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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 2014 31 December 2013 30 June 2013]
Net operating income before impairment allowances 21,176 19,771 19,057
Operating expenses (6,092) (6,267) (5,578)
Operating profit before impairment allowances 15,084 13,504 13,479
Operating profit after impairment allowances 14,705 13,138 13,108
Profit before taxation 14,830 13,216 13,329
Profit attributable to the equity holders of the Bank 11,908 10,688 10,930

In the first half of 2014, the Group built on its diversified platforms and fully capitalised on its strong franchise to solidify its market
leadership. It continued to work more closely with BOC to capture business opportunities and maintained disciplined cost control. At
the same time, it maintained prudent risk management principles to safeguard its asset quality. As a result, the Group achieved
encouraging financial results in the first half of 2014 with key financial ratios staying at healthy levels.

The Group’s net operating income before impairment allowances rose by HK$2,119 million or 11.1% year-on-year to HK$21,176
million in the first half of 2014. The increase was driven by the strong growth in net interest income, which was attributable to the
growth in customer loan and deposit balances as well as an increase in higher-yielding RMB assets. Net fee and commission income
also rose. The increases were partially offset by the lower mark-to-market gain from certain treasury products. Operating expenses
rose, as the Group continued to invest to support its long-term growth. Net charge of impairment allowances increased moderately.
Operating profit after impairment allowances increased by HK$1,597 million, or 12.2%. Meanwhile, the net gain from fair value
adjustments on investment properties declined on a year-on-year basis. Profit attributable to the equity holders rose by HK$978
million, or 8.9%.

As compared to the second half of 2013, the Group’s net operating income before impairment allowances increased by HK$1,405
million, or 7.1%. The growth in income was mainly driven by the increase in net interest income and net fee and commission income.
The increases were partly offset by the lower net trading gain. Operating expenses fell while net gain from fair value adjustments on
investment properties rose. Profit attributable to the equity holders increased by HK$1,220 million, or 11.4%, on a half-on-half basis.
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BANK OF CHINA (HONG KONG) LIMITED

Management’s Discussion and Analysis (continued)
INCOME STATEMENT ANALYSIS

Net Interest Income and Margin

Half-year ended Half-year ended  Half-year ended
HK$’'m, except percentages 30 June 2014 31 December 2013 30 June 2013
Interest income 22,244 19,928 17,551
Interest expense (7,656) (6,343) (5,134)
Net interest income 14,588 13,585 12,417
Average interest-earning assets 1,765,736 1,660,215 1,563,301
Net interest spread 1.57% 1.54% 1.52%
Net interest margin* 1.67% 1.62% 1.60%

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

Compared to the first half of 2013, the Group’s net interest income increased by HK$2,171 million or 17.5%. 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$202,435 million or 12.9% year-on-year, with growth in loans to customers as well
as balances and placements with banks. These were supported by the increases in customer deposits and deposits and balances
from banks.

Net interest margin widened by 7 basis points to 1.67%. The increase was mainly attributable to the increase in higher-yielding
assets such as loans to customers, RMB bonds as well as balances and placements with banks. Higher RMB market interest rates
resulted an increase in the average yield of balances and placements with banks, which also contributed to the widening of net
interest margin. The positive impact was partly offset by the narrowing of loan and deposit spread as the average yield of customers’
loans lowered while deposit costs rose, both of which were affected by intense market competition.
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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 2014 31 December 2013 30 June 2013
Average Average Average  Average Average Average
balance yield balance yield balance yield
ASSETS HK$’'m % HK$'m % HK$'m %
Balances and placements with banks and
other financial institutions 434,432 3.1 368,756 2.80 290,959 2.35
Debt securities investments 407,514 2.26 440,811 2.03 466,981 1.86
Loans and advances to customers 907,607 2.41 836,037 2.40 791,413 2.49
Other interest-earning assets 16,183 1.21 14,611 1.31 13,948 1.66
Total interest-earning assets 1,765,736 2.54 1,660,215 2.38 1,563,301 2.26
Non interest-earning assets 214,430 - 208,649 - 202,802 -
Total assets 1,980,166 2.27 1,868,864 2.12 1,766,103 2.00
Average Average Average  Average Average Average
balance rate balance rate balance rate
LIABILITIES HK$’'m % HK$'m % HK$'m %
Deposits and balances from banks and
other financial institutions 207,172 0.85 191,646 0.80 119,554 0.45
Current, savings and time deposits 1,309,675 0.99 1,228,555 0.85 1,191,135 0.77
Certificates of deposit issued 149 0.78 - - - -
Subordinated liabilities 19,704 0.59 20,188 0.35 28,178 0.59
Other interest-bearing liabilities 51,086 1.06 50,193 0.97 54,593 0.82
Total interest-bearing liabilities 1,587,786 0.97 1,490,582 0.84 1,393,460 0.74
Non interest-bearing deposits 92,367 - 90,250 - 87,288 -
Shareholders’ funds* and non
interest-bearing liabilities 300,013 - 288,032 - 285,355 -
Total liabilities 1,980,166 0.78 1,868,864 0.67 1,766,103 0.59

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

Compared to the second half of 2013, net interest income increased by HK$1,003 million or 7.4%, driven by higher average
interest-earning assets and net interest margin. Average interest-earning assets grew by HK$105,521 million or 6.4%, which was
supported by the increases in customer deposits as well as deposits and balances from banks. Net interest margin was up 5 basis
points. This was mainly attributable to the increase in higher-yielding assets such as loans to customers as well as balances and
placements with banks. However, the increase in deposit costs limited the growth of net interest margin.
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BANK OF CHINA (HONG KONG) LIMITED

Management’s Discussion and Analysis (continued)

Net Fee and Commission Income

Half-year ended Half-year ended Half-year ended
HK$'m 30 June 2014 31 December 2013 30 June 2013
Credit card business 1,804 1,793 1,745
Securities brokerage 1,180 1,208 1,224
Loan commissions 1,134 822 1,078
Insurance 746 586 716
Funds distribution 487 364 430
Bills commissions 413 432 387
Payment services 300 343 322
Trust and custody services 208 209 182
Safe deposit box 136 122 122
Currency exchange 105 109 88
Others 271 238 236
Fee and commission income 6,784 6,226 6,530
Fee and commission expense (1,879) (1,906) (1,817)
Net fee and commission income 4,905 4,320 4,713

Net fee and commission income grew by HK$192 million, or 4.1%, year-on-year to HK$4,905 million. Commission income from funds
distribution increased by 13.3% as the Group rolled out products and themed marketing campaigns to meet targeted customers’
needs. Loan commissions rose by 5.2%, due mainly to higher commission income from corporate loans. Commission income from
credit cards, insurance, bills as well as trust and custody services also recorded healthy growth. Meanwhile, commission income
from securities brokerage decreased by 3.6% in a sluggish local stock market. Commission income from payment services also
declined. The increase in fee and commission expense was mainly caused by higher credit cards related expenses.

Compared to the second half of 2013, net fee and commission income grew by HK$585 million or 13.5%. There was an increase in
commission income from loans, insurance and funds distribution. Fee and commission income from payment services, securities

brokerage and bills declined.
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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 2014 31 December 2013 30 June 2013]
Foreign exchange and foreign exchange products 837 954 1,029
Interest rate instruments and items under fair value hedge 393 361 447
Commodities 23 49 42
Equity instruments 4 149 79
Net trading gain 1,257 1,513 1,597

Net trading gain was HK$1,257 million, decreasing by HK$340 million, or 21.3% from the first half of 2013. Net trading gain from
foreign exchange and foreign exchange products dropped by HK$192 million, primarily due to the mark-to-market losses on certain
foreign exchange products. Net trading gain from interest rate instruments and items under fair value hedge fell by HK$54 million,
mainly attributable to the mark-to-market changes of certain interest rate instruments, caused by market interest rate movements.
The lower net trading gain from equity instruments was mainly due to the mark-to-market changes of certain equity securities.

Compared to the second half of 2013, net trading gain decreased by HK$256 million or 16.9%. The decrease was mainly attributable
to the mark-to-market changes of certain foreign exchange products and equity securities.
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BANK OF CHINA (HONG KONG) LIMITED

Management’s Discussion and Analysis (continued)

Operating Expenses

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

HK$'m 30 June 2014 31 December 2013 30 June 2013]
Staff costs 3,402 3,507 3,164
Premises and equipment expenses (excluding depreciation) 799 818 729
Depreciation on owned fixed assets 894 846 804
Other operating expenses 997 1,096 881
Total operating expenses 6,092 6,267 5,578
At 30 June At 31 December At 30 June]

2014 2013 2013

Staff headcount measured in full-time equivalents 14,351 14,400 14,208

Total operating expenses increased by HK$514 million, or 9.2%, to HK$6,092 million year-on-year, reflecting the Group’s continuous
investment in servicing capabilities and new business platforms. Meanwhile, the Group remained focused on disciplined cost control.

Staff costs increased by 7.5%, mainly due to higher salaries following the annual salary increment and the increase in
performance-related remuneration.

Premises and equipment expenses were up 9.6% with higher rental for branches in Hong Kong and the Mainland of China, as well
as higher IT costs.

Depreciation on owned fixed assets rose by 11.2%, due to larger depreciation charge on premises following the upward property
revaluation in Hong Kong and on IT equipment as the Group continued to invest in its IT infrastructure.

Other operating expenses were up 13.2%, mainly due to higher expenses in connection with the increasing business volume and
higher business taxes of NCB (China).

Compared to the second half of 2013, operating expenses declined by HK$175 million, or 2.8%. The decrease was due to lower staff
costs, promotion and maintenance expenses in the first half of 2014.
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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 2014 31 December 2013 30 June 2013]
Net charge of allowances before recoveries

- individual assessment (152) (231) (82)

- collective assessment (326) (229) (476)

Recoveries 101 98 190

Net charge of loan impairment allowances (377) (362) (368)

The net charge of loan impairment allowances was HK$377 million in the first half of 2014, increasing mildly by HK$9 million or 2.4%
year-on-year. Net charge of individually assessed impairment allowances amounted to HK$152 million, mainly caused by the
downgrade of a few corporate loans. The lower net charge of collectively assessed impairment allowances was primarily due to the
periodic review of the parameter values in the assessment model in the first half of 2014. Meanwhile, recoveries amounted to
HK$101 million, down HK$89 million, or 46.8%.

Compared to the second half of 2013, net charge of loan impairment allowances increased by HK$15 million, or 4.1%. The higher net

charge of collectively assessed impairment allowances as a result of higher loan growth was partly offset by the lower net charge of
individually assessed impairment allowances.
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Management’s Discussion and Analysis (continued)
BALANCE SHEET ANALYSIS

Asset Deployment

At 30 June 2014 At 31 December 2013
HK$'m, except percentages Amount % of total Amount % of total
Cash and balances with banks and other financial institutions 339,837 17.0 353,480 17.9
Placements with banks and other financial institutions maturing
between one and twelve months 33,496 1.7 46,694 2.4
Hong Kong SAR Government certificates of indebtedness 92,680 4.6 99,190 5.0
Securities investments' 412,513 20.6 431,835 21.9
Advances and other accounts 1,013,642 50.6 924,875 47.0
Fixed assets and investment properties 67,837 3.4 66,919 3.4
Other assets® 42,470 21 46,784 2.4
Total assets 2,002,475 100.0 1,969,777 100.0

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 2014, the Group’s total assets amounted to HK$2,002,475 million, increasing by HK$32,698 million or 1.7% from the
end of 2013. The Group continued to optimise asset allocation to enhance profitability.

Key changes in the Group’s total assets include:

¢ Cash and balances with banks and other financial institutions decreased by 3.9%, mainly due to the decrease in RMB funds
placed with the People’s Bank of China by BOCHK'’s clearing business as participating banks decreased their RMB deposits
with the clearing bank.

¢ Placements with banks and other financial institutions maturing between one and twelve months decreased by 28.3% as the
Group redeployed its funds in higher-yielding assets such as advances to customers.

¢ Securities investments decreased by 4.5% as the Group proactively reduced its exposure to lower-yielding securities to
optimise portfolio mix. Meanwhile, it increased its holdings in high-quality corporate bonds and RMB-denominated securities.

¢ Advances and other accounts rose by 9.6%, mainly attributable to the growth in advances to customers by 10.5%.
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Management’s Discussion and Analysis (continued)

Advances to Customers

At 30 June 2014 At 31 December 2013

HK$’'m, except percentages Amount % of total Amount % of total
Loans for use in Hong Kong 562,355 59.3 507,903 59.2
Industrial, commercial and financial 310,341 32.7 267,632 31.2
Individuals 252,014 26.6 240,271 28.0
Trade finance 92,749 9.8 85,413 9.9
Loans for use outside Hong Kong 293,537 30.9 264,948 30.9
Total advances to customers 948,641 100.0 858,264 100.0

The Group’s proactive strategies to pursue quality growth over the years have put it in a strong position to benefit from business
opportunities. Notwithstanding this, it continued to adopt stringent lending policy and focus on customer selection to achieve
sustainable loan growth. Advances to customers grew by HK$90,377 million or 10.5% to HK$948,641 million in the first half of 2014.

Loans for use in Hong Kong grew by HK$54,452 million or 10.7%.
u Lending to the industrial, commercial and financial sectors increased by HK$42,709 million, or 16.0%. Loans to the
manufacturing, wholesale and retail trade, transport and transport equipment as well as information technology grew by

28.6%, 13.4%, 11.1% and 30.9% respectively.

. Lending to individuals increased by HK$11,743 million, or 4.9%. Residential mortgage loans (excluding those under the
Government-sponsored home purchasing schemes) grew by 2.0%.

Trade finance increased by HK$7,336 million, or 8.6%. Meanwhile, loans for use outside Hong Kong grew by HK$28,589 million, or
10.8%.
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BANK OF CHINA (HONG KONG) LIMITED

Management’s Discussion and Analysis (continued)

Loan Quality

At 30 June At 31 December|
HK$'m, except percentage amounts 2014 2013
Advances to customers 948,641 858,264
Classified or impaired loan ratio 0.31% 0.28%
Impairment allowances 4,494 4,235
Regulatory reserve for general banking risks 9,801 8,994
Total allowances and regulatory reserve 14,295 13,229
Total allowances as a percentage of advances to customers 0.47% 0.49%
Impairment allowances' on classified or impaired loan ratio 34.03% 36.09%
Residential mortgage loans? - delinquency and rescheduled loan ratio® 0.02% 0.02%
Card advances - delinquency ratio® 0.23% 0.18%

Half-year ended
30 June 2014

Half-year ended
30 June 2013]

Card advances - charge-off ratio*

1.45%

1.43%)

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.

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

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

The Group’s loan quality remained solid. The classified or impaired loan ratio was at 0.31%. Classified or impaired loans rose by
HK$497 million, or 20.4%, to HK$2,930 million, due to the downgrade of a few corporate loans.

impaired loans in the first half of 2014 represented approximately 0.23% of total loans outstanding.

