 H30H 12H31H 6 H30H 12 31 H
At 30 June At 31 December At 30 June At 31 December At 30 June At 31 December
2013 2012 2013 2012 2013 2012
AREET AHEET EREET AEE T AY¥EERT HHEET
HK$’'m HK$'m HK$’'m HK$'m HK$’'m HK$'m
HATEARE  Atfair value
[vices Debt securities
- IEE LT - Listed in
Hong Kong 7,318 5,378 704 959 8,022 6,337
- INEABLSN - Listed outside
s Hong Kong 698 190 1,202 1,131 1,900 1,321
8,016 5,568 1,906 2,090 9,922 7,658
- JEEm - Unlisted 17,521 18,768 72 80 17,593 18,848
25,537 24,336 1,978 2,170 27,515 26,506
Pe2 Gt Certificates of
deposit
- JEEH - Unlisted 105 145 - - 105 145
R 15758 25 Equity securities
- NEA LT - Listed in
Hong Kong 6 13 - - 6 13
- JEEH - Unlisted 2438 212 - - 248 212
254 225 - - 254 225
4t Total 25,896 24,706 1,978 2,170 27,874 26,876

119



@ ¥ 8 447 (5 ) B BT

BANK OF CHINA (HONG KONG) LIMITED

th HA R RS Rk e Notes to the Interim Financial Information (continued)
(&)

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

NEES(EET AR ZE&m Financial assets at fair value through profit or loss are analysed by type of issuer as follows:
BEREITREZ o8
T
R 2013 &£ 7’2012
6 H30H 12 431 H
At 30 June At 31 December
2013 2012
AREETT AEEETT
HK$’'m HK$'m
BEHER Sovereigns 22,412 21,903
VA—2==C iV Public sector entities® 38 20
SRAT R HoAth 4 bt A Banks and other financial institutions 2,468 2,380
NEIE Corporate entities 2,956 2,573
27,874 26,876
* AR A PEEMEE T ATES * Included financial assets at fair value through profit or loss of HK$22 million (31 December 2012: HK$4
SRl E SN 0.22 fF71(2012 million) which are eligible to be classified as public sector entities under the Banking (Capital) Rules.

F12 § 31 H ;e 0.04 (%
TC) 1 ($RTE (A4 #iAl)
PEE ] Ry /N AL -

NPEE R AR 2 Rt Financial assets at fair value through profit or loss are analysed as follows:
BESFWOT:
R 2013 £ 2012 41
6 H30H 12H31H
At 30 June At 31 December
2013 2012
o BRI
HK$’'m HK$'m
% Treasury bills 14,627 17,210
FaEs Certificates of deposit 105 145
Htt A FEE(EE ABm 2 Other financial assets at fair value through
BRLEE profit or loss 13,142 9,521
27,874 26,876
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Notes to the Interim Financial Information (continued)

17. Derivative financial instruments

AEMEETIL AR - £
3R P i S e (R S FH B
T TREENFEEE
REREHZH

EISME & LRI AR K
Fo— HIE BE S YR
i MRS RSB A4
SRS e
—{EFSHHI &L BAE
R o EH ) R S
FEAYE AR AE R R —
T i S LM 2 i
TAMEY - BUNRER
2 40K B 1 T 7R 1771 2 B Y
RIFEELY TORIERAKHE
— B & & RS
HMRAYZ R R BT B
A TR R R R A

B~ MR R
15 ZCHAR [E) B 00 B g
B - BLIRYAE R
AT ~ FlR (CQUEER R
ELFEIMR) S0TEE (A
H SR HI]D By A LA Y
Fra & (s R ==
) - PRAE RS
b ZEL TR A

HNGEE ~ FI=R ~ B e a8 R
T o IR F R I RERY ¥ 7
(WD RBRET(FAT)
FEHEARACE — o B
BRI — E R N4 E
HIERE E ik (SURHIRE) =t
i (G —EBE
H el L ELARER (IR
) A—TEE - HEE
PO R e » HIRERYE 5
TR T — E AR
2 - AR SRR
FITESS e v 2 B o2
SIS 2 FTHERT (AR
LAFETEE 2 W) -

The Group enters into the following exchange rate, interest rate, commodity 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 contract 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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th HA R RS Rk e Notes to the Interim Financial Information (continued)
(&)

17. 74&eRTH (&) 17. Derivative financial instruments (continued)

AREFEZTTESMTES The contract/notional amounts and fair values of derivative financial instruments held by the
&/ HEENEE RN Group are set out in the following tables. The contract/notional amounts of these
SPEEEFIA T3 - B4 instruments indicate the volume of transactions outstanding at the balance sheet dates and
BT EHAEL “EEY certain of them provide a basis for comparison with fair value instruments recognised on the
WEAER R TN EEAE balance sheet. However, they do not necessarily indicate the amounts of future cash flows
FZHZRERZ S w1 involved or the current fair values of the instruments and, therefore, do not indicate the
FTEMTAEZ &4/ %% Group’s exposure to credit or market risks. The derivative financial instruments become
R AR T — (i B favourable (assets) or unfavourable (liabilities) as a result of fluctuations in foreign
EEABERAHERN S exchange rates, market interest rates, metal prices or equity prices relative to their terms.
P& E A EA S R AL The aggregate fair values of derivative financial instruments assets and liabilities can
o H2 BRI fluctuate significantly from time to time.

B ARACH B 0 2 B
HIEY PR IR A RE

M A 4 [ o B 5
b sl U - B LT
s i T B & S RO R Y
HERR ~ TEGAR ~ B
1 B i 17 1 23 (E A% HY
By 174 e T HAEE ]
REREAHIRIT AR (F@E)
AR (A HIE - &
LB R R I A
WERHTEED -

122



@ ¥ 8 447 (5 ) B BT

BANK OF CHINA (HONG KONG) LIMITED

S HARA B AR =E Notes to the Interim Financial Information (continued)
(&)

17. 74&eRTH (&) 17. Derivative financial instruments (continued)

RIS ETAE SR T The following tables summarise the contract/notional amounts of each class of derivative
Hir 201346 H 30 H iz financial instrument as at 30 June 2013 and 31 December 2012:

2012412 H 31 HZ&4Y

/A ERER

R 201346 530 H

At 30 June 2013
ARFERA
MEE
5 Not qualified N
=4 R for hedge dEst
Trading Hedging accounting Total
AREET AREERT BEEER  BEEER
HK$’'m HK$’'m HK$’'m HK$’'m
PEREHY Exchange rate contracts
BIHA ~ 2EHA R ERE Spot, forwards and futures 293,550 - - 293,550
PR Swaps 667,952 - - 667,952
SNERT 5 HARE Foreign currency options
- EHAIAE - Options purchased 8,479 - . 8,479
- B U - Options written 8,299 - - 8,299
978,280 - - 978,280
ESTES) Interest rate contracts
& Futures 754 - - 754
R HA Swaps 281,678 70,497 9,993 362,168
FlRHARE Interest rate options
- B LA A - Swaptions written 690 - - 690
283,122 70,497 9,993 363,612
Him 4y Commodity contracts 23,772 - - 23,772
Retntssady Equity contracts 2,687 - - 2,687
Hitr &4y Other contracts 67 . . 67
gzt Total 1,287,928 70,497 9,993 1,368,418
REFEHHE et E B Not qualified for hedge accounting: derivative transactions which do not qualify as hedges
e CERTTE (B0ER) #H1) for accounting purposes but are managed in conjunction with the financial instruments
R BRI AT A designated at fair value through profit or loss are separately disclosed in compliance with the
M EhAER  HHE requirements set out in the Banking (Disclosure) Rules.

TELLAHEESRERRA
JREY b T 2 — G B AY
PTEERTH -
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(&)

17. PTEERTE (8)

HEREL

B ~ B

58]

SNBSS Z IR
- HAMIE
- E

HRELY

s

58]

LS

B intEE &4y

HAh &4

HET

Exchange rate contracts

Spot, forwards and futures

Swaps

Foreign currency options

- Options purchased

- Options written

Interest rate contracts
Futures
Swaps

Commodity contracts

Equity contracts

Other contracts

Total
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17. Derivative financial instruments (continued)

7201212 H 31 H
At 31 December 2012

Notes to the Interim Financial Information (continued)

&R
gtk
[ T Not qualified b
HE JE iz ¥ for hedge HEEt
Trading Hedging accounting Total
AEETT  BEEsT BNaEsET BNEET
HK$'m HK$'m HK$'m HK$'m
270,913 - - 270,913
683,297 - - 683,297
4,821 - - 4,821
9,096 - - 9,096
968,127 - - 968,127
235 - - 235
284,906 46,872 8,646 340,424
285,141 46,872 8,646 340,659
20,481 - - 20,481
1,507 - - 1,507
69 - - 69
1,275,325 46,872 8,646 1,330,843
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17. PTEERTE (8)

AR AT A R
HY 2013 46 4 30 A}

2012 12 H 31 HZ AW

B

EREL
RIS ~ R
fa ]
SIS 7 5ItE
- A
- EHIE

ECoEy
i
p
RISt
- B

EERT=

M fr i ss E4Y

Exchange rate contracts

Spot, forwards and futures

Swaps
Foreign currency options
- Options purchased

- Options written

Interest rate contracts
Futures
Swaps
Interest rate options

- Swaptions written

Commodity contracts

Equity contracts

Total

17. Derivative financial instruments (continued)

7201356 530 H

Notes to the Interim Financial Information (continued)

The following tables summarise the fair values of each class of derivative financial instrument
as at 30 June 2013 and 31 December 2012:

At 30 June 2013
AVEEE AVHERR
Fair value assets Fair value liabilities

FRIEEA ARrERA

HEEA HHEEA

Not Not
WE gy qualified st WE  Egahp  qualified st

for hedge for hedge
Trading Hedging accounting Total Trading Hedging accounting Total
BWEET BWEET BWEET BWOET BABSEx BFEET  AWoET AFEErT
HK$’'m HK$’'m HK$’'m HK$’'m HK$’'m HK$’'m HK$’'m HK$’'m
14,590 14,590 (10,031) - - (10,031)
9,407 9,407 (5,232) - - (5,232)

81 81 - -
- (94) - - (94)
24,078 24,078 (15,357) - - (15,357)
2 2 (1) - - (1)
1,607 3,238 7 4,852 (2,125) (1,225) (67) (3,417)
. (3) - - (3)
1,609 3,238 7 4,854 (2,129) (1,225) (67) (3,421)
2,356 2,356 (2,006) - - (2,006)
131 131 (135) - - (135)
28,174 3,238 7 31,419 (19,627) (1,225) (67)  (20,919)
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(&)

17. 74 &/TE (&) 17. Derivative financial instruments (continued)

2012412 H31H
At 31 December 2012

INEEE NHEEE
Fair value assets Fair value liabilities
A& ArFERA
Fapii- Fips Fapi EApES
Not Not
Ee gy Qualified dast HE  Egghe  qualified st
for hedge for hedge
Trading Hedging accounting Total Trading Hedging  accounting Total
AEEHETT BREET BYOET BYOET BEOET EEOET  BRNOET BEOET
HK$'m HK$'m HK$'m HK$'m HK$'m HK$'m HK$'m HK$'m
[EREL Exchange rate contracts
BITHA ~ i R A S Spot, forwards and futures 17,257 - - 17,257 (13,001) - - (13,001)
FHA Swaps 7,538 - - 7,538 (2,604) - - (2,604)
HINFEERT S HARE Foreign currency options
- EAHARE - Options purchased 23 - - 23 - - - -
- B HARE - Options written - - - - (28) - - (28)
24,818 - - 24,818 (15,633) - - (15,633)
FIREL Interest rate contracts
HiE Futures 1 - - 1 _ _ _ R
2R Swaps 2,231 3,338 24 5,593 (3,157) (1,693) (89) (4,939)
2,232 3,338 24 5,594 (3,157) (1,693) (89) (4,939)
g Commodity contracts 818 - - 818 (488) - - (488)
etz ady Equity contracts 10 - - 10 (10) - _ (10)
4t Total 27,878 3,338 24 31,240 (19,288) (1,693) (89)  (21,070)
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follows:

Exchange rate contracts
Forwards
Swaps
Foreign currency options
- Options purchased
Interest rate contracts
Swaps
Commodity contracts
Equity contracts

17. Derivative financial instruments (continued)

Notes to the Interim Financial Information (continued)

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

2013 &£ 2012 £
6 H30H 12 H31H
At 30 June At 31 December
2013 2012
BEEETT BEEETT
HK$’'m HK$'m
744 462

5,317 3,607

61 10

1,363 913

9 6

105 38

7,599 5,036

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.

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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201346 H30H &
R L TR R S
13.39 (&7 (2012412 A
31 H : AH 1434 fF7T) -

#2013 £ 6 H 30 AK
2012 12 H 31 H » ¥
SEIE N AR A AT B

HEff -

T EEEITE S EROE
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Notes to the Interim Financial Information (continued)

18. Advances and other accounts

Personal loans and advances
Corporate loans and advances

Advances to customers*
Loan impairment allowances

- Individually assessed
- Collectively assessed

Trade bills

Total

#2013 &£ 2012
6 530H 125431 H
At 30 June At 31 December
2013 2012
BEHET BEEET
HK$’'m HK$'m
247,112 238,647
583,575 539,562
830,687 778,209
(800) (736)
(3,320) (2,969)
826,567 774,504
58,644 45,180
885,211 819,684

As at 30 June 2013, advances to customers included accrued interest of HK$1,339 million

(31 December 2012: HK$1,434 million).

As at 30 June 2013 and 31 December 2012, no impairment allowance was made in respect

of trade bills.

* Included advances to customers denominated in HK dollars of HK$549,460 million (31 December 2012:
HK$520,596 million) and US dollars equivalent to HK$189,147 million (31 December 2012: HK$177,019

million).
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(&)
19. BEGE 19. Investment in securities
(a) Mt HERS (a) Available-for-sale securities
EBES  HAE Debt securities, at fair value
N
- REELT - Listed in Hong Kong
- INEABLI B - Listed outside Hong Kong
- JE b - Unlisted
FEGE o A HEANR Certificates of deposit, at fair value
- REELT - Listed in Hong Kong
- REBLISN BT - Listed outside Hong Kong
- JE b - Unlisted
Beinag sz o HAEE Equity securities, at fair value
NS
- JE b - Unlisted
(b) FFEZFIHRES (b) Held-to-maturity securities
B85 o A Debt securities, at amortised cost
AR
- EEES - Listed in Hong Kong
- REBLSN BT - Listed outside Hong Kong
- JE b - Unlisted
FEGE o HEsE R A Certificates of deposit, at amortised cost
NS
- JE b - Unlisted
TR B ZE Impairment allowances
(c) SR FEBGK (c) Loans and receivables
IE b - s A Unlisted, at amortised cost
NS
=t Total
FAEEIIMH Y Eriisgs Market value of listed held-to-maturity
e securities

129

#2013 &£ 2012 4
6 530H 12531 H
At 30 June At 31 December
2013 2012
AW EET BBEET
HK$’'m HK$'m
28,301 20,252
112,036 99,965
140,337 120,217
176,045 244,552
316,382 364,769
501 -
1,078 1,375
1,579 1,375
72,247 69,379
73,826 70,754
1,231 1,043
391,439 436,566
710 948
1,807 4,206
2,517 5,154
2,574 7,325
5,091 12,479
310 874

5,401 13,353

(8) 9)

5,393 13,344
13,018 9,234
409,850 459,144
2,574 5,218
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Notes to the Interim Financial Information (continued)

19. Investment in securities (continued)

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

AR E S TREZ D

BAE -
72013426 530 H
At 30 June 2013
BEZE
THEESEs  IHIHES SRR
Available- Held-to- Loans
for-sale maturity and =t
securities securities receivables Total
AEEET AYEER AEEHET AEEET
HK$’'m HK$’m HK$’'m HK$’'m
BEHEHE Sovereigns 64,870 806 - 65,676
N 2N Public sector entities* 45,242 321 - 45,563
SRAT R oM< Rl Banks and other financial
institutions 224,297 3,691 11,320 239,308
INERE Corporate entities 57,030 575 1,698 59,303
391,439 5,393 13,018 409,850
2012412 H 31 H
At 31 December 2012
ez
R EEs FIIHES  ERURERGK
Available- Held-to- Loans
for-sale maturity and 4
securities securities receivables Total
BEHET  BEEETC BEETT BEHET
HK$'m HK$'m HK$'m HK$'m
=t Sovereigns 151,894 1,711 - 153,605
NIRRT Public sector entities* 39,913 1,278 - 41,191
SRAT R Eo 4 Rl Banks and other financial
institutions 205,426 9,294 8,077 222,797
INEIEE Corporate entities 39,333 1,061 1,157 41,551
436,566 13,344 9,234 459,144

* Included available-for-sale securities of HK$24,499 million (31 December 2012: HK$20,974 million) and
held-to-maturity securities of HK$241 million (31 December 2012: HK$248 million) which are eligible to

L A Tt R R
244.99 fiEiC (2012 42 12 A
31 H : Al 209.74 {8iT) K
FAEEIHHBREN 241
&5 (2012 £ 12 H 31 H :
AN 2.48 fETTOEGRTHR(E
A RN NEERT Ry N E AL

be classified as public sector entities under the Banking (Capital) Rules.
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Notes to the Interim Financial Information (continued)

19. Investment in securities (continued)

20.