Total impairment allowances, including both individual assessment and collective assessment, amounted to HK$4,494 million. Total

Formation of new classified or

impairment allowances on classified or impaired loans as a percentage of total classified or impaired loans was at 34.03%.

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 0.02% at the end of June 2014. The charge-off ratio of card advances

remained low at 1.45% in the first half of 2014, amid an upward trend in the market.
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Management’s Discussion and Analysis (continued)

Deposits from Customers*

At 30 June 2014 At 31 December 2013

HK$’m, except percentages Amount % of total Amount % of total
Demand deposits and current accounts 105,208 7.3 107,541 8.0
Savings deposits 621,809 43.0 637,086 47.8
Time, call and notice deposits 715,180 49.4 584,749 43.9
1,442,197 99.7 1,329,376 99.7

Structured deposits 4,014 0.3 3,832 0.3
Deposits from customers 1,446,211 100.0 1,333,208 100.0

* Including structured deposits

The Group maintained a flexible deposit strategy to support business growth. Its deposit base was up HK$113,003 million, or 8.5%,
to HK$1,446,211 million in the first half of 2014, driven by the increase of 22.3% in time, call and notice deposits in response to
market changes. Demand deposits and current accounts decreased by 2.2% while savings deposits fell by 2.4%. The Group’s loan
to deposit ratio was 65.59% at the end of June 2014, up 1.21 percentage points from the end of 2013.

Capital and Reserves Attributable to the Equity Holders of the Bank

At 30 June At 31 December
HK$'m 2014 2013
Share capital 43,043 43,043
Premises revaluation reserve 36,015 34,753
Reserve for fair value changes of available-for-sale securities 813 (873)
Regulatory reserve 9,801 8,994
Translation reserve 803 1,051
Retained earnings 70,039 58,938
Reserves 117,471 102,863
Capital and reserves attributable to the equity holders of the Bank 160,514 145,906

Capital and reserves attributable to the equity holders increased by HK$14,608 million, or 10.0% to HK$160,514 million at 30 June
2014. Retained earnings rose by 18.8%, reflecting the profit for the first half of 2014. Premises revaluation reserve increased by
3.6%, which was attributable to the increase in property prices in the first half of 2014. Regulatory reserve rose by 9.0%, mainly due
to loan growth. Reserve for fair value changes of available-for-sale securities increased strongly, due to lowering market interest
rates.
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Management’s Discussion and Analysis (continued)

Capital and Liquidity Ratio

At 30 June At 31 December
HK$’'m, except percentages 2014 2013
Consolidated capital after deductions
Common Equity Tier 1 capital 104,971 92,112
Additional Tier 1 capital 733 894
Tier 1 capital 105,704 93,006
Tier 2 capital 45,216 44,683
Total capital 150,920 137,689
Total risk-weighted assets 892,942 871,618
Common Equity Tier 1 capital ratio 11.76% 10.57%
Tier 1 capital ratio 11.84% 10.67%
Total capital ratio 16.90% 15.80%
Half-year ended Half-year ended
30 June 2014 30 June 2013
Average liquidity ratio 39.58% 38.70%

The capital ratios are computed on a 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.

In view of the capital needs for meeting more stringent regulatory requirements and capturing business opportunities in the future,
the Group adopted proactive measures to manage its capital for sustainable growth. From 2013, the Group adjusted its target
dividend payout range to strengthen its capital base through internal retention. At the same time, the Group continued to optimise the
risk-weights of its assets.

Total capital ratio at 30 June 2014 was 16.90%, up 1.10 percentage points from that at the end of 2013. Total capital expanded by
9.6% to HK$150,920 million, mainly due to the increase in retained earnings and reserve for fair value changes of available-for-sale

securities. Total risk-weighted assets edged up by 2.4%, mainly from changes in credit risk-weighted assets in the first half of 2014.

The average liquidity ratio in the first half of 2014 stayed sound at 39.58%.
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Management’s Discussion and Analysis (continued)

BUSINESS REVIEW

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

Half-year ended 30 June 2014 Half-year ended 30 June 2013
HK$’m, except percentages Amount % of total Amount % of total
Personal Banking 3,388 22.8 3,572 26.8
Corporate Banking 6,379 43.0 5,873 441
Treasury 5,367 36.2 3,918 294
Others (304) (2.0) (34) (0.3)
Total profit before taxation 14,830 100.0 13,329 100.0

Note: For additional segmental information, see Note 37 to the Interim Financial Information.
PERSONAL BANKING

Financial Results
Personal Banking recorded a decrease of HK$184 million, or 5.2%, in profit before taxation. Net interest income and net fee and
commission income increased. The increase was, however, offset by the lower net trading gain and the higher operating expenses.

Net interest income increased by 5.1%. This was mainly driven by the increase in average balance of loans and deposits coupled
with the improvement in deposit spread. The growth was partly offset by the decrease in loan spread. Personal loans and deposits
grew by 5.8% and 4.9% respectively from the end of 2013.

Net fee and commission income increased by 1.6%. The growth was attributable to the higher income from funds distribution,
insurance and credit cards. However, the growth was partially offset by the decrease in income from securities brokerage and
payment services.

Net trading gain decreased by 36.0%, caused by the mark-to-market changes of equity securities and the lower net gain from foreign
exchange related products.

Operating expenses were up 6.5%, mainly due to increase in staff costs and rental expenses for branches.

Business operation

The Group’s Personal Banking business saw steady growth in the first half of 2014. It maintained its leading position in new
mortgage loans and continued to optimise the securities brokerage business amid a challenging investment environment. The credit
card business enhanced its service offerings and strengthened its market leadership in UnionPay card business. The Group’s
enhanced customer segmentation strategy, especially the launch of Enrich Banking, enabled it to better cater for the diverse needs
of customers and to attract new customers, resulting in the building of stronger customer relationships. The Group also tailored
targeted sales and promotions to different customer segments and developed an edge in cross-border services, resulting in a
satisfactory expansion of client base in both wealth management and private banking.

Residential mortgages — reinforcing market leadership

Residential property market activity remained low in the first quarter of the year and gradually picked up in the second quarter. During
the period, the Group launched the Mortgage Expert mobile application, a one-stop mortgage service which provides customers with
the convenience of property valuation upper and lower price alert function, the first time this has been available in the market, and
other features including mortgage budget planner and online appointment booking for mortgage applications. The Group also
worked in close partnership with major property developers and participated in joint promotions of primary property development
projects. The Group continued its mortgage top-up and re-financing promotion efforts to provide an extensive range of products and
services across all channels. As a result, the Group maintained its leadership position in new mortgage loans.
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Management’s Discussion and Analysis (continued)

Investment and insurance businesses — continuous growth in funds distribution business

The local stock market lost direction in the first half of 2014 as market sentiment turned gloomy due to uncertainty about economic
growth on the Mainland. Nevertheless, the Group made continuous efforts to increase securities brokerage business volume. The
Group’s Monthly Stocks Savings Plan was enhanced with more diversified choices of stocks and the introduction of
RMB-denominated stocks to further enhance the Group’s competitive edge in RMB services. The Securities Club offered
high-net-worth customers with differentiated services to foster customer loyalty. Riding on the opportunities arising from the expected
commencement of Shanghai-Hong Kong Stock Connect in the second half of the year, the Group has set up a task force for the
formal launch of A-share trading service. Meanwhile, various promotional campaigns were launched to acquire new customers and
encourage securities transactions.

In the funds distribution business, the Group continued to broaden its product offerings. A number of currency-hedged funds
including RMB and AUD were introduced to meet customers’ investment needs. The Group continued to deepen relationships with
existing customers and actively pursued new customers. It conducted themed marketing campaigns and investment seminars to
help customers further diversify their investment portfolios.

With regards to the Bancassurance business, the Group maintained its leading position in the Hong Kong RMB insurance market by
offering a diversified range of products. It also ran a series of marketing campaigns to reinforce the Group’s brand image.

Credit card business — recognised leader in UnionPay card business

The Group’s credit card business sustained its growth momentum in the first half of 2014. It maintained its leadership in the
UnionPay merchant acquiring business and card issuing business in Hong Kong. The BOCHK e-Wallet — Mobile Payment Services
introduced in 2013 were further extended to support UnionPay QuickPass payment. This was the first such service in the market,
allowing customers to enjoy cross-border dual-currency mobile payment. The Group also launched the first 3-in-1 Contactless
Payment Service in the market, allowing merchants to accept Visa payWave, MasterCard PayPass as well as UnionPay QuickPass
with one reader.

Wealth management service — satisfactory growth of customer base

The Group aims to provide personalised services and professional financial solutions to meet customers’ wealth management needs.
It rolled out a series of marketing programmes to enhance brand image and increase penetration with targeted customers. The
implementation of a customer re-segmentation strategy enabled the Group to explore and expand business opportunities based on
the needs and growth potential of various customer groups. Both the Wealth Management and the newly introduced Enrich Banking
brands contributed to satisfactory growth in terms of number of customers and the related Total Relationship Balance.

The Group’s Private Banking business continued to make good progress. It continued to develop designated private banking
products and services, optimise the business platform and raise brand awareness. The Group captured market opportunities and
introduced RMB-related products, which were well received by clients. Exclusive investment seminars, charitable activities and
exhibitions helped to foster client relationships. Furthermore, the Group stepped up its collaboration with BOC to reach out to
high-net-worth customers with cross-border wealth management needs. As a result, it achieved encouraging growth in both the
number of Private Banking clients and their assets under management.

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 2014, the Group’s
service network in Hong Kong comprised 262 branches, including 133 wealth management centres. Automated banking channels
were expanded in terms of coverage points and facilities. Call center services were enhanced with the 24-hour Online Chat service
being extended to Wealth Management customers.
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Management’s Discussion and Analysis (continued)

CORPORATE BANKING

Financial Results
Corporate Banking recorded a growth of HK$506 million, or 8.6%, in profit before taxation. This was mainly attributable to the
increase in net interest income as well as net fee and commission income.

Net interest income rose by 6.0%, mainly driven by the increase in average balance of loans and deposits together with the
improvement in deposit spread. The growth was largely offset by the decrease in loan spread. Corporate loans and deposits grew by
12.5% and 12.1% respectively compared with the end of 2013.

Net fee and commission income increased by 7.1%, largely led by the growth in commission income from loans, bills and trust
services.

Business operation

The Group’s Corporate Banking business continued to make important headway in the first half of 2014. Working more closely with
BOC in various business areas, the Group successfully expanded its customer base and captured new business opportunities with
leading enterprises, financial institutions and banks from the Mainland and overseas. It arranged cross-border direct loans for
Mainland corporates to support their overseas expansions. In the custody business, the Group continued to expand its business
coverage over different geographical locations. It further leveraged its competitive advantages and strengthened its service
capabilities in the cash management business.

Corporate lending business — a prominent loan arranger in Hong Kong

The Group expanded its customer base and enhanced its position as a prominent loan arranger in Hong Kong. The two-way
information exchange and business referral channel established with BOC continued to serve its major purpose. The Group also set
up a regional co-operation mechanism with BOC Group’s offices in Guangdong, Hong Kong and Macau, further raising the BOC
Group’s service capabilities for customers in these three regions. Through collaboration with BOC, the Group captured new business
opportunities with leading enterprises in certain major industries on the Mainland and overseas. It actively participated in a number of
significant syndicated loans. The Group also arranged cross-border direct loans for Mainland corporates to support their overseas
expansions. Riding on its strong franchise in RMB business, the Group secured relationships with financial institutions and central
banks from different overseas regions. Meanwhile, the Group successfully conducted the Shanghai Free Trade Zone Seminar which
received overwhelming response. Capitalising on business opportunities from the Shanghai Free Trade Zone, the Group
successfully helped corporates set up cross-border funding pools in RMB and other foreign currencies and underwrote cross-border
RMB loans to corporates established in the Shanghai Free Trade Zone. At the end of June 2014, the Group’s balance of corporate
loans grew by 12.5% from the end of 2013.

SME business — providing a full range of innovative cross-border financial services

The Group strives to enhance the customer experience for SME customers. The Business Integrated Account was optimised to
provide different segments of customers with various products and business privileges. The Group continued to enhance its
competitive edge in cross-border business through close collaboration with BOC and provided a full range of innovative cross-border
financial services to meet the diverse needs of SMEs. The Group also maintained contact with local trade associations and provided
them with the latest market information through various economic and business seminars on a regular basis. The BOC Small
Business Loan was enhanced with a streamlined application process and a 1-hour preliminary approval service to offer a prompt and
flexible financing solution to small businesses. In recognition of its long-standing support of SMEs in Hong Kong, the Group received
for the seventh consecutive year the “Best SME’s Partner Award” from the Hong Kong General Chamber of Small and Medium
Business.

Custody service — further increase of customer base

The Group successfully enlarged its institutional customer base and established business relationships with a number of new RQFII
applicants from the Mainland of China, Hong Kong, the Taiwan region and other overseas countries and regions. It also secured
mandates from RQFII-ETFs and various types of RQFII and QDII products. Meanwhile, it further enhanced its service capability
through closer collaboration with BOC branches. At the end of June 2014, excluding the RMB fiduciary account for participating
banks, total assets under the Group’s custody were valued at HK$712 billion.
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Cash management service — expanding service coverage

The Group continued to expand its cash management service capabilities. To solidify its competitive advantage in RMB businesses,
the Group launched indirect clearing services for UnionPay RMB card issuing institutions, becoming the first bank to provide such
services in Hong Kong. In recognition of its outstanding cash management services, BOCHK was presented with the “Achievement
Award for Best Cash Management Bank in Hong Kong” by Asian Banker for the second consecutive year. In addition, BOCHK was
also awarded the “Hong Kong Domestic Cash Management Bank of the Year” in 2014 by Asian Banking and Finance.

Risk management — proactive measures to contain risks

The Group continued to focus on managing its asset quality by adhering to a prudent credit policy under the principle of “Know Your
Customers”. It closely monitors the credit position of customers and industries that could be adversely affected by the volatile
economic environment, including the possible slowdown of economic growth in the Mainland and withdrawal of stimulus in the US.
With regards to the Mainland exposures, the Group maintains vigilance in monitoring customers in certain vulnerable industries with
over-capacities. In the trade finance business, the Group focused only on doing business with companies that had a genuine trade
background. Rigorous pre- and post-lending monitoring measures were put in place to track early negative signs.

MAINLAND BUSINESS

Financial performance — maintaining healthy growth

The Group’s Mainland business maintained healthy growth amid the challenging operating environment. Net operating income
increased by 35.8% year-on-year, driven by the strong growth in net interest income and net fee income. Customer deposits and
loans registered growth of 0.2% and 4.5% respectively from the end of last year. Slower economic growth on the Mainland placed
pressure on certain industries, resulting in an increase in new classified or impaired loans in the first half of 2014. The Group
remained focused on managing its asset quality through strict adherence to prudent credit policy and close monitoring of the credit
situation.