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

T EEZ FEZRFIHHE
Available-for-sale Held-to-maturity
securities securities
2013 £ 2012 & #H 2013 &£ i’ 2012 &
6 H30H 12 H31H 6530H 12H31H
At 30 June At 31 December At 30 June At 31 December
2013 2012 2013 2012
AEEET BEEET AWEET B EETT
HK$’m HK$'m HK$’'m HK$'m
Treasury bills 40,548 115,637 568 885
Certificates of
deposit 73,826 70,754 310 874
Others 277,065 250,175 4,515 11,585
391,439 436,566 5,393 13,344
Investment properties
2013 £ ~ 2012 4
6 H30H 12H31H
At 30 June At 31 December
2013 2012
AW EET BEEET
HK$’'m HK$'m
At 1 January 14,364 12,441
Additions - 2
Disposals - (62)
Fair value gains 204 1,885
Reclassification from properties, plant and
equipment (Note 21) 137 98
At period/year end 14,705 14,364
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HR20124E12 H31 HZ
MR HE

21. Properties, plant and equipment

Net book value at
1 January 2013

Additions

Disposals

Revaluation

Depreciation for the period (Note 10)

Reclassification to investment
properties (Note 20)

Exchange difference

Net book value at
30 June 2013

At 30 June 2013

Cost or valuation

Accumulated depreciation and
impairment

Net book value at
30 June 2013

Net book value at
1 January 2012
Additions
Disposals
Revaluation
Depreciation for the year
Reclassification to investment

properties (Note 20)
Exchange difference

Net book value at
31 December 2012

At 31 December 2012

Cost or valuation

Accumulated depreciation and
impairment

Net book value at
31 December 2012
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Notes to the Interim Financial Information (continued)

B - BIE

iy

Equipment,
BE fixtures and aast
Premises fittings Total
AYEET AYEEHET AREET
HK$’'m HK$’'m HK$’'m
46,178 2,522 48,700
53 198 251
O] - Q]
1,492 - 1,492
(467) (337) (804)
(137) - (137)
8 5 13
47,126 2,388 49,514
47,126 7,763 54,889
- (5,375) (5,375)
47,126 2,388 49,514
37,049 2,566 39,615
358 672 1,030
(147) 9) (156)
9,792 - 9,792
(778) (708) (1,486)
(98) - (98)
2 1 3
46,178 2,522 48,700
46,178 7,714 53,892
- (5,192) (5,192)
46,178 2,522 48,700
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T HARA AR EE Notes to the Interim Financial Information (continued)
(&)
21. Y2 - B R 21. Properties, plant and equipment (continued)
(&)
A FE 2 A B B (B The analysis of cost or valuation of the above assets is as follows:
ST

=%~ EE
B e
Equipment,
RBE fixtures and e
Premises fittings Total
AEET AW EET e ET
HK$’'m HK$’'m HK$’'m
201346 H 30 H At 30 June 2013
Dz (=l At cost - 7,763 7,763
Hh{E At valuation 47,126 - 47,126
47,126 7,763 54,889
2012412 H 31 H At 31 December 2012
FRAE At cost - 7.714 7.714
FAh{E At valuation 46,178 - 46,178
46,178 7,714 53,892
22, HifrEE 22. Other assets
2013 & i+ 2012 4
6 H30H 12H31H
At 30 June At 31 December
2013 2012
AEEHET A EIT
HK$’'m HK$'m
IEEYES Repossessed assets 45 18
H5EE Precious metals 4,840 6,610
TEHETE K Fa (& Accounts receivable and prepayments 14,390 15,303
19,275 21,931
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23. NPEEEEFAIEZE  23. Financial liabilities at fair value through profit or loss
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BB H 498 S T
AANZEE VB 4 08
7t (2012412 H 31 HiR
TE Ry Lo P EE (B AR
i Z A AR TI{E L
AEEE R EI H & E (T
TRAANZZHEL B 1
HETT) - HEAEERE
e E AR e (s
ANz Z ERA R 2N
EHED SN R ER
SPEMAD WAEK -

Notes to the Interim Financial Information (continued)

R 2013 £ 2012 4
6 H30H 12H31H
At 30 June At 31 December
2013 2012
AREETT A E T
HK$’m HK$'m
Trading liabilities
- Short positions in Exchange Fund Bills and Notes
14,548 17,331
Financial liabilities designated at fair value through
profit or loss
- Structured deposits (Note 24) 4,534 2,841
19,082 20,172

The carrying amount of financial liabilities designated at fair value through profit or loss as at
30 June 2013 is less than the amount that the Group would be contractually required to pay
at maturity to the holders by HK$4 million (the carrying amount of financial liabilities
designated at fair value through profit or loss as at 31 December 2012 is more than the
amount that the Group would be contractually required to pay at maturity to the holders by
HK$1 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 own
credit risk is insignificant.
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Notes to the Interim Financial Information (continued)

24. Deposits from customers

R® 2013 &£ 2012 &
6 H30H 12H31H
At 30 June At 31 December
2013 2012
AW EET BEEET
HK$’'m HK$'m
Current, savings and other deposit accounts
(per balance sheet) 1,265,269 1,232,954
Structured deposits reported as financial liabilities at
fair value through profit or loss (Note 23)
4,534 2,841
1,269,803 1,235,795
Analysed by:
Demand deposits and current accounts
- corporate 80,679 78,707
- personal 20,992 20,553
101,671 99,260
Savings deposits
- corporate 183,682 204,212
- personal 381,075 400,719
564,757 604,931
Time, call and notice deposits
- corporate 368,232 302,235
- personal 235,143 229,369
603,375 531,604
1,269,803 1,235,795
25. Debt securities in issue at amortised cost
72013 4 2012 4
6 530H 12H31H
At 30 June At 31 December
2013 2012
BEEEET BT ETT
HK$’m HK$'m
Senior notes under the Medium Term Note
Programme 5,762 5,919
Other debt securities 4 4
5,766 5,923

135



©)

¥ &) 4 £5(mm)HmAT

BANK OF CHINA (HONG KONG) LIMITED

AR B B
(&)

26.

27.

HAIRIE R Rt

AR
R

EfHEE

201346 530 H > &
A AT 16817 (&
gt (2012412 H31 0 :
A 180.29 (BT ) RLIF
JBURA SRR B B SR DAR
R ZAEFRM - 0t
Hh o AEEEE LA
TheRE (% 58 77 S SRR
iz B Rl 0.92 (87T
(201212 A 31 H 3#
s 4.38 {BIT) - REERK
ERIEFAREEN 25
JEE S HE Ry NS 169.57 3T
(20124F 12 H 31 H: &
s 185.96 {8yT) » WL
7 PRSI R TAE
RS, K THSEE
B -

Notes to the Interim Financial Information (continued)

26.

27.

Other accounts and provisions
R 2013 &£ 2012 4
6 530H 12H31H
At 30 June At 31 December
2013 2012
BEEET B EET
HK$’'m HK$'m
Other accounts payable 44,427 47,224
Provisions 335 344
44,762 47,568

Assets pledged as security

As at 30 June 2013, liabilities of the Group amounting to HK$16,817 million (31 December
2012: HK$18,029 million) were secured by assets deposited with central depositories to
facilitate settlement operations. In addition, the liabilities of the Group amounting to HK$92
million (31 December 2012: HK$438 million) were secured by debt securities and bills related
to sale and repurchase arrangements. The amount of assets pledged by the Group to secure
these liabilities was HK$16,957 million (31 December 2012: HK$18,596 million) mainly
included in “Trading securities”, “Available-for-sale securities” and “Trade bills”.
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Notes to the Interim Financial Information (continued)

28. Deferred taxation

RERIE RS
MEAIFEA25% TS 5T
FoOBEEAMR BB
B A o P S B A
T B W 2 BT I 1 7 4
TEFEsE -

Deferred tax is recognised in respect of the temporary differences arising between the tax
bases of assets and liabilities and their carrying amounts in this interim financial information
in accordance with HKAS 12 “Income Taxes”.