Product and service offerings — launch of new products in funds distribution and credit card business

The Group continued to enrich its product and service offerings. It enhanced the SME business platform with the launch of Supply
Chain Finance, which enables the Group to provide financing services to both upstream and downstream companies in the supply
chain. During the period, the Group rolled out QDII-Overseas Fund Products to allow Mainland customers to capture overseas
investment opportunities by leveraging the cross-border synergy between Hong Kong and the Mainland of China. Furthermore, it
expanded credit card business with the introduction of platinum co-branded credit cards.

Distribution channels — building up electronic platforms

The Group enhanced both its personal and corporate e-Banking platforms with the introduction of new services. It also pressed
ahead with the development of several e-platforms to further improve online services and customer experience. The Group’s total
number of branches and sub-branches in the Mainland of China was 41 at the end June 2014. Meanwhile, the Group continued to
expand its branch network in the Mainland of China. NCB (China)’s Suzhou Branch and Shanghai Free Trade Zone Sub-branch
commenced business in July 2014.
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TREASURY

Financial Results
Treasury recorded a strong increase of 37.0% in profit before taxation.

Net interest income increased by 55.3%, mainly due to the improved average yield on interbank placements coupled with the
increase in the related average balance and the improved average yield on debt securities investments. The increase was partly
offset by the lower average balance of debt securities investments.

Net trading gain was down 22.4%. The decrease was mainly caused by the mark-to-market changes of certain foreign exchange
products and interest rate instruments, which were partly offset by the increased gain from currency exchange transactions.

Net gain on other financial assets was up 39.2% as the Group captured market opportunities to realise gains on certain debt
securities investments in the first half of the year.

Business Operation

Proactive investment strategy — enhanced portfolio return while staying attuned to risk

The Group takes a proactive but prudent approach in managing its banking book investments. It closely monitored market changes
and adjusted its investment portfolio to enhance return. During the period, the Group increased investments in certain government
bonds and selectively increased its holdings in corporate bonds issued by high-quality Mainland and Hong Kong enterprises to
improve return. In addition, the Group successfully captured the market opportunity to increase holdings in RMB-denominated bonds
issued by policy banks.

Product sales — good growth in RMB foreign exchange related businesses

During the period, the Group took advantage of RMB exchange rate fluctuation to provide value-preservation solutions to its
customers. Leveraging its competitive edge in RMB business, the Group launched Preferential RMB structured deposits, which were
well received by customers. To provide customers with more potential investment opportunities from the Hong Kong stock market,
the Group also launched Basket Equity Linked Investment. This allows customers to enhance their potential return by linking their
investment to more than one underlying Hong Kong stock. In bond underwriting business, the business volume soared as the Group
successfully captured opportunities from increasing market demand. The Group underwrote the largest offshore RMB corporate
bond issuance during the period as the sole global coordinator and joint bookrunner.

Banknotes business — global network expansion

The Group achieved a respectable result in the banknotes business and made progress in enhancing the global banknote
distribution network. It completed the first banknotes transaction for a central bank in Central America, marking its success in tapping
the banknotes business market in this continent. Meanwhile, the Group continued to establish banknotes business relationships with
central banks and BOC’s branches in other overseas countries and regions.

RMB clearing business — continuous clearing support

The Group continued to develop better infrastructure to ensure the stable development and continuous improvement of RMB
clearing services in both Hong Kong and overseas regions. During the period, the focus was on providing support to BOC’s overseas
entities, reinforcing the BOC Group’s position as the leading provider of clearing services for offshore RMB business in the world.
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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 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 material risk exposures or transactions within his authority delegated by the Board of Directors. The Chief Risk Officer
(“CRO") assists the CE in fulfilling his responsibilities for the day-to-day management of risks. The CRO is responsible for initiating
new risk management strategies, projects and measures that will enable the Group to better monitor and manage new risk issues or
areas that may arise from time to time from new businesses, products and changes in the operating environment. 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, NCB, 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.
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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.

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 material credit which requires 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, reporting and
analysis of credit risk information. 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 2014, the
Group continues to adopt loan grading criteria which divide credit assets into five 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, the
Group identifies credit concentration risk by industry, geography, customer and counterparty. 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 an internal master rating scale that can be mapped to Standard & Poor’s external credit ratings. The structure of
internal master rating scale is in compliance with the requirement of the Banking (Capital) Rules under the Hong Kong Banking
Ordinance.

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 evidence 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 loss arising from 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 (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 RMD
(Market Risk Management Division) 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 a historical simulation approach and two years of historical market data, to
calculate the VAR of the Group and subsidiaries over a 1-day holding period with a 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.

Interest Rate Risk Management

Interest rate risk means the risks to a bank’s earnings and economic value arising from 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;
and

- 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 Asset and Liability 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 perform day-to-day interest rate risk management. 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 (“NII”), economic value sensitivity ratio (“EV”) (including sub-limit for AFS securities), etc. The
indicators and limits are classified into three levels, which are approved by the CFO and CRO, ALCO, RC 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 RC for approval.

NIl and EV 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
the projected net interest income for the year. The latter assesses the impact of interest rate movement on economic value (i.e. the
net 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 used 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 the HKMA to act as the lender of last resort.

The Group’s liquidity risk management objective is to effectively manage the liquidity of on- 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 which provides
adequate funds in support of normal business needs and ensure its ability to raise funds at a 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, collateral, 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. These indicators and limits include, but are not limited to liquidity ratio, loan to deposit ratio, Maximum Cumulative Cash
Outflow (“MCQO”) and liquidity buffer asset portfolio. The Group applies cash flow analysis to assess the Group’s liquidity condition
under normal conditions and also performs a liquidity stress test (including institution specific, general market 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 implemented in 2013 the refinement on the behaviour model and
assumptions of 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). According to various
characteristics of the assets, liabilities and off-balance sheet items, the Group forecasts the future cash flow based on contractual
maturity date and the assumptions of customer behaviour and balance sheet changes. In the liquidity stress test, a new combined
scenario which is a combination of institution specific and general market crisis has been set up in 2013 to assess the Group’s
capability to withstand a more severe liquidity crisis, with a more stringent set of assumptions being adopted. Stress test assumptions
include the run-off rate of retail, wholesale and interbank deposits; drawdown rate of loan commitments and trade-related contingent
liabilities; delinquency ratio and rollover rate of customer loans; and haircut of interbank placement and marketable securities. 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.

In certain derivative contracts, the counterparties have right to request from the Group additional collateral if they have concerns
about the Group’s creditworthiness.

The Group’s liquidity risk management also covers new products or business developments. 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 this information and evaluates group-wide liquidity risk.
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Operational Risk Management
Operational risk is the risk of loss resulting from inadequate or failed internal process, people and 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 of 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
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 identify and prevent 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.
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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 cause 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 strategies and inadequacies in the
response to the changing market condition. 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
adjusts the capital mix where appropriate to maintain an optimal balance among risk, return and capital adequacy.

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 11, ICAAP has been initiated to assess the extra capital needed to cover the material risks not captured or not adequately
captured under Pillar |, and therefore minimum Common Equity Tier 1 capital ratio, minimum Tier 1 capital ratio and 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.

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 limits
approved by the RC. The Financial Management Department reports the combined stress test results of the Group to the Board and
RC regularly.
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Condensed Consolidated Income Statement

CREBFR) CREEFRD
(Unaudited) (Unaudited)
FELEER FREERE
2014 £ 2013 &
6 H30H 6 H30H
Half-year ended Half-year ended
BfEE 30 June 30 June
Notes 2014 2013
BEHET BEEIT
HK$’'m HK$'m
Interest income 22,244 17,551
Interest expense (7,656) (5,134)
Net interest income 5 14,588 12,417
Fee and commission income 6,784 6,530
Fee and commission expense (1,879) (1,817)
Net fee and commission income 6 4,905 4,713
Net trading gain 7 1,257 1,597
Net loss on financial instruments designated at
fair value through profit or loss (1) (34)
Net gain on other financial assets 156 102
Other operating income 271 262
Net operating income before impairment
allowances 21,176 19,057
Net charge of impairment allowances 10 (379) (371)
Net operating income 20,797 18,686
Operating expenses 11 (6,092) (5,578)
Operating profit 14,705 13,108
Net gain from disposal of/fair value adjustments
on investment properties 12 119 204
Net (loss)/gain from disposal/revaluation of
properties, plant and equipment 13 (7) 4
Share of profits less losses after tax of
associates and a joint venture 13 13
Profit before taxation 14,830 13,329
Taxation 14 (2,774) (2,266)
Profit for the period 12,056 11,063
Profit attributable to:
Equity holders of the Bank 11,908 10,930
Non-controlling interests 148 133
12,056 11,063
Dividends 15 - 5,682

The notes on pages 54 to 159 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

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)
FEERE PEELEE R
2014 4§ 2013 4F
6F30H 6 H30H
Half-year ended Half-year ended
30 June 30 June
2014 2013
AREEET B EET
HK$’'m HK$'m
12,056 11,063
1,442 1,488
(168) (230)
1,274 1,258
2,294 (4,582)
(135) (97)
132 -
(630) 796
1,661 (3,883)
46 (29)
(266) 164
1,441 (3,748)
2,715 (2,490)
14,771 8,573
14,608 8,428
163 145
14,771 8,573

The notes on pages 54 to 159 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 and certificates of deposit in
issue at amortised cost

Other accounts and provisions

Current tax liabilities

Deferred tax liabilities

Subordinated liabilities

Total liabilities

49

(REHF%) (88F/%)
(Unaudited) (Audited)
7 2014 & it 2013 4%

6 H30H 12H31H
B &% At 30 June At 31 December
Notes 2014 2013
BEEHETT BEEHETT
HK$’'m HK$'m

16 339,837 353,480
33,496 46,694

17 30,824 24,002
18 27,676 25,242
92,680 99,190

19 1,013,642 924,875
20 381,689 407,833
303 292

21 14,428 14,727
22 53,409 52,192
29 140 164
23 14,351 21,086
2,002,475 1,969,777

92,680 99,190

184,885 278,273

24 19,489 13,580
18 18,468 18,747
25 1,442,197 1,329,376
26 9,496 5,684
27 41,252 47,672
3,949 2,539

29 7,760 6,924
30 19,768 19,849
1,839,944 1,821,834
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BE%GFSEEAEER  Condensed Consolidated Balance Sheet (continued)

(&)

-2
EZN
ikt
ASRITRE RIS R AR5 (R

IR
LN
BB AN

EQUITY

Share capital
Reserves

Capital and reserves attributable to the equity

holders of the Bank
Non-controlling interests
Total equity

Total liabilities and equity

(REEZ) (8FZ)

(Unaudited) (Audited)

#2014 &£ #2013 £

6 H30H 123 31H
BaE At 30 June At 31 December
Notes 2014 2013
BEEHET R # T

HK$’'m HK$'m

31 43,043 43,043
32 117,471 102,863
160,514 145,906

2,017 2,037

162,531 147,943

2,002,475 1,969,777

55 54 £ 159 H > [tz /@A Hi#4 75 The notes on pages 54 to 159 are an integral part of this interim financial information.
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EE4E SRS S e Condensed Consolidated Statement of Changes in

Equity
(Unaudited)
BB A AR THE SR
Attributable to the equity holders of the Bank
Tk
AT
BENEEHE
L Reserve for
B fair value
(i changes of JEFEIE R
f&A  Premises available-  BEEGEMT MR BRI Non- AU
Share  revaluation for-sale  Regulatory Translation Retained HEEt controlling Total
capital reserve securities reserve* reserve earnings Total interests equity
AlrEET  BlEEHET M ETT BiEEETT  EEE T BEEETT  EEAT BEEETT B EEDT
HK$'m HK$'m HK$'m HK$'m HK$'m HK$'m HK$'m HK$'m HK$'m
201341 H1H At 1 January 2013 43,043 31,355 3,957 7,754 771 51,959 138,839 2,025 140,864
AP R Profit for the period - - - - - 10,930 10,930 133 11,063
HoAr s Other comprehensive
income:
FBE Premises - 1,246 - - - - 1,246 12 1,258
AL R R Available-for-sale
securities - - (3,879) - - - (3,879) (4) (3,883)
T TR T Change in fair value of
B2 HEEAE hedging instruments
under net
investment hedges - - - - (27) - (27) () (29)
R R Currency translation
difference - 2 (19) - 175 - 158 6 164
SH AR Total comprehensive
income - 1,248 (3,898) - 148 10,930 8,428 145 8,573
T R Transfer to retained
earnings - (30) - - - 30 - - -
T e R Transfer from retained
earnings - - - 391 - (391) - - -
4358 Dividends - - - - - (5,682)  (5,682) (206)  (5,888)
#* 201346 30 H At 30 June 2013 43,043 32,573 59 8,145 919 56,846 141,585 1,964 143,549
201347 A1 H At1July 2013 43,043 32,573 59 8,145 919 56,846 141,585 1,964 143,549
AR Profit for the period - - - - - 10,688 10,688 164 10,852
HAtr g mes Other comprehensive
income:
JRE Premises - 2,179 - - - - 2,179 31 2,210
kR SR Available-for-sale
securities - - (938) - - - (938) (22) (960)
pECita Pt SpL Change in fair value of
B2 HESE hedging instruments
under net
investment hedges - - - - (23) - (23) (2) (25)
B R Currency translation
difference - 1 6 - 155 - 162 5 167
SH LA Total comprehensive
income - 2,180 (932) - 132 10,688 12,068 176 12,244
[t dshepeill Transfer from retained
earnings - - - 849 - (849) - - -
4358 Dividends - - - - - (7,747) _ (7,747) (103)  (7,850)
2013412 H31 H At 31 December 2013 43,043 34,753 (873) 8,994 1,051 58,938 145,906 2,037 147,943
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201446 H30 H

At 1 January 2014

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 from retained
earnings
Dividends

At 30 June 2014

* BREEAEETEASE 39 SR ERBREUR
BRI - BB AR T E R
FIZEEE A ET AR 2 (s
RAABSR S BT T ) -

% 54 % 159 HZIffsEE 4 B %

Bk T

Condensed Consolidated Statement of Changes in

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

A NS

BEAYE

B

Reserve for

EE fair value

EfEEEE  changes of . Elcal 2ad

faA  Premises  available- EEGEE" s IR Non-  ZEA48%E
Share revaluation for-sale Regulatory Transiation Retained fa=t controlling Total
capital reserve securities reserve* reserve earnings Total interests equity
BEEET EEEET BEEETL  EWEET ABWEET EMEHET BWEET REMEHET ANEEL
HK$’'m HK$’'m HK$’'m HK$’'m HK$’'m HK$’'m HK$’'m HK$’'m HK$’'m
43,043 34,753 (873) 8,994 1,051 58,938 145,906 2,037 147,943
- - - - - 11,908 11,908 148 12,056
- 1,265 - - - - 1,265 9 1,274
- - 1,648 - - - 1,648 13 1,661
- - - - 43 - 43 3 46
- 3) 38 - (291) - (256) (10) (266)
- 1,262 1,686 - (248) 11,908 14,608 163 14,771
- - - 807 - (807) - - -
- - - - - - - (183) (183)
43,043 36,015 813 9,801 803 70,039 160,514 2,017 162,531