AEAHENZIRENRIH

The major components of deferred tax (assets)/liabilities recorded in the balance sheet,

(&EFE) / ABEFHEEE and the movements during the first half of 2013 and the year ended 31 December 2012 are
PAR HAF 20134 |4 5 as follows:
N ZE2012FE12H31H 1E
T ST
20136 H30H
At 30 June 2013
TnEEHTE HAtr
R Wi
Accelerated Y E L BEEHE Other
tax Property B5iE  Impairment temporary wE=t
depreciation _ revaluation Losses allowance  differences Total
BETET BREERT  BREET  B¥TERx  B¥OET  B¥OERT
HK$’'m HK$’'m HK$’'m HK$’'m HK$’'m HK$’'m
#2013 &£ At 1 January
1H1H 2013 559 6,772 - (492) 508 7,347
(&50) 8 (Credited)/charged
S EsTR to income
(FfFEE 13) statement
(Note 13) (14) (65) - (72) 15 (136)
fEst,/ (&5) Charged/(credited)
HA2mE to other
F comprehensive
income - 230 - - (796) (566)
PR 0 752 Exchange
difference - 1 - (1) (1) (1)
#2013 £ At 30 June
6 H30H 2013 545 6,938 - (565) (274) 6,644
7201212 H 31 H
At 31 December 2012
fnaTes FHt
AR B AR
Accelerated Y E G B Other
tax Property 5iE Impairment temporary 4l
depreciation revaluation Losses allowance differences Total
AWEETT M E T B ETT BIEETT  BNEETT BEEETC
HK$'m HK$'m HK$'m HK$'m HK$'m HK$'m
2012 £ At 1 January
1H1H 2012 546 5,299 - (451) (97) 5,297
fgst (&50) Charged/(credited)
e to income
statement 13 (127) - (41) (4) (159)
fEE A 2T Charged to other
ez comprehensive
income - 1,600 - - 609 2,209
#2012 4F At 31 December
12H31H 2012 559 6,772 - (492) 508 7,347
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Notes to the Interim Financial Information (continued)

28. Deferred taxation (continued)

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

#2013 4 i~ 2012 4
6 530H 12 531 H
At 30 June At 31 December
2013 2012
BEEHETT BEEETT
HK$’'m HK$'m
Deferred tax assets (79) (59)
Deferred tax liabilities 6,723 7,406
6,644 7,347
72013 2012
6 530H 12H31H
At 30 June At 31 December
2013 2012
AEEET AT E T
HK$’'m HK$'m
Deferred tax assets to be recovered after more than
twelve months (61) (44)
Deferred tax liabilities to be settled after more than
twelve months 6,955 6,847
6,894 6,803

As at 30 June 2013, the Group has not recognised deferred tax assets in respect of tax
losses amounting to HK$8 million (31 December 2012: HK$5 million). These tax losses do
not expire under the current tax legislation.
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29. #IEEaE 29. Subordinated liabilities
2013 &£ 2012 &
6 H30H 12H 31 H
At 30 June At 31 December
2013 2012
AW EET BEEET
HK$’'m HK$'m
BEE > HENRATE Subordinated loans, at amortised cost
6.60 {EEsE" EUR660m* - 6,749
BEERE > FEBNRAR Subordinated notes, at amortised cost with
N EEH RS fair value hedge adjustment
25.00 &= USD2,500m** 20,577 22,006
YA Total 20,577 28,755
7 2008 4F > R AR ES In 2008, BOCHK obtained floating-rate subordinated loans from BOC, the intermediate
AR [EH] 7 [ B N ] holding company of the Group. The subordinated loans are repayable prior to maturity after
B SRTTHE L2 8 E R1vik the first 5-year tenure at the option of the borrower. During the period, HKMA has approved
BB - 3% SR E BT BOCHK to early repay the subordinated loans.
B 5 FERUHERIEERA
ZEETER N 28
JE Tt SR R RAE
BIREE -
A 2010 4 - iR AT In 2010, BOCHK issued listed subordinated notes with an aggregate amount of USD2,500
4EfE 25.00 B3 L million.
B -
IESE KA E B R E Amounts qualified as Tier 2 capital instruments/supplementary capital for regulatory
RER IERZ1%RE purposes are shown in Note 3.4(B).
BfEeE - RIEE 3.4(B)
PR o
* MEEEESA—R EDS * Interest rate at 6-month EURIBOR plus 0.85% for the first 5 years, 6-month EURIBOR plus 1.35% for
AER 2 B 6 H BT RTT the remaining tenure payable semi-annually, due June 2018. It has been fully repaid during the
[E] 347 . 10.85% » FE/6s period.
HARE R F 2R Ry 6 H BT
$RATEZEHFE01.35% »
20184F6 H ZIHA - HLIHR (E
HEROENHAREEE -
o FIEEPEES R & ** Interest rate at 5.55% per annum payable semi-annually, due February 2020.
F2:5.55% » 20204£2 F F|
HE o
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(&)
30. g 30. Share capital
2013 4 J#* 2012 4
6 H30H 12H31H
At 30 June At 31 December
2013 2012
AEETT AT
HK$’'m HK$'m
EIE Authorised:
100,000,000,000 R 100,000,000,000 ordinary shares
E{EAENE 1 T2 m of HK$1 each 100,000 100,000
ERITREVE * Issued and fully paid:
43,042,840,858 R 43,042,840,858 ordinary shares
TN 1 T iR of HK$1 each 43,043 43,043
31. & 31. Reserves
REEEAHA R AFHRAY 5 The Group’s reserves and the movements therein for the current and prior periods are
SHE S BN EE 49 presented in the condensed consolidated statement of changes in equity on pages 49 to
£ 50 HZZ4naEin 50.
BEE -
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32. FHELESHERESR  32. Notes to condensed consolidated cash flow statement

btz

(a) &= RAIEEERIAT
KBRS 7S

AR

A pingl

e
AL R
PrERURRE 2 ([l

s < Bk (FERUel

TR
‘BB D)
JEEH F s 3 (HH 2

TRIBERAT S HoAt <2

TRIBRVAS BF 2~ SEE)
JEE(HA H s 3 (EH 2

FESRAT R HoA - RS

2 SE R )
AR AR
SR 2
74 S TR S8
EEHCR S BETE )

HHILE 2 2T
SfigE 2 2
ST R
R G 2 8
AR AR
SR 2
B E)
HEBRBHLA 84172 5675
5 B
LA R - )
VR

RIS owiian

B HeRET
BT
- BHAIE
- EAFIE
- BlE

taxation

Operating profit

Depreciation

Net charge of impairment allowances

Unwind of discount on impairment allowances
Advances written off net of recoveries

Change in subordinated liabilities

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

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

Change in financial assets at fair value through
profit or loss

Change in derivative financial instruments

Change in advances and other accounts

Change in investment in securities

Change in other assets

Change in deposits and balances from banks
and other financial institutions

Change in financial liabilities at fair value
through profit or loss

Change in deposits from customers

Change in debt securities in issue at amortised
cost

Change in other accounts and provisions

Effect of changes in exchange rates

Operating cash outflow before taxation
Cash flows from operating activities included:
- Interest received

- Interest paid
- Dividend received
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(a) Reconciliation of operating profit to operating cash outflow before

PEEHE FELEHEE
2013 £ 2012 &

6 H30H 6 H30H
Half-year ended  Half-year ended
30 June 30 June
2013 2012
AEREET AT
HK$’'m HK$'m
13,108 12,175
804 719

371 85

9) (4)

46 59
(1,231) 398
1,872 (8,875)
12,706 590
(2,447) (2,760)
(330) (345)
(65,942) (30,838)
4,452 (23,191)
2,652 (4,946)
(34,539) (122,649)
(1,090) 6,986
32,315 36,297
(157) (76)
(2,806) 832
2,644 2,722
(37,581) (132,821)
17,390 16,463
5,155 4,831

21 16
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(%48)
32. H{ELEEHEMESR 32. Notes to condensed consolidated cash flow statement (continued)
ffeE (4)
(b) JREREFHRELSEE (b) Analysis of the balances of cash and cash equivalents
EEath
#2013 &£ 2012 £
6 H30H 6 H30H
At 30 June At 30 June
2013 2012
BEEHETL BEEET
HK$’'m HK$'m
JEE B e S SR EH H Cash and balances with banks and other
F 3 {HB N ZF financial institutions with original maturity
BRAT S LA < b within three months
R4S ER 164,231 128,584
FEHIE A3 (EH N2 Placements with banks and other financial
TESRAT B Ho A 4 Fi institutions with original maturity within three
T 2 E B months 9,344 22,799
JFEIEAHE AN Treasury bills with original maturity within three
[ months 13,032 44,513
JHEHEHAE 3 (E A N Certificates of deposit with original maturity
kS within three months 847 1,210
187,454 197,106
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Notes to the Interim Financial Information (continued)