* 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 54 to 159 are an integral part of this interim financial information.
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Condensed Consolidated Cash Flow Statement

CREFERD (CREEHE)
(Unaudited) (Unaudited)
FEEEE FELGERE
2014 4% 2013 4F
6 H30H 6 H30H
Half-year ended Half-year ended
et 30 June 30 June
Notes 2014 2013
AW EHEIT BEEIT
HK$’'m HK$'m
REXBHERE Cash flows from operating activities
[T S 2 R Operating cash outflow before taxation 33(a) (3,061) (37,581)
T EHEFERR Hong Kong profits tax paid (910) (917)
S RESNRER Overseas profits tax paid (397) (167)
A 5 s ey ikan e Net cash outflow from operating activities (4,368) (38,665)
RERFEZHERE Cash flows from investing activities
W AWIZE ~ 25 Bkl Purchase of properties, plant and equipment (279) (251)
HEYE - 30 KEFHERT Proceeds from disposal of properties, plant
and equipment 1 1
W EUR & A B R E B R Dividend received from associates and a
joint venture 2 2
BEEB RSN B3 Net cash outflow from investing activities (276) (248)
RMERBHeRE Cash flows from financing activities
SATARSRITHE L R Dividend paid to the equity holders of the
Bank - (5,682)
TR SRR R Dividend paid to non-controlling interests (183) (206)
BEBEER Repayment of subordinated loans - (6,668)
Y EEEERE Interest paid for subordinated liabilities (209) (279)
MEEE RS RN Net cash outflow from financing activities (392) (12,835)
PR R [EIER T H D Decrease in cash and cash equivalents (5,036) (51,748)
W1 A1 HZRS REERSTEH Cash and cash equivalents at 1 January 362,940 241,715
PERESEIHING R EEHSIEHM  Effect of exchange rate changes on cash and
bz cash equivalents (7,216) (2,513)
6 A 30 BXHE&RERMRELIEH Cash and cash equivalents at 30 June 33(b) 350,688 187,454

55 54 £ 159 H iz @A HARA %  The notes on pages 54 to 159 are an integral part of this interim financial information.

B HRCE Y -

53



©)

¥ &) 4 £5(mm)HmAT

BANK OF CHINA (HONG KONG) LIMITED

AR B BRI R

1. FEEEL FEEEHESERE 1. Basis of preparation and significant accounting policies
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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 2013 and should be read in conjunction with the Group’s
Annual Report for 2013.

Amendments and interpretation to standards that are relevant to the Group and
mandatory for the first time for the financial year beginning on 1 January 2014

e HKAS 32 (Amendment), “Financial Instruments: Presentation — Offsetting Financial
Assets and Financial Liabilities”. The amendment addresses inconsistencies in
current practice when applying the offsetting criteria and clarifies the meaning of
“currently has a legally enforceable right of set-off’; and the application of offsetting
criteria to some gross settlement systems (such as central clearing house systems)
that may be considered equivalent to net settlement. The adoption of this amendment
does not have a material impact on the Group’s financial statements.

HKAS 36 (Amendment), “Impairment of Assets: Recoverable Amount Disclosures for
Non-Financial Assets”. The amendment aligns the disclosure requirements with its

original intention which does not intend to disclose at level of cash generating unit. It
also requires additional disclosure about the fair value measurement when the
recoverable amount of impaired assets is based on fair value less costs of disposal.
The adoption of this amendment does not affect the disclosure of the Group’s
financial statements.
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Notes to the Interim Financial Information (continued)

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

(&

(b) EEEHBER (&)

(b) Significant accounting policies (continued)

Bt 201421 518
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B 2014 2R TR 2811
dES

Amendments and interpretation to standards that are relevant to the Group and
mandatory for the first time for the financial year beginning on 1 January 2014
(continued)

¢ HKAS 39 (Amendment), “Financial Instruments: Recognition and Measurement —
Novation of Derivatives and Continuation of Hedge Accounting”. The amendment
introduces a relief to allow hedge accounting to continue in a situation where a
derivative, which has been designated as a hedging instrument, is novated to effect
clearing with a central counterparty as a result of laws or regulation. The adoption of
this amendment does not have a material impact on the Group’s financial statements.

HK(IFRIC) — Int 21, “Levies”. The interpretation addresses how an entity should
account for liabilities to pay levies imposed by governments, other than income taxes,
in its financial statements. For a levy that is triggered upon reaching a minimum
threshold, no liability should be anticipated before the specified minimum threshold is
reached. The adoption of this interpretation does not have a material impact on the
Group'’s financial statements.

(c) Standards and amendment issued that are relevant to the Group but not yet

effective and have not been early adopted by the Group in 2014

ERERZEE
Applicable for

bl )

Standards/Amendment

AR
Content

financial years
beginning on/after

BV B S AERISE TSR
(&fE8T)
HKFRS 7 (Amendment)

BRI TR ¢ 3R - BB B AR AL O SRRV Lk

Financial Instruments: Disclosures — Transition to HKFRS 9

20154£1 A1 H

1 January 2015

EB S AERIZE 9 5 ERLTH FFE
HKFRS 9 Financial Instruments To be determined
BB AERLE 15 58 B P 7 Ry & EUL S 20171 H1H

HKFRS 15

Revenue from Contracts with Customers

1 January 2017
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R HARA s R EE Notes to the Interim Financial Information (continued)
(&)

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

(c) EMEH I EE A8 EAHRRE (c) Standards and amendment issued that are relevant to the Group but not yet

K& I HE AL effective and have not been early adopted by the Group in 2014 (continued)

B 2014 R TER A 2261

FfEaT (&)

o EERI B AEHI 1558 e HKFRS 15, “Revenue from Contracts with Customers”. HKFRS 15 applies a single
Bl B A & E model and specifies the accounting treatment for all revenue arising from contracts
T o BB AR with customers. The new standard is based on the core principle that revenue is
51555 [ A B — LRI EA recognised to reflect the consideration expected to be entitled when control of
MR RN EE &S promised good or service transfers to customer, it is also applicable to the recognition
HEEr R - MR and measurement of gains or losses on the sale of some non-financial assets such as
Rt R T2 KRR properties or equipments that are not an output of ordinary activities. HKFRS 15 also
P i B AR A A R i RS includes a set of disclosure requirements about revenue from customer contracts.
R AN S AUL The new standard will replace the separate models for goods, services and
D M FEH RS 2 E construction contracts stipulated in different standards under the current HKFRS. The
> HiREfRZERE Group is considering the financial impact of the standard and the timing of its
HorIEemEE - Gl application.

¥ - mmEIREE G
FREEA R ERS - BEMH
A5 159R R B fE—
ERME S G R
BEUOR - Zomr A AR HUA
AT AV BREENT
A EEATE R B~ IR
TS AR Y& E LR -
AER B TEAE RV AL %
ST A 755 52 B R L T 55

e -

s HEEstEAFEE R e The IASB published the final version of IFRS 9 “Financial Instruments” in July 2014
201447 H N i 1 BRI PR A which will be mandatorily effective on or after 1 January 2018 with early application in
A FEIGE T & ah its entirety is permitted except for own credit risk, which can be early adopted in
TH | BVERERA » B isolation. In this final version, expected credit losses were introduced to replace the
20181 H1H#H L E existing “incurred loss” impairment model, accompanied by improved disclosures, in
sREIMEAER BT EARE order to cope with the issue of delayed recognition of credit losses on financial assets.
B B By B 4y R %R 1T B The expected loss model is forward-looking, and future conditions are needed to be
HIEE A » #ERIEERE Y considered together with past and current conditions. The model requires an entity to
JAE R —HEEERTER A - I recognise expected credit losses at all time, including at initial recognition.

RERASIA T FHEE
ML > LU H AT 2
FE&4E ) FEmm > I
B DL &L B Y B BE
Ko DB &R EEZE
JH 8 5% 15 Ak 28 T 5 R [
- TR AL Al
WE M o 0 A B R
ox A RIEAARIEN -
ER LRI IR N
W BAEVIRTESDNY o B
SRTAHIEFIER -
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Notes to the Interim Financial Information (continued)

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

(&

(c) ELAF M S A S EAE BREL i
RBHIEER IR RASE
B 20142 RTHRG 2 R
RfEE] (8D

FRTE(E IR AR AL Sp -
A R TEHTIE T LA
SPEET B AT A A 2
WezsHY 3 88 o o0 B LAY
Sz A R A EE B
EHI B
FE ¥ H ERAY SRS
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EEERM B REEN
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2201447 51 HAERH 40
HYE SRR - RGTERE
EETH A BB BHEZ

(c) Standards and amendment issued that are relevant to the Group but not yet

effective and have not been early adopted by the Group in 2014 (continued)

Besides the expected credit loss model, the fair value through other comprehensive
income classification was also added for debt instruments. Financial assets
categorised in this classification should be held in a business model whose objective is
achieved by both collecting contractual cash flows and selling financial assets. All fair
value change other than interest accrual, amortisation and impairment will be
recognised in other comprehensive income, which would be subsequently reclassified
into profit and loss upon disposal.

It is expected the HKICPA will soon pronounce an equivalent standard with an
identical mandatory effective date. The Group will consider the financial impact and
the timing of its application.

Please refer to Note 2.1(b) of the Group’s Annual Report for 2013 for brief
explanations of the rest of the above-mentioned standard and amendment.

Improvements to HKFRSs

“Improvements to HKFRSs” contains numerous amendments to HKFRSs which the
HKICPA considers not urgent but necessary. It comprises amendments that result in
accounting changes for presentation, recognition or measurement purpose as well as
terminology or editorial amendments related to a variety of individual HKFRSs. The
amendments are effective and adopted for annual periods beginning on or after 1 July
2014. The adoption of these improvements does not have a material impact on the
Group'’s financial statements.

HERGE -
2. FEFEETBURIF ZEAE 2. Critical accounting estimates and judgements in applying
sttt BT accounting policies
AEE GG EE KB The nature and assumptions related to the Group’s accounting estimates are consistent

3% o HELAEEE £ 2013412 with those used in the Group’s financial statements for the year ended 31 December 2013.
H 31 H B9 1 5 BRI Y
—5 -

57



@ ¥ 8 447 (5 ) B BT

BANK OF CHINA (HONG KONG) LIMITED

AR B B
(&)
3. EREREH

ARG E R B BEES T ke
BRI - T S Rl ey R
fEEmE - fsEbE (EREIH
DR\ K R 2 g ) B EhEs
B o AR A SR Y
5 R R -

31 SRR
(A) SRR EARRE
(a) BEEK

EAEEBEER
e B RN L B —TH
=% I E K H
o KOBRTS AR
BAEHEEE
H I u] SEAY R
e > AR
T H UK 4R
5o

WHZHEER
M &5 35K 2 HY R
IR - ARHEE
T2 1% 1 {E B R 2R
B < R 9T 3R AE W
& M Z &= W Et
2 B e
EEENEEE
BAETLEEAR
PHEGRE S &%
EAIBEIEAE
o

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 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)

2014 £ i 2013 41
6 530H 12 H31H
At 30 June At 31 December
2014 2013
BEEET AT E T
HK$’'m HK$'m
2,601 2,128

947 840

2,449 1,779
1,865 1,550

736 578

0.27% 0.25%

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

collateral in respect of impaired advances.

As at 30 June 2014 and 31 December 2013, there were no impaired trade bills.
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(&)

3. &FEEEHE (8) 3. Financial risk management (continued)

31 EERE (&) 3.1 Credit Risk (continued)
(A) EE R EAMERETE (A) Gross advances and other accounts (continued)
(&)
(a) ESZ (&) (a) Impaired advances (continued)
FESHECRE Classified or impaired advances to customers are analysed as follows:
2R P ER T
wr
2014 4 7 2013 4F
6 H30H 12 H31H
At 30 June At 31 December
2014 2013
BEEET B EETT
HK$’'m HK$'m
F5 3E 4y B EORE Gross classified or impaired advances to
2P ERRE customers
#H 2,930 2,433
SRR TE 43 B Gross classified or impaired advances to
[Ea- 9= /¢ customers as a percentage of gross
BAEE FE 3 advances to customers
B 0.31% 0.28%
¥ 78 53 B R (E Classified or impaired advances to customers represent advances which are either
ZE PR classified as “substandard”, “doubtful” or “loss” under the Group’s classification of
AR ERGE loan quality, or individually assessed to be impaired.
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Notes to the Interim Financial Information (continued)

3. Financial risk management (continued)

3.1 Credit Risk (continued)

(A) Gross advances and other accounts (continued)

(b) Advances overdue for more than three months

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

N2014FE6 H30H

2013412 H 31 H

At 30 June 2014 At 31 December 2013
5% FEREEE 13 SRR
Harts Horth
% of gross % of gross
&HR advances to S%A advances to
Amount customers Amount customers
AEEET B EHETT
HK$’'m HK$'m
Gross advances to
customers which
have been
overdue for:
- six months or
less but over
three months 777 0.08% 266 0.03%
- one year or
less but over
six months 331 0.04% 97 0.01%
- over one year 301 0.03% 314 0.04%
Advances overdue
for over three
months 1,409 0.15% 677 0.08%
Individually
assessed
impairment
allowances made
in respect of such
advances 650 406
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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)

Notes to the Interim Financial Information (continued)

#2014 £ 14 2013 £
6H30H 12H31d
At 30 June At 31 December
2014 2013
BEEHETL BEEHET
HK$’'m HK$'m
Current market value of collateral held
against the covered portion of such
advances to customers 1,303 723
Covered portion of such advances to
customers 727 245
Uncovered portion of such advances to
customers 682 432

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

corporate loans and mortgages over residential properties for personal loans.

As at 30 June 2014 and 31 December 2013, there were no trade bills overdue for

more than three months.

63



@ ¥ 8 447 (5 ) B BT

BANK OF CHINA (HONG KONG) LIMITED

AR B B

(&)

3. EREREE (&)

31 EEREE (8
(A) SEEFRHAMIRE

(&

(c) EEEFK

KEEE P ER0F
H (CHURE S
7 i 3
{8 H 2 &xK,
73)

KEAEREE
J5 TR oy B 1B R e
JREAE 77 40 A 2
KT EBENRE
BEANGEZE
e ERTERGHEIR
Z S BRI
a3 @A - Al
HEE AR 3
3 Z &K, A -

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

720146 H30 H W2013 412 H 31 H
At 30 June 2014 At 31 December 2013
5% F R il P AR
Btk H\orth
% of gross % of gross
&50 advances to SHA advances to
Amount customers Amount customers
BEEET AT E T
HK$’'m HK$'m
Rescheduled
advances to
customers net of
amounts included
in “Advances
overdue for more
than three
months” 35 - 1,012 0.12%

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”.
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3.1 Credit Risk (continued)
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Loans for use in Hong Kong

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

equipment

- Recreational activities
- Information technology
- Others

Individuals

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

- Loans for purchase of
other residential
properties

- Credit card advances

- Others

Total loans for use in Hong
Kong
Trade finance

Loans for use outside Hong
Kong

Gross advances to customers

3. Financial risk management (continued)

(A) Gross advances and other accounts (continued)

(d) Concentration of advances to customers

(i) Sectoral analysis of gross advances to customers

Notes to the Interim Financial Information (continued)

The following analysis of the gross advances to customers by industry sector is
based on the categories with reference to the Completion Instructions for the
HKMA return of loans and advances.

R20144£6 5300

At 30 June 2014
RS RIS Z HERFZ
ZHES HESE A TRABAE G
HEEEEEE % Covered SERE Individually Collectively
Gross by collateral Classified d d
advances to or other or A impairment impairment
customers security impaired Overdue allowances allowances
AEEET AETET EBEOET  BEEET AEEET
HK$’'m HK$’'m HK$’'m HK$’'m HK$’'m
41,393 38.26% 1 1 - 157
80,349 87.05% 34 169 6 399
7,725 8.85% - 13 - 39
4,647 37.82% - - - 18
37,238 43.67% 180 261 47 208
24,479 29.16% 76 155 35 120
38,124 31.34% 33 2 1 203
461 8.91% - - - 1
14,210 1.31% 2 5 1 45
61,715 38.05% 31 151 25 257
9,565 99.97% 24 222 - 6
193,775 99.96% 68 1,688 - 99
11,845 - 31 309 - 70
36,829 67.50% 48 556 7 84
562,355 66.76% 528 3,532 122 1,706
92,749 11.62% 157 177 97 405
293,537 26.53% 2,245 1,398 728 1,436
948,641 48.92% 2,930 5,107 947 3,547
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3.1 Credit Risk (continued)
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Loans for use in Hong Kong

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

equipment

- Recreational activities
- Information technology
- Others

Individuals

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

- Loans for purchase of
other residential
properties

- Credit card advances

- Others

Total loans for use in Hong
Kong

Trade finance

Loans for use outside Hong
Kong

Gross advances to customers

3. Financial risk management (continued)

(A) Gross advances and other accounts (continued)

(d) Concentration of advances to customers (continued)

2013412 H 31 H
At 31 December 2013

Notes to the Interim Financial Information (continued)

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

LS ‘ RGP e

Z Btk FREIE TAEZE AEZE

HEERYEE % Covered EERE Individually Collectively
Gross by collateral Classified assessed assessed
advances to or other or A impairment impairment
customers security impaired Overdue allowances allowances
BEETT BEETT  BEEETT BIEETT BEETT
HK$'m HK$'m HK$'m HK$'m HK$'m
40,596 37.02% 1 1 - 173
79,103 87.88% 54 275 4 416
7,748 11.42% - 2 - 46
4,215 50.25% - - - 15
32,846 49.28% 95 237 34 173
19,031 36.22% 57 112 31 103
34,327 31.95% 971 4 271 157
492 10.99% - - 2
10,852 1.55% 2 2 1 37
38,422 38.08% 42 164 24 172
9,773 99.97% 26 241 - 7
190,031 99.98% 59 2,006 - 105
12,223 - 28 455 - 84
28,244 63.49% 36 354 10 50
507,903 69.72% 1,371 3,854 375 1,540
85,413 13.84% 266 285 122 375
264,948 28.35% 796 1,108 343 1,480
858,264 51.39% 2,433 5,247 840 3,395
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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

Notes to the Interim Financial Information (continued)

The following geographical analysis of advances to customers is based on the

location of the counterparties, after taking into account the transfer of risk. For

an advance to customer guaranteed by a party situated in a country different

from the customer, the risk will be transferred to the country of the guarantor.

Gross advances to customers

Hong Kong
Mainland of China
Others

Collectively assessed impairment
allowances in respect of the
gross advances to customers

Hong Kong
Mainland of China
Others

67

2014 &£ 2013 &
6 530 H 12H31H
At 30 June At 31 December
2014 2013
BEEHET BEEET
HK$’'m HK$'m
705,328 666,534
195,711 153,201
47,602 38,529
948,641 858,264
2,266 2,232
1,032 946

249 217

3,547 3,395
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3. Financial risk management (continued)

3.1 Credit Risk (continued)

(A) Gross advances and other accounts (continued)

Overdue advances

Hong Kong
Mainland of China
Others

Individually assessed impairment
allowances in respect of the
overdue advances

Hong Kong
Mainland of China
Others

Collectively assessed impairment
allowances in respect of the
overdue advances

Hong Kong
Mainland of China
Others
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(d) Concentration of advances to customers (continued)

Notes to the Interim Financial Information (continued)

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

02014 &£ 2013 &
6 530H 12H31H
At 30 June At 31 December
2014 2013
BEEHET BEEET
HK$’m HK$'m
3,537 4,010
1,496 1,084

74 153

5,107 5,247

177 209

468 323

19 28

664 560

91 80

9 6

1 2

101 88
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3. Financial risk management (continued)

3.1 Credit Risk (continued)

(A) Gross advances and other accounts (continued)

Classified or impaired advances

Hong Kong
Mainland of China
Others

Individually assessed impairment
allowances in respect of the
classified or impaired advances

Hong Kong
Mainland of China
Others

Collectively assessed impairment
allowances in respect of the
classified or impaired advances

Hong Kong
Mainland of China
Others
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(d) Concentration of advances to customers (continued)

Notes to the Interim Financial Information (continued)

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

2014 &£ 2013 &
6 H30H 12H31H
At 30 June At 31 December
2014 2013
BEEHET BEEET
HK$’'m HK$'m
698 1,743

1,753 586

479 104

2,930 2,433

199 488

601 324

147 28

947 840

47 35

3 1

- 2

50 38
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R HARA s R EE Notes to the Interim Financial Information (continued)
(&)

3. &FEEEHE (8) 3. Financial risk management (continued)

31 EERE (&) 3.1 Credit Risk (continued)
(B) WHERE (B) Repossessed assets

AREEY 2014 4 6 The estimated market value of repossessed assets held by the Group as at 30 June
H 30 HFFAHYE 2014 amounted to HK$103 million (31 December 2013: HK$118 million). They
B AhE A& comprise properties in respect of which the Group has acquired access or control (e.g.
1.03 {#7C (2013 £ through court proceedings or voluntary actions by the proprietors concerned) for
12 H 31 H:#&#1.18 release in full or in part of the obligations of the borrowers.
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BANK OF CHINA (HONG KONG) LIMITED

3.1 Credit Risk (continued)

TR LLSBTRER Y

2 (7%

I RAFK

SRR o ERRETT
FEARAIES T AilEr

T NI EE R
o,

n it e S Available-for-sale
securities

FHZEEIAHES Held-to-maturity
securities

SRR EUGER Loans and
receivables

N EE(EET AR Financial assets at

T BREEE fair value through

profit or loss

4EEt Total

n it e S Available-for-sale
securities

FAEERIHHES%  Held-to-maturity
securities

R EGR Loans and
receivables

NPEE BT AR Financial assets at

W R EE fair value through

profit or loss

HHET Total

3. Financial risk management (continued)

(C) Debt securities and certificates of deposit

Notes to the Interim Financial Information (continued)

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.

7201456 H30H
At 30 June 2014
A3 T

Aal Z Aa3 A1 ZE A3 Lower PR &Est
Aaa Aa1 to Aa3 A1 to A3 than A3 Unrated Total
BEEET BEEETT AREET AREET B¥EEx  B¥EET
HK$’'m HK$’'m HK$’m HK$’'m HK$’'m HK$’m
69,968 116,906 95,528 16,544 21,430 320,376
25,320 29,286 1,216 281 52 56,155
- - 2,252 - 1,508 3,760
15,519 10,779 2,448 995 765 30,506
110,807 156,971 101,444 17,820 23,755 410,797

2013412 H 31 H

At 31 December 2013

A3 DA

Aal % Aa3 A1 5 A3 Lower TR Gzt
Aaa Aa1 to Aa3 A1 to A3 than A3 Unrated Total
AWEETT AEETT  OBWEETT BN EE T AENEET AHEET
HK$'m HK$'m HK$'m HK$'m HK$'m HK$'m
73,296 148,342 128,401 23,241 20,259 393,539
2,315 2,075 24 348 117 4,879
- - 7,270 - 675 7,945
7,545 12,914 1,900 678 607 23,644
83,156 163,331 137,595 24,267 21,658 430,007
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R HARA s R EE Notes to the Interim Financial Information (continued)
(&)

3. &FEEEHE (8) 3. Financial risk management (continued)

31 EERE (8 3.1 Credit Risk (continued)
(C) BERBAERENE (C) Debt securities and certificates of deposit (continued)
€
TREBEETES The following tables present an analysis of impaired debt securities by issue rating. In
BT AT o AE the absence of such issue ratings, the ratings designated for the issuers are reported.

TR RAIE N
T o A& s (T AR

FTARERE -
7201446 H30 H
At 30 June 2014
IREME Hep:
Carrying values RET B
Of which
A3 IR accumulated
Aal & Aa3 A1 & A3 Lower SERELR 4=t impairment
Aaa Aa1to Aa3 A1 to A3 than A3 Unrated Total allowances
it b b b b Py Py
HETT HEIT HEIT HEIT HEIT HET HET
HK$’m HK$’'m HK$’'m HK$’'m HK$’'m HK$’'m HK$’m
it E RS Available-for-sale
securities - - - - - - -
HEZEFIHHZES%S Held-to-maturity
securities 28 - 1 - - 29 1
4=t Total 28 - 1 - - 29 1
Hrp o ZERE(E  Of which
A accumulated
impairment
allowances 1 - - - - 1
W2013 412 531 H
At 31 December 2013
IRMAE Hrr:
Carrying values B E L
Of which
A3 DI'F accumulated
Aal & Aa3 A1 & A3 Lower SESPAR 4E=t impairment
Aaa Aa1to Aa3 A1to A3 than A3 Unrated Total allowances
B B B B B B B
HETT HETT HETT HETT HETT HE#IT HETT
HK$'m HK$'m HK$'m HK$'m HK$'m HK$'m HK$'m
w L ERE S Available-for-sale
securities - 6 - - - 6 -
FFEZEFHIHZES Held-to-maturity
securities 44 - 1 - - 45 3
Hat Total 44 6 1 - - 51 3

accumulated
impairment
allowances 3 - - - - 3

Hep o Hef{E Of which
A

#2014 £ 6 H 30 H . 2013 4 As at 30 June 2014 and 31 December 2013, there were no impaired certificates of deposit and
12 A 31 H » J8FBIEFEE no overdue debt securities and certificates of deposit.
B8R w2 B R85 AT

27
a5 ©
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Notes to the Interim Financial Information (continued)

3. Financial risk management (continued)

3.2 Market Risk

(A) VAR

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 a historical simulation approach and two years of historical market data, to
calculate the VAR of the Group and subsidiaries over a 1-day holding period with a 99%
confidence level, and sets up the VAR limit of the Group and subsidiaries.
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Notes to the Interim Financial Information (continued)

3. Financial risk management (continued)

3.2 Market Risk (continued)

(A) VAR (continued)

The following table sets out the VAR for all general market risk exposure' of the Group.

e
st G2 R AR
Ffy 6 H30H AREE EaEE PERE
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
AEETT BEEs T BEEET BEET
HK$'m HK$'m HK$'m HK$'m
st VAR for all market risk 2014 21.0 18.2 35.1 26.4
7gIER 2013 21.6 13.9 27.0 20.5
PR\ b > S (B VAR for foreign exchange 2014 10.5 9.6 19.5 14.3
risk 2013 15.4 10.3 27.6 14.8
TR e 2 e\ (B VAR for interest rate risk 2014 21.4 16.8 39.5 27.5
2013 18.7 8.8 21.7 16.2
{2 i 2 JL o (L VAR for equity risk 2014 0.2 0.1 0.7 0.2
2013 1.7 0.0 2.4 1.0
P U 2 e VAR for commodity risk 2014 0.6 0.0 1.3 0.3
2013 0.1 0.0 0.7 0.2
i Note:
1R B35 S 45 F TR 5k 1. Structural FX positions have been excluded. In the first half of 2014, all general market risk exposure
IRy JEFEE - 7 2014 are presented on the Group basis, comparative amounts are presented on the same basis accordingly.
FLRF . —hi5
JE g E DL E R
PR+ LR IR R
FIAHIEIERAE -
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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 market 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 including
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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Notes to the Interim Financial Information (continued)

3.2 Market Risk (continued)

currency.