33. Contingent liabilities and commitments

The following is a summary of the contractual amounts of each significant class of contingent
liability and commitment and the aggregate credit risk weighted amount:

2013 & 2012 4

6 H30 H 12H 31 H

At 30 June At 31 December

2013 2012

AREEET B EETT

HK$’'m HK$'m

Direct credit substitutes 17,339 14,168

Transaction-related contingencies 16,715 11,681

Trade-related contingencies 47,419 45,412
Commitments that are unconditionally cancellable

without prior notice 360,212 320,782

Other commitments with an original maturity of

- up to one year 13,623 18,988

- over one year 57,963 52,743

513,271 463,774

Credit risk weighted amount 58,025 59,008

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

143



@ ¥ 8 447 (5 ) B BT

BANK OF CHINA (HONG KONG) LIMITED

th HA R RS Rk e Notes to the Interim Financial Information (continued)
(&)

34. BARKIE 34. Capital commitments
AREBRNAFEMHE The Group has the following outstanding capital commitments not provided for in this interim
ok 2 B AR RIS B R financial information:
aWr:
72013 £ 2012 4F
6 H530H 12 H31H
At 30 June At 31 December
2013 2012
BEEET AR & T
HK$’'m HK$'m
AL R S5 4 E A R Authorised and contracted for but not provided for 455 325
EALAEEREL Authorised but not contracted for 19 1
474 326
DA B AR R AR o3 Ry e The above capital commitments mainly relate to commitments to purchase computer
Mg A > EE RS R R equipment and software, and to renovate the Group’s premises.
REEZBFEETEZ
HRYE -
35. KEFHHERE 35. Operating lease commitments
(a) fERRFEA (a) As lessee
s NEIR - The Group has commitments to make the following future minimum lease payments
THEEY > T A% under non-cancellable operating leases:
B R 2R A B FH & R
PR 2 B &
2013 4 2012 4
6 H30H 12 H 31 H
At 30 June At 31 December
2013 2012
AW EET BBEET
HK$’'m HK$'m
Retife SH Land and buildings
- A 14 - not later than one year 692 679
1D EE SR - later than one year but not later than five
years 1,222 1,183
-5 % - later than five years 399 446
2,313 2,308
EFE TR B Certain non-cancellable operating leases included in the table above were subject to
48 2 FH 4 T B 7 s R renegotiation and rent adjustment with reference to market rates prevailing at specified
S HE > HE agreed dates or according to the special conditions as stipulated in the leases.

S 4% FH 49 A R 1 IGR
FRETEA TR B B -
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ERUETEA

RIS AT 2 82
HEL T A
HEFHET B ZRAH
BATH L fRe BB 8 -

it AR
- R 1 5
-1ED EESER

AREEDKEHEER
GERRE - E7/E SNQ S
20) ; HHEAEHIEE H 1
HFE 3 - HARK—
AEORTH IR L R &
B RH &It - DRI
FES T35 Z IR0 T e R
T -

Notes to the Interim Financial Information (continued)

35. 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:

2013 J* 2012 4
6 H30H 12H31H
At 30 June At 31 December
2013 2012
AREHET A EETT
HK$’'m HK$'m
Land and buildings

- not later than one year 374 414

- later than one year but not later than five
years 391 273
765 687

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 rent
adjustments according to the prevailing market conditions at the expiration of the lease.
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Notes to the Interim Financial Information (continued)

36. Segmental reporting

G ] T RS Y O 5
AT B - T B A UL
A~ BERITFIERIEE - i
0% K EFH - BRI
By R =EEBIE - &
T B8 ASRIT5EH ~ 4
EIMTHEBNMEES - ¥
BRI TEENR A EE R
Jigh B SRR - I LR
1Ty RPC (% P RifA ~
B B — B

{IEL SR T AL SE SR TS 47
MRS EIVIRITRES -
BRESIE E 8500
B~ B S AH B Y
FHAME GRS - B R IR
WREdn ~ SNEESERS S TR E
5 EASRITEBREE
ERBEANES > MkER
ITHEBSEERIRBAFE
F o ZERMEEGSR  BRT
HEREN  HamEms
BEHREE £ ~ FIFRFINE
BT T A B £
BEAREERAFHE - 1%
BV - IERE RIE N
B ARG -

EBRNEARE - A~ I
A T BB AR
PSR A At
RT3 & - S E R
ELE I N 2% SR AR 5
VO -EIIVE= it Pagt E S
TEEREVEERY - B R A&
HITERE > B E R S
MR IRHIEE - EEELL
G R Rt - W58 H
A R

AL B A By
MEBWA > W B EEEA
B EEE N B ARE
HIZERS » NIRRT A S5 0 35
HYFI S WA B 32 H BT
BITR ©

The Group manages the business mainly from a business segment perspective and over
90% of the Group’s revenues, profits before tax and assets are derived from Hong Kong.
Currently, three operating segments are identified which 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.

Both Personal Banking and Corporate Banking provide general banking services including
various deposit products, overdrafts, loans, credit cards, trade related products and other
credit facilities, investment and insurance products, and foreign currency and derivative
products, etc. Personal Banking mainly serves retail customers while Corporate Banking
mainly deals with corporate customers. Treasury manages the funding and liquidity, and
the interest rate and foreign exchange positions of the Group in addition to proprietary
trades. “Others” mainly represents Group’s holdings of premises, investment properties,
equity investments and interests in associates and a joint venture.

Measurement of segment assets, liabilities, income, expenses, results and capital
expenditure is based on the Group’s accounting policies. The segment information includes
items directly attributable to a segment as well as those that can be allocated on a
reasonable basis. Inter-segment funding is charged according to the internal funds transfer
pricing mechanism of the Group, which is primarily based on market rates with the
consideration of specific features of the product.

As the Group derives a majority of revenue from interest and the senior management relies
primarily on net interest income in managing the business, interest income and expense for
all reportable segments are presented on a net basis.
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36. Segmental reporting (continued)

Half-year ended

30 June 2013

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

Net fee and commission
income

Net trading gain/(loss)

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

Net gain on other financial
assets

Other operating income

Net operating income
before impairment
allowances

Net (charge)/reversal of
impairment allowances

Net operating income
Operating expenses

Operating profit/(loss)

Net gain from disposal
offfair value
adjustments on
investment properties

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

Share of profits less
losses after tax of
associates and a joint
venture

Profit/(loss) before
taxation

At 30 June 2013

Assets

Segment assets

Interests in associates
and a joint venture

Liabilities
Segment liabilities

Half-year ended

30 June 2013

Other information
Capital expenditure
Depreciation
Amortisation of securities

Notes to the Interim Financial Information (continued)

EASRT T
Personal  Corporate 6324 HAth Nt etiisin ] ey
Banking Banking Treasury Others Subtotal Eliminations  Consolidated
ENEET EYEEL BFEEL  BFEEL  BBEET EREET ANEET
HK$’'m HK$’m HK$’m HK$’'m HK$’m HK$’m HK$’m
849 4,977 6,590 1 12,417 - 12,417
2,846 764 (3,395) (215) - - -
3,695 5,741 3,195 (214) 12,417 - 12,417
2,797 1,863 55 109 4,824 (111) 4,713
336 161 1,136 (36) 1,597 - 1,597
- - (34) - (34) - (34)
- 5 97 - 102 - 102
12 1 - 774 787 (525) 262
6,840 7,771 4,449 633 19,693 (636) 19,057
(115) (257) 1 - (371) - (371)
6,725 7,514 4,450 633 19,322 (636) 18,686
(3,153) (1,641) (532) (888) (6,214) 636 (5,578)
3,572 5,873 3,918 (255) 13,108 - 13,108
- - - 204 204 - 204
- - - 4 4 - 4
- - - 13 13 - 13
3,572 5,873 3,918 (34) 13,329 - 13,329
276,028 630,301 799,027 64,469 1,769,825 (5,511) 1,764,314
- - - 270 270 - 270
276,028 630,301 799,027 64,739 1,770,095 (5,511) 1,764,584
702,005 597,602 309,407 17,532 1,626,546 (5,511) 1,621,035
6 1 - 244 251 - 251
166 89 38 511 804 - 804
- - 298 - 298 - 298
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BANK OF CHINA (HONG KONG) LIMITED