RNIVEEMN AR
It & A& T IR H B 51
o MR -

HEE

TP R A7 R T R Ho
MBS ER

TESRIT R A R — 2+
1B A A EIH ERIEI

AT A

(TESRMTA
EERITEEBN A S

BB AR
A
- AR
- FAEZERHES
- BRRIEWGK

B nE R aE bR
REYEE

WIBE ~ B RER

HitrgrE (SfEREREERE)

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
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)

Total assets

(B) Currency risk (continued)

3. Financial risk management (continued)

The tables below summarise the Group’s exposure to foreign currency exchange rate
risk as at 30 June 2014 and 31 December 2013. Included in the tables are the assets
and liabilities at carrying amounts in HK dollars equivalent, categorised by the original

R2014E£6 530 H
At 30 June 2014
¥t En CI . A
AR¥ us HK BXZE Japanese  Pound HAtn fast
Renminbi  Dollars  Dollars Euro Yen Sterling Others Total
bt bt B B B B B bt
HET BHHEL HET BHHET BHET HERX BEET BET
HK$’m  HK$m HK$’m HK$’m HK$m  HK$m HK$’'m HK$’'m
283,458 35,482 13,427 3,417 1,320 488 2,245 339,837
22,876 6,780 3,475 117 - 92 156 33,496
8,594 2,712 19,351 - - - 167 30,824
223 7,461 19,968 - 2 - 22 27,676
- - 92,680 - - - - 92,680
98,420 309,875 590,102 6,936 699 422 7,188 1,013,642
74,531 153,163 61,229 6,678 306 6,239 19,628 321,774
20,849 30,779 1,105 - - 209 3,213 56,155
1,863 1,547 350 - - - - 3,760
- - 303 - - - - 303
130 - 14,298 - - - - 14,428
812 3 52,594 - - - - 53,409
855 797 11,705 136 463 131 404 14,491
512,611 548,599 880,587 17,284 2,790 7,581 33,023 2,002,475
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Notes to the Interim Financial Information (continued)

3. Financial risk management (continued)

3.2 Market Risk (continued)

(B) Currency risk (continued)

201446 H30 H

At 30 June 2014
e BT e
AR% us HK EX%E Japanese  Pound HAt, 4EET
Renminbi  Dollars  Dollars Euro Yen Sterling Others Total
bl A b i b i bl A bl bt
BET BHERT HBHHETL BHHET BHET BHHERT BHET BET
HK$m  HK$m HK$m  HK$'m HK$m HK$m HK$m HK$’'m
& Liabilities
FBRE A TR AR Hong Kong SAR currency notes in
circulation - - 92,680 - - - - 92,680
SRTT R A SRl > 1 R 4565  Deposits and balances from banks
and other financial institutions 98,958 43,652 39,602 170 56 79 2,368 184,885
NEESE( R B 2 $Ri&fE  Financial liabilities at fair value
through profit or loss 1,590 2,821 13,561 - - 7 1,510 19,489
eI A Derivative financial instruments 291 2,486 15,447 179 2 1 62 18,468
EPR Deposits from customers 334,088 305,429 745,126 13,485 3,035 9,971 31,063 1,442,197
TSR A ST 2 (755555 K7k Debt securities and certificates of
=5 deposit in issue at amortised
cost - 7,709 - - 1,714 - 73 9,496
HAMBEIE R (RFSHERTRRIE R, Other accounts and provisions
EIERIEA ) (including current and deferred
tax liabilities) 13,139 9,559 27,946 658 101 555 1,003 52,961
3=t Subordinated liabilities - 19,768 - - - - - 19,768
AR Total liabilities 448,066 391,424 934,362 14,492 4,908 10,613 36,079 1,839,944
AR EREFHE Net on-balance sheet position 64,545 157,175 (53,775) 2,792  (2,118) (3,032) (3,056) 162,531
FINEEAEESIFE Off-balance sheet net notional
position* (54,700) (138,848) 196,325  (3,098) 2,046 2,805 1,565 6,095
SREEREHE Contingent liabilities and
commitments 68,781 162,162 309,710 1,967 546 39 1,222 544,427
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Notes to the Interim Financial Information (continued)

3.2 Market Risk (continued)

(B) Currency 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)

Total assets

3. Financial risk management (continued)

2013412 531 H
At 31 December 2013

- Ft bt HE % ,
NG us HK BU% Japanese Pound Hh HaEt
Renminbi Dollars Dollars Euro Yen Sterling Others Total
B OBl Bl B W B B B
HETT 0 H&T  HERT  HET  H&ET HERT HET O HET
HK$'m HK$'m HK$'m HK$'m HK$'m HK$'m HK$'m HK$'m
296,351 38,474 14,159 1,264 230 259 2,743 353,480
35,264 10,442 476 107 - - 405 46,694
5,198 2,721 15,922 - - - 161 24,002
722 4,598 19,900 2 - - 20 25,242

- - 99,190 - - - - 99,190

104,996 259,230 549,866 3,792 459 205 6,327 924,875
80,404 201,352 83,437 6,024 296 515 22,981 395,009
702 1,981 677 - - - 1,519 4,879

833 4,039 3,073 - - - - 7,945

- - 292 - - - - 292

135 - 14,592 - - - - 14,727

865 3 51,324 - - - - 52,192

886 1,244 18,035 487 111 10 477 21,250
526,356 524,084 870,943 11,676 1,096 989 34,633 1,969,777
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Notes to the Interim Financial Information (continued)

3.2 Market Risk (continued)

(B) Currency risk (continued)

Liabilities

Hong Kong SAR currency notes in
circulation

Deposits and balances from banks
and other financial institutions

Financial liabilities at fair value
through profit or loss

Derivative financial instruments

Deposits from customers

Debt securities in issue at
amortised cost

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

Subordinated liabilities

Total liabilities
Net on-balance sheet position

Off-balance sheet net notional
position*

Contingent liabilities and
commitments

3. Financial risk management (continued)

A 20134£12 H31 H

At 31 December 2013

it it A HE 59
N us HK EX%E Japanese  Pound HeAtr, 45
Renminbi Dollars Dollars Euro Yen  Sterling Others Total
i it W W it R I s
HET W HE&ET HET HET HET H&ET HET HETT
HK$'m HK$'m HK$m  HK$'m HK$'m HK$'m HK$'m HK$'m
- - 99,190 - - - - 99,190
167,166 58,511 50,607 381 89 106 1,413 278,273
1,590 16 10,842 - - 7 1,125 13,580
894 2,196 15,395 187 1 - 74 18,747
311,870 273,621 678,429 9,965 3,563 11,270 40,658 1,329,376
- 5,684 - - - - - 5,684
11,542 9,057 33,513 981 148 600 1,294 57,135
- 19,849 - - - - - 19,849
493,062 368,934 887,976 11,514 3,801 11,983 44,564 1,821,834
33,294 155,150 (17,033) 162 (2,705) (10,994)  (9,931) 147,943
(22,528) (145,010) 149,367 (17) 2,573 10,966 9,465 4,816
73,056 146,235 293,937 4,069 501 1,244 4,223 523,265

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

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

3. Financial risk management (continued)

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

2014 and 31 December 2013. Included in the tables are the assets and liabilities at
carrying amounts, categorised by the earlier of contractual repricing or maturity dates.

N2014E£6 H30H
At 30 June 2014

BE
JEELAF 35 T A BEOSRA T T HL A s
RS ER

HESRIT R E M SR — 21+ =
{8 H S S

NHEE LT A SREE

ITEEMTA
AR TEREBN A FEE

IR HAIRIR
fegaiay

- AL R

- FrAETHAES

- BB
Fra TR aEhEER

B
Vs ~ Gkt R
HirgzE (SEEEAEERE)

HERE

—= =% AEtE
—ERAN =@A +-EA —FE"AE #HEMLE Non-
Up to 1to 3 3 to 12 1to 5 Over interest 4=t
1 month months months years 5 years bearing Total
b i bt b b b bl bl
BET BHET BHETT BHET BHETT BET BHET
HK$’m HK$’m HK$’m HK$’m HK$’m HK$’'m HK$’'m
Assets
Cash and balances with banks and
other financial institutions 330,069 - - - - 9,768 339,837
Placements with banks and other
financial institutions maturing
between one and twelve months - 23,237 10,259 - - - 33,496
Financial assets at fair value
through profit or loss 4,040 5,500 11,573 7,486 1,907 318 30,824
Derivative financial instruments - - - - - 27,676 27,676
Hong Kong SAR Government
certificates of indebtedness - - - - - 92,680 92,680
Advances and other accounts 700,357 199,171 92,278 15,064 1,048 5,724 1,013,642
Investment in securities
- Available-for-sale securities 37,552 50,309 71,363 109,311 51,841 1,398 321,774
- Held-to-maturity securities 951 752 2,722 37,277 14,453 - 56,155
- Loans and receivables 557 1,519 1,684 - - - 3,760
Interests in associates and a joint
venture - - - - - 303 303
Investment properties - - - - - 14,428 14,428
Properties, plant and equipment - - - - - 53,409 53,409
Other assets (including deferred
tax assets) 1,120 - - - - 13,371 14,491
Total assets 1,074,646 280,488 189,879 169,138 69,249 219,075 2,002,475
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3. &Rl EHE (8) 3. Financial risk management (continued)

3.2 HEEEE (8) 3.2 Market Risk (continued)
(C) FIRERE (&) (C) Interest rate risk (continued)
7201446 5300
At 30 June 2014
—2 =% RetE
—EAA =@A +ZER —ZEHE HEEME Non-
Up to 1to 3 3 to 12 1to 5 Over interest 4=t
1 month months months years 5 years bearing Total
biecd i piid piid g betd Pt
HETT HETT HETT HETT HETT HETT HET
HK$’m HK$’m HK$’m HK$’m HK$’m HK$’m HK$’'m
=1 Liabilities
BRI RE R B Hong Kong SAR currency notes
in circulation - - - - - 92,680 92,680
TR A R RS > {72k K 4585 Deposits and balances from banks
and other financial institutions 153,325 7,320 5,485 - - 18,755 184,885
INHES(EET AR 2 &R &E  Financial liabilities at fair value
through profit or loss 6,805 6,364 5,283 513 524 - 19,489
PTESRMTE Derivative financial instruments - - - - - 18,468 18,468
% PIER Deposits from customers 979,238 209,633 165,883 14,153 - 73,290 1,442,197
FHEESH AR 31T 2 (BTS84 K Debt securities and certificates of
s deposit in issue at amortised
cost 1,705 - 1,997 5,794 - - 9,496
HAETE R E (EHEIERTITE R Other accounts and provisions
EIEFIEE T ) (including current and deferred
tax liabilities) 16,487 3,607 3,794 217 1 28,855 52,961
®IEARE Subordinated liabilities - - - - 19,768 - 19,768
b=t Total liabilities 1,157,560 226,924 182,442 20,677 20,293 232,048 1,839,944
FIZR GRS ER T Interest sensitivity gap (82,914) 53,564 7,437 148,461 48,956  (12,973) 162,531
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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)

Total assets

3. Financial risk management (continued)

B 2013412 H 31 H
At 31 December 2013

—% =% TEE

—{EAA ={EH +Z#EA —EHFE HFEME Non-
Up to 1to3 3 to 12 1t0 5 Over interest 4t
1 month months months years 5 years bearing Total
HETT HETT HETT HETT HETT HETT HETT
HK$'m HK$'m HK$'m HK$'m HK$'m HK$'m HK$'m
336,154 - - - - 17,326 353,480
- 33,801 12,893 - - . 46,694
2,158 6,142 7,616 5,780 1,948 358 24,002
- - - - - 25,242 25,242
- - - - - 99,190 99,190
699,355 121,716 78,275 18,082 1,004 6,443 924,875
47,934 57,864 76,763 141,106 69,872 1,470 395,009
1,325 460 2,040 941 113 - 4,879
1,660 2,931 3,354 - - - 7,945
- - - - - 292 292
- - - - - 14,727 14,727
- - - - - 52,192 52,192
608 - - - - 20642 21,250
1,089,194 222,914 180,941 165,909 72,937 237,882 1,969,777
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3. &Rl EHE (8) 3. Financial risk management (continued)

3.2 HEEE (8) 3.2 Market Risk (continued)
(C) FIREE (&) (C) Interest rate risk (continued)
BR20134 12 H 31 H
At 31 December 2013
—F =% TEE
—{EAA ={8A +{EA —ZEAFE AFLE Non-
Up to 1t 3 3 to 12 1t05 Over interest 4t
1 month months months years 5 years bearing Total
i i G G T i peiics
HETT HETT HETT HETT HETT HETT HETT
HK$'m HK$'m HK$'m HK$'m HK$'m HK$'m HK$'m
i Liabilities
BRI TR AR Hong Kong SAR currency notes
in circulation - - - - - 99,190 99,190
SRIT R HAM SRl > 173 R 456% Deposits and balances from banks
and other financial institutions 240,026 3,768 671 - - 33,808 278,273
NEEE BT B 2 &Rl&E  Financial liabilities at fair value
through profit or loss 5,451 5,406 2,071 382 270 - 13,580
fEemTAE Derivative financial instruments - - - - - 18,747 18,747
B Deposits from customers 953,827 169,169 124,513 10,589 39 71,239 1,329,376
TBESH R A ST 2 (BI85 Debt securities in issue at
amortised cost - - - 5,684 - - 5,684
HAHEIE R (RIFERERTFRIE R, Other accounts and provisions
IRIEYEE ) (including current and deferred
tax liabilities) 19,947 2,588 4,106 397 - 30,097 57,135
®BIEAR Subordinated liabilities - - - - 19,849 _ 19,849
=tk Total liabilities 1,219,251 180,931 131,361 17,052 20,158 253,081 1,821,834
FIAR R R Interest sensitivity gap (130,057) 41,983 49,580 148,857 52,779 (15,199) 147,943
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R HARA s R EE Notes to the Interim Financial Information (continued)
(&)

3. &Rl EHE (8) 3. Financial risk management (continued)

3.3 REELER 3.3 Liquidity Risk
(A) RENESEE (A) Liquidity ratio
FEEHE FEEER
2014 £ 2013 &
6530H 6 H30H
Half-year ended Half-year ended
30 June 30 June
2014 2013
SEEREE LR Average liquidity ratio 39.58% 38.70%
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¥EEREI&E 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.
Fe VU J DL B A L e

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

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

Tables below analyse assets and liabilities of the Group as at 30 June 2014 and 31
December 2013 into relevant maturity groupings based on the remaining period at
balance sheet date to the contractual maturity date.

FRITH
201446 H30 H
At 30 June 2014
—Z =z
B —EARN =8A +ZEA —Z2HAF AFME FHEE
On Up to 1to3 3to12 1to5 Over [=pi] st
demand 1 month months months years 5 years Indefinite Total
b1 by bt bt by bt b b
BEET HERT BHET HET ©HErX BHET BHET  BEEST
HK$’'m HK$’'m HK$’'m HK$’'m HK$’'m HK$’m HK$’'m HK$’'m
BE Assets
IR S KA TR At 4@t Cash and balances with banks and
RS R other financial institutions 261,973 65,345 - - - - 12,519 339,837
TESRTT R EA &Rtk —%2 -+ Placements with banks and other
{8 5 NEBIHA 2 E AR financial institutions maturing
between one and twelve months - - 23,237 10,259 - - - 33,496
INPESEET B 2 &RiEE  Financial assets at fair value
through profit or loss
- oM - held for trading
- S - debt securities - 4,023 5,050 11,127 6,439 1,897 - 28,536
- 1B - certificates of deposit - - 292 177 90 - - 559
- FUERDAATHES T SR - designated at fair value through
profit or loss
- Al - debt securities - M 10 2 1,358 - - 1,411
- HenEss - equity securities - - - - - - 318 318
THEeRT A Derivative financial instruments 14,078 1,240 1,288 6,599 1,373 3,098 - 27,676
EREATHERFAEEHZ  Hong Kong SAR Government
certificates of indebtedness 92,680 - - - - - - 92,680
SR H AR Advances and other accounts
- BPEE - advances to customers 106,162 32,156 72,038 163,240 344,409 223,874 2,268 944,147
- E5EE - trade bills 35 13,602 21,504 34,354 - - - 69,495
HBREE Investment in securities
- H[fEEE - available-for-sale
- (s - debt securities - 13,631 23,247 61,095 120,284 54,154 - 272,411
- fHicE - certificates of deposit - 4,966 8,179 19,622 15,198 - - 47,965
- FrEEEHIH - held-to-maturity
- - debt securities - 434 619 3,055 37,132 14,809 29 56,078
- s - certificates of deposit - - - 77 - - - 77
- SRR - loans and receivables
- [ - debt securities - 557 1,519 1,684 - - - 3,760
- W - equity securities - - - - - - 1,398 1,398
AT R EE AR Interests in associates and a joint
venture - - - - - - 303 303
ita=vuE 3 Investment properties - - - - - - 14,428 14,428
W ~ M R Properties, plant and equipment - - - - - - 53,409 53,409
Hir&m (HIEEERIEAR)  Other assets (including deferred
tax assets) 5,570 8,107 122 453 164 - 75 14,491
KERE Total assets 480,498 144102 157,105 311,744 526,447 297,832 84,747 2,002,475
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Notes to the Interim Financial Information (continued)

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

(B) EIfHE T (&)

(B) Maturity analysis (continued)

201446 H30 H
At 30 June 2014
_—§ =F
B —EAR =EA +-ER —EHEE AFEME  FEE
On Up to 1t0 3 3to12 1to 5 Over HHA st
demand 1 month months months years 5 years Indefinite Total
BEHET HBHHEL BHHET HHET BHERT EBEHET BHHET 2 BHET
HK$’'m HK$’m HK$’'m HK$’'m HK$’'m HK$’m HK$’'m HK$’'m
ik Liabilities
F SR TR AR Hong Kong SAR currency notes in
circulation 92,680 - - - - - - 92,680
SRAT e HAM R > R Deposits and balances from banks
“Ebk and other financial institutions 149,229 22,851 7,320 5,485 - - - 184,885
ANHEEEEI AR 2 &AM Financial liabilities at fair value
through profit or loss - 6,805 6,364 5,283 513 524 - 19,489
PTESMTE Derivative financial instruments 9,913 1,345 1,309 2,796 2,059 1,046 - 18,468
BEIFER Deposits from customers 731,030 316,742 210,439 167,485 16,501 - - 1,442,197
TEHESN RS T (B155E %5 ) /7 Debt securities and certificates of
FGicA depositin issue at amortised cost
- S - debt securities - 1,550 - 1643 5762 - - 8,955
- s - certficates of deposit - 155 . 386 - - . 541
HANBETERCER (GHEENTRIE  Other accounts and provisions
FORTERIE S (E ) (including current and deferred
tax liabilities) 20,736 11,758 4,054 8,579 7,828 6 - 52,961
®IEERE Subordinated liabilities - - 418 - - 19,350 - 19,768
b=t Total liabilities 1,003,588 361,206 229,904 191,657 32,663 20,926 - 1,839,944
REE B Net liquidity gap (523,090) (217,104) (72,799) 120,087 493,784 276,906 84,747 162,531
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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)

2013412 531 H
At 31 December 2013

—= =
B —@EAN  =EA +2EA —E2RFE AFME FHEE
On Up to 1t03 3to12 1to5 Over HH#HA yE=
demand 1 month  months  months years _ 5years Indefinite Total
peiics i A peiucs i i G A
HEIT HET  EH&ET  HET HETT  H&ET  HET HETT
HK$'m HK$'m HK$'m HK$'m HK$'m HK$'m HK$'m HK$'m
BE Assets
[EIFIRE R AF R T R HA4:F  Cash and balances with banks and
HRENASeR other financial institutions 246,105 94,800 - - - - 12,575 353,480
EIRT R A SRS —Z -+ Placements with banks and other
{8 H N EHZ SE R financial institutions maturing
between one and twelve months - - 33,801 12,893 - - - 46,694
NHESE(ERT AR 2 eRiERE  Financial assets at fair value
through profit or loss
- 35 - held for trading
- B - debt securities - 1,814 6,126 6,195 5,595 1,937 - 21,667
- frE - certificates of deposit - 18 13 78 30 . . 139
- FUERBLNHESE ST SRS - designated at fair value through
profit or loss
- fEET - debt securities - 10 10 455 1,363 - - 1,838
- Bednes - equity securities - - - - - - 358 358
THeMmTH Derivative financial instruments 13,672 2,137 1,287 2,761 1,766 3,619 - 25242
EHEEITBEBFAEEHE  Hong Kong SAR Government
certificates of indebtedness 99,190 - - - - - - 99,190
B HAHETE Advances and other accounts
- BFEEE - advances to customers 82,303 29,710 55,130 143,186 317,087 224,648 1,965 854,029
- E5EEE - trade bills 6 16,254 19,003 35,583 - - - 70,846
A Investment in securities
- Al - available-for-sale
- (B - debt securities - 16,397 23,791 49,711 155,071 71,453 6 316,429
- s - certificates of deposit - 10,419 13,749 36,106 16,836 - - 77,110
- FFEEEIAN - held-to-maturity
- RS - debt securities - 565 136 2,043 1,759 254 45 4,802
- s - certificates of deposit - - - - 77 - - 77
- B EYGR - loans and receivables
- B - debt securities - 1,660 2,931 3,354 - - - 7,945
- Bedness - equity securities - - - - - - 1,470 1,470
e A E R EEMEER Interests in associates and a joint
venture - - - - - - 292 292
&Y Investment properties - - - _ _ - 14727 14727
WIS ~ BRM KR Properties, plant and equipment - - - - - - 52,192 52,192
HitEE (BEETERIESRE)  Other assets (including deferred
tax assets) 6,772 13,925 88 248 125 4 88 21,250
BEGEE Total assets 448,048 187,709 156,065 292,613 499,709 301,915 83,718 1,969,777
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Notes to the Interim Financial Information (continued)

Liabilities

Hong Kong SAR currency notes in
circulation

Deposits and balances from banks
and other financial institutions

Financial liabilities at fair value
through profit or loss

Derivative financial instruments

Deposits from customers

Debt securities in issue at
amortised cost

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

Subordinated liabilities
Total liabilities

Net liquidity gap

3.3 Liquidity Risk (continued)

(B) Maturity analysis (continued)

3. Financial risk management (continued)

722013412 A 31 H
At 31 December 2013

—%& =7

B —@ArN =EA +2@EA —2EnSF AFME FHE
On Up to 1t03 3to 12 1t05 Over HHA 4=t
demand 1 month months  months years  5years Indefinite Total
B BR BN B Bl B BR B
HEJT  HERT  HERT  HERXT O HET HET O HET HETT
HK$'m HK$'m HK$'m HK$'m HK$'m HK$'m HK$'m HK$'m
99,190 - - - - - - 99,190
222,879 50,955 3,768 671 - - - 278,273
- 5,451 5,406 2,071 382 270 - 13,580
9,276 1,661 1,047 3,217 2,894 652 - 18,747
748,041 274,945 169,101 124,664 12,586 39 - 1,329,376
- - - 32 5,652 - - 5,684
24,890 14,003 4,031 6,402 7,798 11 - 57,135
- - 418 - - 19,431 - 19,849
1,104,276 347,015 183,771 137,057 29,312 20,403 - 1,821,834
(656,228) (159,306) (27,706) 155,556 470,397 281,512 83,718 147,943
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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)

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.

90



©)

¥ &) 4 £5(mm)HmAT

BANK OF CHINA (HONG KONG) LIMITED

AR B B
(&)
3. SRElEER (8

3.4 BAEH

AEE TR ZETEES
SRR AT R R
B8 oy FERE 7 A b A
HE SRR R AR - 3
(8 FH N PR AR (R
{B)ETEUAST R SR B
W A (5 B R R A
TR - /NS E B R
ERIEEI A ((FER
) BTEURATE - AEE
A E A ERE
Jik stREAEELE
BRI ST &
AREDR « AEEEERA
Wb T BOAEH E A
B R Fl| 2 6y — A% 11735
EAZR WSS
FEAEES AT SR FE P
ERTI B EEREIESNE
i 1 72 22 B T 355 J e I
AREDR « AR
TR (SRR sH5EA
sPREHERTS EREA
TR « ARG IR
A (CEBIRIERER) 515
EET R R E AR

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 are remained
under the standardised (credit risk) (“STC”) approach. The Group has adopted the
standardised credit valuation adjustment (“CVA”) method to calculate the capital charge
for the CVA risk of the counterparty. The Group continues to adopt the internal models
(“IMM”) approach to calculate the general market risk capital charge for foreign exchange
and interest rate exposures and, with the approval from HKMA, exclude its structural FX
positions arising from NCB and Chiyu in the calculation of the market risk capital charge.
The Group continues to adopt the standardised (market risk) (“STM”) approach to
calculate the market risk capital charge for the remaining exposures. The Group continues
to adopt the standardised (operational risk) (“STO”) approach to calculate the operational
risk capital charge.
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Notes to the Interim Financial Information (continued)

3. Financial risk management (continued)

3.4 Capital Management (continued)

(A) Basis of regulatory consolidation

The consolidation basis for regulatory purposes comprises the positions of BOCHK
and certain subsidiaries specified by the HKMA 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.

Subsidiaries which are included within the accounting scope of consolidation but not

included within the regulatory scope of consolidation are set out below:

BATIRAT
7201446 H30H 2013412 A 31 H
At 30 June 2014 At 31 December 2013
HERH B EREHGER NG
NI Name of company Total assets Total equity  Total assets Total equity
BREET BREHETT  AEEsT BEEET
HK$’m HK$’m HK$'m HK$'m
REUSRT (B ) (REEA Bank of China (Hong Kong)
AR Nominees Limited - - - .
FEIERTT (F98) 55 Bank of China (Hong Kong)
HIRAHE Trustees Limited 10 9 9 9
FEREEETEAATR BOC Group Trustee Company
NS Limited 200 200 200 200
R TR 5] BOC Travel Services Limited* - - 2 2
HER(E B G BOCHK Information Technology
HIRAE] (Shenzhen) Co., Ltd. 212 183 193 172
HrERE SR TAR S (% BOCHK Information Technology
) BIEAE Services (Shenzhen) Ltd. 283 247 281 241
rf PR NP S B RS BOCI-Prudential Trustee Limited
AIRAE 438 394 442 414
EL (RELA) AR Che Hsing (Nominees) Limited
A 1 1 1 1
ERIFT (A Chiyu Banking Corporation
HIRAE (Nominees) Limited 112 112 96 96
flERIRAE] Grace Charter Limited - (11) B, (1)
A ERgENET (&I GZ.Y. Microfilm Technology
ARRAE™ (Shenzhen) Co., Ltd.** - - 68 68
S E AR Kwong Li Nam Investment Agency
N Limited 4 4 4 4
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Notes to the Interim Financial Information (continued)

3. Financial risk management (continued)

3.4 Capital Management (continued)

(A) Basis of regulatory consolidation (continued)

R2014FE6 530 H

2013412 H31H

At 30 June 2014 At 31 December 2013
HEGRH B B BARYAE
ANELTE Name of company Total assets Total equity Total assets Total equity
AWEET AWMEET  BRgET  BEEER
HK$’'m HK$’'m HK$'m HK$'m
FEVERESRTT (REE ) Nanyang Commercial Bank
EIRAH (Nominees) Limited 1 1 1 1
FEERERITERT Nanyang Commercial Bank
HIRAE Trustee Limited 16 16 17 17
4SS ERTS Po Sang Financial Investment
HIRAHE Services Company Limited 122 105 121 105
EAEHERRAE Po Sang Futures Limited 252 178 219 171
HWEEXARAE Seng Sun Development Company,
Limited 40 39 40 37
HELERRAT Sin Chiao Enterprises Corporation,
Limited 134 134 135 135
HHE(EEARAE Sin Hua Trustee Limited 5 5 4 4
FERE RIS EIRAE Sino Information Services
Company Limited 20 20 21 20

* PRIREARAFE *

742014426 H 5 HIE

FHRAL -

*

*

AP SRR (O
o ARAFR 201

12 H 26 HifE Ak
AR > AR 2014 4
6 H 23 HiFE P iRE

BRE -

93

BOC Travel Services Limited was dissolved on 5 June 2014.

** G.Z.Y. Microfilm Technology (Shenzhen) Co., Ltd. commenced winding up on 26 December
2011, and returned BOCHK'’s investment on 23 June 2014.



@ ¥ 8 447 (5 ) B BT

BANK OF CHINA (HONG KONG) LIMITED

AR B B

(&)

3. ERERRER (8)

3.4 BAEH (8

(A) BBSROERRE (H)

142014 ££ 6 [ 30 H
Bz 2013 ££ 12 F 31
G 2
R B B 4
GRED T B S S
st RIER A -

1% 2014 £ 6 [ 30 H
B 2013 ££ 12 F 31
IR 22 5
(5] B B A e Al
FOBL & A E 47 & #E
AR ESE S
&

DA E i Jagg 2 ) R 2 B
EBEINE 162 =
163 H" HAf okt — A&
AT Z M AE -

(B) ®ALER

e A
Eb

—HEARLER

(A) Basis of regulatory consolidation (continued)

3. Financial risk management (continued)

3.4 Capital Management (continued)

Notes to the Interim Financial Information (continued)

There are no subsidiaries which are included within the regulatory scope of
consolidation but not included within the accounting scope of consolidation as at 30

June 2014 and 31 December 2013.

There are also no subsidiaries which are included within both the accounting scope of
consolidation and the regulatory scope of consolidation but the methods of
consolidation differ as at 30 June 2014 and 31 December 2013.

The principal activities of the above subsidiaries are set out in “Additional
Information — Subsidiaries of the Bank” on pages 164 to 165.

(B) Capital ratio

CET1 capital ratio

Tier 1 capital ratio

Total capital ratio

94

2014 48 #2013 4=
6 H30H 12 431 H
At 30 June At 31 December
2014 2013
11.76% 10.57%
11.84% 10.67%
16.90% 15.80%
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Notes to the Interim Financial Information (continued)

3. Financial risk management (continued)

3.4 Capital Management (continued)

(C) 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 2014 and 31 December 2013 and reported to the HKMA is
analysed as follows:

R 2014 £ it 2013 £
6F530H 12H31H
At 30 June At 31 December
2014 2013
AEEET AEET
HK$’'m HK$'m
CET1 capital: instruments and reserves
Directly issued qualifying CET1 capital
instruments 43,043 43,043
Retained earnings 70,417 59,291
Disclosed reserves 46,508 43,025
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)
592 504
CET1 capital before regulatory deductions
160,560 145,863
CET1 capital: regulatory deductions
Valuation adjustments (13) (21)
Deferred tax assets net of deferred tax
liabilities (140) (164)
Gains and losses due to changes in own
credit risk on fair valued liabilities
(120) (81)
Cumulative fair value gains arising from the
revaluation of land and buildings (own-use
and investment properties)
(45,515) (44,491)
Regulatory reserve for general banking risks
(9,801) (8,994)
Total regulatory deductions to CET1 capital
(55,589) (53,751)
CET1 capital 104,971 92,112
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3. &Rl EHE (8) 3. Financial risk management (continued)

3.4 BEAEH (H) 3.4 Capital Management (continued)
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(C) 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

96

72014 4 i 2013 4F
6 H30H 12 H31H
At 30 June At 31 December
2014 2013
BEEET BT ETT
HK$’'m HK$'m
733 894
733 894
105,704 93,006
19,294 19,294
246 321
5,194 5,047
24,734 24,662
20,482 20,021
20,482 20,021
45,216 44,683
150,920 137,689
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Notes to the Interim Financial Information (continued)
3. Financial risk management (continued)

3.4 Capital Management (continued)

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

To comply with the Banking (Disclosure) Rules, a section “Regulatory Disclosures” is
available on the Bank’s website at www.bochk.com and includes the following
consolidated information of the Group:

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

- A reconciliation of capital components to the 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 issued
capital instruments.