36. Segmental reporting (continued)

(Restated)
Half-year ended
30 June 2012
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 other financial
assets

Other operating income

Net operating income
before impairment
allowances

Net (charge)/reversal of
impairment allowances

Net operating income
Operating expenses

Operating profit/(loss)

Net gain from disposal
offfair value
adjustments on
investment properties

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

Share of profits less
losses after tax of
associates and a joint
venture

Profit before taxation

At 31 December 2012

Assets

Segment assets

Interests in associates
and a joint venture

Liabilities
Segment liabilities

Half-year ended
30 June 2012
Other information
Capital expenditure
Depreciation

Amortisation of securities

A DR EAMZ 28053

Notes to the Interim Financial Information (continued)

{EASRT RHESRIT
Personal Corporate WAESERS FHAth /Nt EOHES o=y
Banking Banking Treasury Others Subtotal Eliminations Consolidated
AisEET  BRaET  AREaET SNaET BEEEc HlEET HlEET
HK$'m HK$'m HK$'m HK$'m HK$'m HK$'m HK$'m
426 4,408 6,897 2 11,733 - 11,733
2,752 306 (2,800) (258) - - -
3,178 4,714 4,097 (256) 11,733 - 11,733
2,115 1,755 72 55 3,997 (43) 3,954
274 177 744 (17) 1,178 - 1,178
- - 24 - 24 - 24
- 1 354 - 355 - 355
20 - - 703 723 (475) 248
5,587 6,647 5,291 485 18,010 (518) 17,492
(77) (15) 7 - (85) - (85)
5,510 6,632 5,298 485 17,925 (518) 17,407
(2,745) (1,489) (596) (920) (5,750) 518 (5,232)
2,765 5,143 4,702 (435) 12,175 - 12,175
- - - 1,030 1,030 - 1,030
2) 1) - 119 116 - 116
- - - 13 13 - 13
2,763 5,142 4,702 727 13,334 - 13,334
266,839 573,803 870,488 63,103 1,774,233 (5,772) 1,768,461
- - - 259 259 - 259
266,839 573,803 870,488 63,362 1,774,492 (5,772) 1,768,720
716,696 551,508 346,561 18,863 1,633,628 (5,772) 1,627,856
15 3 - 285 303 - 303
159 83 45 432 719 - 719
- 48 - 48 - 48
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TRYREALSE - 2T
RS AR R R A A A
IR AR A e Rl L H 5%

T%E :

EE Assets

PiEER TR Derivative financial
instruments

Hi&E Other assets

4ast Total

b=t Liabilities

TSR TR Derivative financial
instruments

Hithefg Other liabilities

e
G
auk
—+

Total

Notes to the Interim Financial Information (continued)

37. Offsetting financial instruments

The following tables present details of financial instruments subject to offsetting, enforceable
master netting arrangements and similar agreements.

R20134£6 530 H

At 30 June 2013
FRENBEAFRPEHZ
THRESEE
REECEsET NEEams Related amounts
B OIS thESRAySmE hot set off in the balance
[ BlE A BB sheet
BEWEEE Gross amounts Net amounts
Gross of recognised of financial BWEZ
amounts of financial assets HEHN
recognised liabilities set presented in SRITE Cash
financial off inthe the balance Financial collateral pzzc]
assets balance sheet sheet instruments received Net amount
BEEETT BEEETT BEEET A¥OET  B¥OET  B¥EER
HK$’'m HK$’m HK$’m HK$’'m HK$’'m HK$’'m
14,905 - 14,905 (7,124) (1,966) 5,815
11,639 (9,212) 2,427 - - 2,427
26,544 (9,212) 17,332 (7,124) (1,966) 8,242
7201346 H30H
At 30 June 2013
FENBEABERPEHZ
NREAKE THRAR
RAEAERT $5pNeE  Related amounts
CHI4R EYNTHTS EEB5E not set off in the balance
=it Bh¥EEELESH  Net amounts sheet
Gross Gross amounts of financial B
amounts of  of recognised liabilities &
recognised financial assets presented in ST HE Cash
financial set off in the the balance Financial collateral Pzt
liabilities balance sheet sheet instruments pledged Net amount
ARrEET BEEETT EeEEr  ARoET  BYaEn  BYEET
HK$’'m HK$’'m HK$’'m HK$’'m HK$’'m HK$’'m
9,263 - 9,263 (7,124) - 2,139
9,754 (9,212) 542 - - 542
19,017 (9,212) 9,805 (7,124) - 2,681
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37. @RI TE IS (&) 37. Offsetting financial instruments (continued)

HiE
PSR T A

Ffth &R

Wzt

&R
PTEERTE

HAtr & i1

CRY
h=1112
—+

Assets

Derivative financial
instruments

Other assets

Total

Liabilities

Derivative financial
instruments

Other liabilities

Total

REEFETTVEIMIE LA
TFEEE RAR R o HE R AEY
BH M BSREN S - RIE—
5T 2 AR R B TR TR

e
4EE -

w2012 12 H31 H
At 31 December 2012

RENEEAFRTHHEZ
THRAEAH

WREAmED NaEas Related amounts
S Ol hybRiy4m  notset off in the balance
CEEaR Rl (4R i 4 sheet
LEW%E  Gross amounts  Net amounts
Gross of recognised of financial EE
amounts of financial assets RS
recognised liabilities set presented in SR T H Cash
financial off in the the balance Financial collateral TR
assets  balance sheet sheet instruments received  Net amount
AHEEETT A EETT BHEETT AEEETT  BEET BYEET
HK$'m HK$'m HK$'m HK$'m HK$'m HK$'m
13,443 - 13,443 (6,179) (3,245) 4,019
15,452 (9,939) 5,513 - - 5,513
28,895 (9,939) 18,956 (6,179) (3,245) 9,532
201212 H 31 H
At 31 December 2012
FEREEABEZPIRH
NEEAME I 48
WREEREES  PHLRATER Related amounts
e 2 O Gffpgn  notsetoffin the balance
& (i FIARELSSE  Net amounts sheet
Gross Gross amounts of financial [Stiviid
amounts of of recognised liabilities b LT
recognised financial assets presented in ST E Cash
financial set off in the the balance Financial collateral SEEE
liabilities _ balance sheet sheet instruments pledged  Net amount
G ETER HEHETT AEEETT AEETT  BYEET BEEET
HK$'m HK$'m HK$'m HK$'m HK$'m HK$'m
8,039 - 8,039 (6,179) - 1,860
10,456 (9,939) 517 - - 517
18,495 (9,939) 8,556 (6,179) - 2,377

For master netting agreements of OTC derivative transactions entered into by the Group,
related amounts with the same counterparty can be offset if an event of default or other
predetermined events occur.
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Notes to the Interim Financial Information (continued)

38. 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 management.

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

The Group enters into banking transactions with these entities in the normal course of
business which include loans, investment securities and money market transactions.

151



BANK OF CHINA (HONG KONG) LIMITED

@ ¥ 8 447 (5 ) B BT

AR B B

(&)

38. FHEZAREALR
5 (&)

(a) ERATRRAT

P 2 FoAh A F)
TR S ()

KRy B B SR 1T
TSR E &
BEE) - > 2013 £ 6
A 30 H » ALEEIHEE
JEE WS R A o B SR T T
SRE SER Y R Ry
563.16 {&7¢ (2012 4F
12 H 31 H : #H
597.07 f&r) Rkl
451.95 {&57 (2012 4
12 H 31 H : #&¥
464.29 {Z5¢) - 2013
b ERTT
A% A I 0 S S A AR o
JE LB U R S M 4
ORI Fe sl 7.52 {8
7T (2012 4 b4
el 12.38 (57T ok
s 0.50 fZ5¢ (2012 4
AR B 059 (&
L) o B BRI T
2 HoAl 4 B HEAT Y AL
GARERX -

Notes to the Interim Financial Information (continued)

38. Significant related party transactions (continued)

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

The majority of transactions with BOC arise from money market activities. As at 30
June 2013, the related aggregate amounts due from and to BOC of the Group are
HK$56,316 million (31 December 2012: HK$59,707 million) and HK$45,195 million (31
December 2012: HK$46,429 million) respectively. The aggregate amounts of income
and expenses of the Group arising from these transactions with BOC for the first half of
2013 are HK$752 million (first half of 2012: HK$1,238 million) and HK$50 million (first
half of 2012: HK$59 million) respectively. Transactions with other companies controlled
by BOC are not considered material.
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Notes to the Interim Financial Information (continued)

(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 at 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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38. TE >ERE A3 38. Significant related party transactions (continued)
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(c) Summary of transactions entered into during the ordinary course of

business with associates, a joint venture and other related parties

The aggregate income/expenses and balances arising from related party transactions

with associates, a joint venture and other related parties of the Group are summarised

as follows:

Income statement
items:
Administrative

services fees

received/

receivable
Other expenses

Balance sheet
items:

Deposits from
customers
Other accounts

and provisions

FEEHS
20136 30 H
Half-year ended

PELEEE
201246 A 30 H
Half-year ended

30 June 2013 30 June 2012
BEATER e AT R
= -witc BEMHE
Associates HftrAREA T Associates HAth AR A1
and a joint  Other related and a joint Other related
venture parties venture parties
EREET EREET A EETT A EETT
HK$’'m HK$’'m HK$'m HK$'m
- 4 - 4
21 - - -
7201346 B 30 H HR20124E12 531 H
At 30 June 2013 At 31 December 2012
BEATR BEAE R
BELHE f=y wibe -
Associates H{hHREE AL Associates HAth AR A1
and a joint  Other related and a joint Other related
venture parties venture parties
AEEET EHEET A EETT A EETT
HK$’'m HK$’'m HK$'m HK$'m
26 - 34 -
5 - 5 -
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Notes to the Interim Financial Information (continued)

38. 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, senior management and company secretary. 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:

FELERE PEEGEEE

2013 &£ 2012 4
6H530H 6 H30H
Half-year ended Half-year ended
30 June 30 June
2013 2012
AREETT AT
HK$’'m HK$'m
Salaries and other short-term employee
benefits 24 23
Post-employment benefits 1 1
25 24
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BB R 4m S - SRER
HIRB A SNE &
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R BT R -

R EE
HEAM
BIEA
B
iR

&/ () P4

=y A

HEEE
HEAM
EIIEA
B
iR
&/ (G P4

SR AR

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

# 201356 30 H

Notes to the Interim Financial Information (continued)

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.

At 30 June 2013
BAEEETEE
Equivalent in million of HK$
Hetshe  SMBRERT
EH HE BT BEgE Other Total
US Japanese EtZE Australian Pound AR® foreign foreign
Dollars Yen Euro Dollars Sterling Renminbi currencies currencies
480,037 1,738 14,459 24,428 3,261 367,408 13,951 905,282
(360,328) (2,697) (11,603) (29,578) (14,997) (345,993) (18,685) (783,881)
422,619 68,823 45,454 36,323 26,856 169,484 38,359 807,918
(535,027) (68,160) (48,123) (30,916) (15,172) (187,297) (33,597) (918,292)
463 - (4) (15) (3) (1,208) (7) (774)
7,764 (296) 183 242 (55) 2,394 21 10,253
333 - - - - 8,995 - 9,328
H2012412 531 H
At 31 December 2012
A EETEE
Equivalent in million of HK$

HAtoMg  HNEEEEET
eI H T gk Other Total
US Japanese BrZE Australian Pound AR foreign foreign
Dollars Yen Euro Dollars  Sterling Renminbi currencies currencies
456,112 81,033 17,279 24,874 4,336 354,311 17,313 955,258
(349,631) (3,736) (19,074) (25,594) (13,308) (339,561) (19,321)  (770,225)
438,027 39,150 36,876 27,824 32,925 169,229 30,962 774,993
(528,343) (116,379) (35,207) (27,018) (24,226) (184,128) (28,746)  (944,047)
(53) () 5 “4) 8 (17) (21) (85)
16,112 65 (121) 82 (265) (166) 187 15,894
321 - - - - 8,583 - 8,904
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Notes to the Interim Financial Information (continued)

40. 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:

Asia, other than
Hong Kong
- Mainland China
- Japan
- Others

North America
- United States
- Others

Total

R2013FE6 H30H
At 30 June 2013

NERfr
T Public sector HAthr gt
Banks entities* Others Total
BAEEET BEEHET BEEET BEEET
HK$’'m HK$’'m HK$’'m HK$’'m
292,099 44,892 127,885 464,876
7,669 5,389 549 13,607
38,995 3,162 29,242 71,399
338,763 53,443 157,676 549,882
3,332 37,089 36,638 77,059
6,029 1,960 304 8,293
9,361 39,049 36,942 85,352
348,124 92,492 194,618 635,234
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th HA R RS Rk e Notes to the Interim Financial Information (continued)
(&)

40. EREE (8) 40. Cross-border claims (continued)

72012412 H 31 H
At 31 December 2012

NEEA
$RTT Public sector HAl 4a=
Banks entities® Others Total
AEEETT AR E T AT & T BEEETT
HK$'m HK$'m HK$'m HK$'m
SN NEFEES Asia, other than
Hong Kong
- R A HE, - Mainland China 271,111 81,031 121,288 473,430
- HA&R - Japan 7,283 81,320 158 88,761
- HAth - Others 45,450 3,434 22,706 71,590
323,844 165,785 144,152 633,781
B3N North America
- EE - United States 1,847 45,983 31,083 78,913
- HAl - Others 12,990 1,392 276 14,658
14,837 47,375 31,359 93,571
4zt Total 338,681 213,160 175,511 727,352

* BIEEEF M 113.64 (EC * Included United States of HK$11,364 million (31 December 2012: HK$10,442 million) and other countries in
(20124F12 H 31 H : #Hi North America of HK$1,960 million (31 December 2012: HK$1,355 million) which are eligible to be classified
104.42 {57r) RHEAMILZEN as public sector entities under the Banking (Capital) Rules.
BZ & 19.60 (2T (2012
12 H 31 [ @ g 13.55
fBre) 75 (RT3 (EA) K
R POFEm] Ry BT -
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41. Non-bank Mainland China exposures

Notes to the Interim Financial Information (continued)

The analysis of non-bank Mainland China exposures is based on the categories of non-bank

counterparties and the type of direct exposures with reference to the HKMA return for

non-bank Mainland China exposures, which includes the Mainland China exposures

extended by the Bank only.

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

159

R2013FE6 H30 0
At 30 June 2013

HEAH HEAH B HAE
RAM RIMNY ZBEREE
BRRARE AR Individually
On-balance  Off-balance  #EFE&&IE assessed
sheet sheet Total impairment
exposure exposure exposure allowances
AYTERT  AYTEx  B%OEx  B¥OET
HK$’'m HK$’'m HK$’'m HK$’'m
250,490 46,192 296,682 -
47,130 12,960 60,090 1"
14,359 1,352 15,711 -
311,979 60,504 372,483 1"

72012412 531 H

At 31 December 2012
EEAMRA EEAMR ARG
RN FHMY Z R AE
JE s JE i 3 Individually
On-balance Off-balance 40 iR f K assessed
sheet sheet Total impairment
exposure exposure exposure allowances
AHEEET AHEET BHEET AHEET
HK$'m HK$'m HK$'m HK$'m
233,027 47,954 280,981 -
35,899 12,854 48,753 11
9,790 2,192 11,982 2
278,716 63,000 341,716 13




©)

¥ &) 4 £5(mm)HmAT

BANK OF CHINA (HONG KONG) LIMITED

R EARA 75 R
(%48)
42. FETFHREHAEAIE  42. Compliance with HKAS 34

43.

34 5%

BE 2013 4F FPEIRD
RACF % P I B R T
G E BT A ST
ZEBGETHEAIE 34 5
R AR s | 2 K

AERRHE

Ik e S A i PR R R
KFIZER > WA RO
SEHRH - BE 2012 4 12
H 31 HibziEERE B
EENEEME R EE
G o AHERREETRY 2013
3 H 26 B A ENRE
S O B R R AR B
e

Notes to the Interim Financial Information (continued)

43.

The unaudited interim financial information for the first half of 2013 complies with HKAS 34
“Interim Financial Reporting” issued by the HKICPA.

Statutory accounts

The information in this interim report is unaudited and does not constitute statutory
accounts. The statutory accounts for the year ended 31 December 2012 have been
delivered to the Registrar of Companies and the HKMA. The former auditor expressed an
unqualified opinion on those statutory accounts in their report dated 26 March 2013.
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Independent Review Report

EY& i Ernst & Young
7 22/F, CITIC Tower

Building a better 1 Tim Mei Avenue
working world Central, Hong Kong

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 45 to 160, 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 2013 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” (‘HKAS 34”) issued by the Hong Kong Institute of Certified Public Accountants. Our
responsibility is to express a conclusion on this interim financial information based on our review. Our report is made 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 HKAS 34.

Ernst & Young
Certified Public Accountants
Hong Kong, 29 August 2013
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1. Subsidiaries of the Bank
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The particulars of our subsidiaries are as follows:

Place and Issued and
date of fully paid up At 30 June 2013
incorporation/ share capital/  Interest Principal Total Total
Name of company operation registered capital held activities assets equity
HK$’'m HK$’'m
Nanyang Commercial Bank, Hong Kong Ordinary shares  100.00% Banking 174,141 28,966
Limited 2 February 1948 HK$700,000,000 business
Chiyu Banking Corporation Hong Kong Ordinary shares 70.49% Banking 47,935 5,781
Limited 24 April 1947 HK$300,000,000 business
BOC Credit Card Hong Kong Ordinary shares  100.00% Credit card 11,775 3,412
(International) Limited 9 September 1980 HK$480,000,000 services
Bank of China (Hong Kong) Hong Kong Ordinary shares  100.00% Nominee - -
Nominees Limited* 1 October 1985 HK$2 services
Bank of China (Hong Kong) Hong Kong Ordinary shares 100.00% Trustee and 9 9
Trustees Limited* 6 November 1987 HK$3,000,000 agency
services
BOC Group Trustee Hong Kong Ordinary shares 64.20% Trustee 200 200
Company Limited* 1 December 1997 HK$200,000,000 services
BOC Travel Services Hong Kong Ordinary shares  100.00% Travel services 2 2
Limited* 24 August 1982 HK$2,000,000
BOCHK Financial Products Cayman Islands Ordinary shares 100.00% Issuing 4 -
(Cayman) Limited 10 November 2006 US$50,000 structured
notes
BOCHK Information PRC Registered capital 100.00% Property 200 177
Technology (Shenzhen) 16 April 1990 HK$70,000,000 holding and
Co., Ltd.* investment
BOCHK Information PRC Registered capital 100.00% Information 265 230
Technology Services 26 May 1993 HK$40,000,000 technology
(Shenzhen) Ltd.* services
BOCI-Prudential Trustee Hong Kong Ordinary shares 41.10% Trustee 420 383
Limited* 11 October 1999 HK$300,000,000 services
Che Hsing (Nominees) Hong Kong Ordinary shares  100.00% Nominee 1 1
Limited* 23 April 1980 HK$10,000 services
Chiyu Banking Corporation Hong Kong Ordinary shares 70.49% Investment 94 94
(Nominees) Limited* 3 November 1981 HK$100,000 holding
Grace Charter Limited* Hong Kong Ordinary shares ~ 70.49% Investment - (11)
4 May 2001 HK$2 holding
G.Z.Y. Microfilm Technology PRC Registered capital 100.00% Property 67 67
(Shenzhen) Co., Ltd.* 24 September 1993 HK$40,000,000 holding and
investment
Kincheng Investments & Hong Kong Ordinary shares  100.00% Property - -
Developments (H.K.) Limited 15 May 1981 HK$6,000 holding and
investment
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Additional Information (continued)

1. Subsidiaries of the Bank (continued)

Place and Issued and
date of fully paid up At 30 June 2013
incorporation/ share capital/ Interest Principal Total Total
Name of company operation registered capital held activities assets equity
HK$’'m HK$’'m
Kwong Li Nam Investment Hong Kong Ordinary shares  100.00% Investment 4 4
Agency Limited* 25 May 1984 HK$3,050,000 agency
Nanyang Commercial Bank PRC Registered capital 100.00% Banking 101,810 10,358
(China), Limited 14 December 2007 RMB6,500,000,000 business
Nanyang Commercial Bank Hong Kong Ordinary shares  100.00% Nominee 1 1
(Nominees) Limited* 22 August 1980 HK$50,000 services
Nanyang Commercial Bank Hong Kong Ordinary shares  100.00% Trustee 17 16
Trustee Limited* 22 October 1976 HK$3,000,000 services
Po Sang Financial Investment  Hong Kong Ordinary shares  100.00% Gold trading 122 105
Services Company Limited* 23 September 1980 HK$95,000,000 and
investment
holding
Po Sang Futures Limited* Hong Kong Ordinary shares  100.00% Securities and 299 164
19 October 1993 HK$95,000,000 futures
brokerage
Seng Sun Development Hong Kong Ordinary shares ~ 70.49% Investment 39 36
Company, Limited* 11 December 1961 HK$2,800,000 holding
Sin Chiao Enterprises Hong Kong Ordinary shares  100.00% Property 120 120
Corporation, Limited* 13 September 1961 HK$3,000,000 holding and
investment
Sin Hua Trustee Limited* Hong Kong Ordinary shares  100.00% Trustee 4 4
27 October 1978 HK$3,000,000 services
Sino Information Services Hong Kong Ordinary shares  100.00% Information 21 19
Company Limited* 11 February 1993 HK$7,000,000 services

G.Z.Y. Microfilm Technology (Shenzhen) Co., Ltd. commenced winding up on 26 December 2011.

BOC Travel Services Limited commenced members’ voluntary winding up on 23 November 2012.

Sin Mei (Nominee) Limited, Kincheng (Nominees) Limited, Sin Yeh Shing Company Limited, Track Link Investment Limited, Po

Hay Enterprises Limited and Kiu Nam Investment Corporation Limited were dissolved on 19 January 2013.

Chung Chiat Company Limited and The China-South Sea (Nominees) Services Limited were dissolved on 23 February 2013.

Kincheng Investments & Developments (H.K.) Limited has been dissolved on 21 August 2013.

Remarks:

Name of subsidiaries which are not included in the consolidation group for regulatory purposes in respect of capital ratios 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.

166



@ ¥ &) 4L £7(F %) A RAH

BANK OF CHINA (HONG KONG) LIMITED

Hr&ER (&) Additional Information (continued)
2. FF& ($R17% (FZE) 2. Compliance with the Banking (Disclosure) Rules
FHT)

RALL N TS E S RT The unaudited interim report complies with the applicable requirements set out in the Banking
& GRITZEEE)) =T (BR1T (Disclosure) Rules under the Banking Ordinance.

2 (Pegs) HiRN) ZHBHZEK -
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Definitions

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

Terms Meanings

“ABS” Asset-backed Securities

“ALCO” the Asset and Liability Management Committee

“AT1” Additional Tier 1

“ATM” Automated Teller Machine

“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

“BOCI”

BOC International Holdings Limited, a company incorporated under the laws of Hong
Kong and a wholly-owned subsidiary of BOC

“BOCI-Prudential Manager”

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

“BOCI-Prudential Trustee”

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

“Board” or “Board of Directors”

the Board of Directors of BOCHK

“CET1” Common Equity Tier 1
“ClC” China Investment Corporation
“CRO” Chief Risk Officer

“Central Huijin”

Central Huijin Investment Ltd.

“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

“‘ETF” Exchange Traded Fund

“EURIBOR” Euro Interbank Offered Rate

“FIRB” Foundation Internal Ratings-based

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

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

Terms Meanings

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

“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

“Lsc’ Legal Services Centre

“MBS” Mortgage-backed Securities

“mcC” the Management Committee

“Mainland” or “Mainland China”

the mainland of the PRC

“Medium Term Note Programme”

the medium term note programme was established by BOCHK on 2 September 2011

“NCB (China)” Nanyang Commercial Bank (China), Limited, a company incorporated under the laws
of the PRC and a wholly-owned subsidiary of Nanyang

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

“OR&CD” the Operational Risk & Compliance Department

“PRC” the People’s Republic of China

“PVBP” Price Value of a Basis Point

“QFII” Qualified Foreign Institutional Investors

“‘RC” the Risk Committee

“RMB” or “Renminbi”

Renminbi, the lawful currency of the PRC

“RMD” the Risk Management Department

“RQFII" Renminbi Qualified Foreign Institutional Investors
“STC” Standardised (Credit Risk)

“STM” Standardised (Market Risk)

“STO” Standardised (Operational Risk)

“Standard & Poor’s”

Standard & Poor’s Ratings Services
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Definitions (continued)

Terms Meanings

“Stock Exchange” or “Hong Kong Stock|The Stock Exchange of Hong Kong Limited
Exchange”

“the Group” the Bank and its subsidiaries collectively referred as the Group
“us” the United States of America
“VAR” Value at Risk
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