97



@ ¥ 8 447 (5 ) B BT

BANK OF CHINA (HONG KONG) LIMITED

AR B B
(&)

Notes to the Interim Financial Information (continued)

4. SRIEENBEN/AY 4. Fair values of financial assets and liabilities

I=A
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- BRI (E R
AR AR RN (F)
R RGP EEHEAE
Rz Be) PR E R
W% - RS EE DY
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All financial instruments for which fair value is measured or disclosed in the financial
statements are categorised within the fair value hierarchy as defined in HKFRS 13, “Fair
value measurement”. The categorisation are determined with reference to the observability
and significance of the inputs used in the valuation methods and based on the lowest level
input that is significant to the fair value measurement as a whole:

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

- Level 2: based on valuation techniques for which the lowest level input that is significant to
the fair value measurement is observable, either directly or indirectly. This category
includes majority of the OTC derivative contracts, debt securities and certificates of deposit
with quote from pricing services providers and issued structured deposits.

- Level 3: based on valuation techniques for which the lowest level input that is significant to
the fair value measurement is unobservable. This category includes equity investment and
debt instruments with significant unobservable components.

98



@ ¥ 8 447 (5 ) B BT

BANK OF CHINA (HONG KONG) LIMITED

R HARA s R EE Notes to the Interim Financial Information (continued)
(&)

4. $REEMNABRIAFE 4. Fair values of financial assets and liabilities (continued)
B (&)

AL EE RSN 75 For financial instruments that are recognised in the financial statements on a recurring basis,
FERT E - AEEEHRE  the Group determines whether transfers have occurred between levels in the hierarchy by
— A AR SEE H E reassessing categorisation (based on the lowest level input that is significant to the fair value
SPALELATE (TR RS\ measurement as a whole) at the end of each reporting period.

B EHERTE Y RKER

# ) DEER S HERE

B a4 RS -

41 AR ERENSM TE 4.1 Financial instruments measured at fair value

AREMEET TRENLAF The Group has an established governance structure and controls framework to ensure
BE G RAEHIE A HE that fair values are either determined or validated by control units independent of the front
BB AR YT N B AR AT IS offices. Control units have overall responsibility for independent verification of valuation
B E B T - A2 B results from front line businesses and all other significant fair value measurements.
I B EW AL EATGRER Specific controls include verification of observable pricing inputs; review and approval for
ZAEAE R N E RN HE new models and changes to models; calibration and back-testing of models against
g - Hf R E i hiE e observed market transactions; analysis and investigation of significant daily valuation
EZEEBZENEES movements; review of significant unobservable inputs and valuation adjustments.
B TR E B BT Significant valuation issues are reported to senior management, Risk Committee and
fal AU AcE ~ AR PTHE 22 Y Audit Committee.

558 5 (AR 15 4 e [ et
SERFTER P O (B ~ 2
A5 fr B W B AR fE B
B SRR BN E
SBAGE R EAME
RIS E AR
bZ &G RIEME B TR
oo
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4. $REEMNABRIAFE 4. Fair values of financial assets and liabilities (continued)
B (&)

41 PAEET RS TE
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Notes to the Interim Financial Information (continued)

4.1 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 or using discounted cash
flow technique. Discounted cash flow model is a valuation technique that measures
present value using estimated expected future cash flows from the instruments and then
discounts these flows using a discount rate or discount margin that reflects the credit
spreads required by the market for instruments with similar risk. These inputs are
observable or can be corroborated by observable or unobservable market data.

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 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.
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4. $REEMNABRIAFE 4. Fair values of financial assets and liabilities (continued)
B (&)

41 PAEET RS TE
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Notes to the Interim Financial Information (continued)

4.1 Financial instruments measured at fair value (continued)

Derivatives

Over-the-counter derivative contracts include forward, swap and option contracts on
foreign exchange, interest rate, equity or commodity. The fair values of these contracts
are mainly measured 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 such as volatility surface may be
used for less commonly traded option products which are embedded in structured
deposits. For certain complex derivatives contracts, the fair values are determined based
on broker/dealer price quotations.

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.

Financial liabilities designated at fair value through profit or loss

i= Emle =N

BT RS TR
AT RAVE PR IR
P& EIRY B 5 R BLRT AL
(BRI (B V5 VA AT - 4
FEMETA R A PE A &
ARTER SR T2 T EHY
I PAESAE TR RIS
FESEERMESHEE
JeRU R S ) P S R R < 07
Mt w4 TREYA
SPAE BART AT A T B A
EJTEREAT -

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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4. SRIEEMEEIN/AY 4. Fair values of financial assets and liabilities (continued)

E (8

41 PAEET RS TE
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(A) X THERIER

SRRAE
ATEB{E AR
SREE (I3 17)
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- REBLA T
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B
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(HitE 18)
AT A
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- 1EGE

- Bty

SRE
TR AR Y
AL (i3 24)

- R AMAR

- FUE R LLAHE
g tat AfHa
ZERhE R

TR T A
(iFsE 18)

(A) Fair value hierarchy

Financial assets
Financial assets at fair
value through profit or
loss (Note 17)
- 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 18)
Available-for-sale
securities (Note 20)
- Debt securities
- Certificates of deposit
- Equity securities

Financial liabilities
Financial liabilities at fair
value through profit or
loss (Note 24)
- Trading liabilities
- Financial liabilities
designated at fair
value through profit
or loss
Derivative financial
instruments (Note 18)
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4.1 Financial instruments measured at fair value (continued)

N2014E6 H30H

Notes to the Interim Financial Information (continued)

At 30 June 2014
—JE4 E_JEH E=IE& 4EET
Level 1 Level 2 Level 3 Total
BEEHETT AREET BNEET A¥EET
HK$’'m HK$’'m HK$’'m HK$’m
- 28,536 - 28,536
- 559 - 559
6 312 - 318
- 1,411 - 1,411
14,079 13,597 - 27,676
13,580 258,831 - 272,411
- 46,419 1,546 47,965
- 1,154 244 1,398
- 15,475 - 15,475
- 4,014 - 4,014
9,920 8,548 - 18,468
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4. $REEMNABRIAFE 4. Fair values of financial assets and liabilities (continued)
B (&)

41 PAEET RS TE
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1£ 2014 = FPAERE
FE20134E12H31H
IEAERE  AREEE Y £

HERA BTG ES
— B R E R
RIS -

Financial assets
Financial assets at fair
value through profit or
loss (Note 17)
- 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 18)
Available-for-sale
securities (Note 20)
- Debt securities
- Certificates of deposit
- Equity securities

Financial liabilities
Financial liabilities at fair
value through profit or
loss (Note 24)
- Trading liabilities
- Financial liabilities
designated at fair
value through profit
or loss
Derivative financial
instruments (Note 18)
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(A) Fair value hierarchy (continued)

4.1 Financial instruments measured at fair value (continued)

2013412 H 31 H
At 31 December 2013

Notes to the Interim Financial Information (continued)

£k EEE) FE=ER dast
Level 1 Level 2 Level 3 Total
WEEETT BN EE T BNEET BYEET
HK$'m HK$'m HK$'m HK$'m

- 21,667 - 21,667

- 139 - 139

3 355 - 358

- 1,838 - 1,838

13,685 11,557 - 25,242
8,422 307,807 200 316,429

- 71,860 5,250 77,110

- 1,220 250 1,470

- 9,748 - 9,748

- 3,832 - 3,832

9,358 9,389 - 18,747

During the first half of 2014 and the year ended 31 December 2013, there were no
financial asset and liability transfers between level 1 and level 2 for the Group.
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4. $REEMNABRIAFE 4. Fair values of financial assets and liabilities (continued)
B (&)

Notes to the Interim Financial Information (continued)

41 PAEET RS TE

4.1 Financial instruments measured at fair value (continued)

(&)

(B) E=EHAHEES)

(B) Reconciliation of level 3 items

R20145FE6 H30 H
At 30 June 2014

SRIEE
Financial assets
atH ERES
Available-for-sale securities
EBR R e dhare
Debt Certificates of Equity
securities deposit securities
BEEET BEEET BEEET
HK$’'m HK$’'m HK$’'m
W2014FE1H1H At 1 January 2014 200 5,250 250
Wzt (E5i8) Gains/(losses)
- 53R - Income statement - - -
- HAf 2w s - Other
comprehensive
income
- it ERE S N - Change in fair
FESE b value of
available-for-sale
securities - 17 (6)
HA Purchases - 621 -
= Sales - (1,672) -
HHHHEE = AR Transfers out of level 3 (200) (2,670) -
201446 H 30 H At 30 June 2014 - 1,546 244

201446 H 30 HEA Total unrealised gain
Y < Bl & 7E Y BH N ET for the period
NV ETEIOE NN included in income
T 4E%H statement for

financial assets held
as at 30 June 2014
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4. SRIEEMEEIN/AY 4. Fair values of financial assets and liabilities (continued)

E (8
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RPN EF AU R HY

S elthEnict i

4.1 Financial instruments measured at fair value (continued)

(B) Reconciliation of level 3 items (continued)

At 1 January 2013
(Losses)/gains
- Income statement
- Other
comprehensive
income
- Change in fair
value of
available-for-sale
securities
Purchases
Sales
Settlements
Transfers into level 3
Transfers out of level 3

At 31 December 2013

Total unrealised gain
for the year included
in income statement
for financial assets
and liabilities held as
at 31 December
2013

2013412 H31H
At 31 December 2013

Notes to the Interim Financial Information (continued)

BRI

SRERE Financial

Financial assets liabilities
FRIE By LA

B LT AR

i Z SR E (R

ok R A& Financial
Available-for-sale securities liabilities
designated at

P (G ikdhpeee fair value
Debt  Certificates of Equity through
securities deposit securities profit or loss
BEHETT BEEET BEEET BHEHETT
HK$'m HK$'m HK$'m HK$'m
200 1,188 205 (771)

- (1) 24 -

- 4,729 21 -

- (506) - -

- - - 771

- 160 - -

- (320) - -

200 5,250 250 -
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Notes to the Interim Financial Information (continued)

4. $REEMNABRIAFE 4. Fair values of financial assets and liabilities (continued)
B (&)

41 PAEET RS TE
(&)
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(&
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4.1 Financial instruments measured at fair value (continued)

(B) Reconciliation of level 3 items (continued)

As at 30 June 2014 and 31 December 2013, financial instruments categorised as
level 3 are mainly comprised of debt securities, certificates of deposit and unlisted

equity shares.

Debt securities and certificates of deposit were transferred into and out of level 3
during the first half of 2014 and in the year of 2013 due to change of valuation
observability. For certain illiquid debt securities and certificates of deposit, 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.

The fair values of unlisted available-for-sale equity shares are determined with
reference to multiples of comparable listed companies, such as average of the
price/earning ratios of comparables or net asset value, if appropriate comparables are
not available. The fair value is positively correlated to the price/earning ratios of
appropriate comparables or net asset values. Had the net asset value of the
underlying equity investments increased/decreased by 5%, the Group’s other
comprehensive income would have increased/decreased by HK$12 million (the year

ended 31 December 2013: HK$13 million).
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4. $REEMNABRIAFE 4. Fair values of financial assets and liabilities (continued)
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Notes to the Interim Financial Information (continued)

4.2 Financial instruments not measured at fair value

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

ShBR N T 5 A
RER> Z Rl B 7E N A
FFREER A& —FANE
> HARmA{E S -PEM
I o

HEEHK
KEb 5y 2% PRI
RIS 5T B R FLA]

B HARAIE 8L PHE AT
T o
FHZEIHHE T

FAEZRMHERZ AP
EEESEE 4.1 WA
SEE R MR R
e R ERA FRR
Mz 752400 -

SRR

PRI DABR B i o Rt 4 R
HH IRl 2 T PR S s B
ISR BRI B -

gt
K2 2 PN
L e EP R > HLAR
LS AT -

R A S AT 7 RASEE

Substantially all the financial assets and liabilities mature within one year from the
balance sheet date and their carrying value approximates fair value.

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

Held-to-maturity securities
The fair value of held-to-maturity securities is determined by using the same approach as

those debt securities and certificates of deposit and asset backed securities measured at
fair value as described in Note 4.1.

Loans and receivables
A discounted cash flow model is used based on a current yield curve appropriate for the

remaining term to maturity.

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 and certificates of deposit in issue at amortised cost

73 RIS

BRI T H BT 4.1 2L
AHEEHRAEBE S R
fHikes BB R R
FIRHIE DT AR E A PE -

BRIEEMHE

BAE IS 2 N PE R
BERR L AL
R AT -

The fair value of these instruments is determined by using the same approach as those
debt securities and certificates of deposit and asset backed securities measured at fair
value as described in Note 4.1.

Subordinated liabilities
Fair value for subordinated notes is based on market prices or broker/dealer price
quotations.
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4. $REEMNABRIAFE 4. Fair values of financial assets and liabilities (continued)
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Notes to the Interim Financial Information (continued)

4.2 Financial instruments not measured at fair value (continued)

The following tables set out the carrying values and fair values of the financial instruments
not measured at fair value, except for the above with their carrying values being
approximation of fair values.

R 2014E£6 H30H
At 30 June 2014

HRIE AYE
Carrying value Fair value
AWEEET AEEET
HK$’'m HK$’'m
Financial assets
Held-to-maturity securities (Note 20)
- Debt securities 56,078 56,999
- Certificates of deposit 77 77
Loans and receivables (Note 20) 3,760 3,762
Financial liabilities
Debt securities and certificates of deposit in
issue at amortised cost (Note 26)
- Debt securities 8,955 9,463
- Certificates of deposit 541 541
Subordinated liabilities (Note 30) 19,768 21,908

2013412 H 31 H
At 31 December 2013

IRHEIE ANHE
Carrying value Fair value
BEHET BEEETT
HK$'m HK$'m
Financial assets
Held-to-maturity securities (Note 20)
- Debt securities 4,802 4,884
- Certificates of deposit 77 77
Loans and receivables (Note 20) 7,945 7,942
Financial liabilities
Debt securities in issue at amortised cost
(Note 26) 5,684 6,193
Subordinated liabilities (Note 30) 19,849 21,224
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BANK OF CHINA (HONG KONG) LIMITED

5. 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 and certificates of deposit in
issue

Subordinated liabilities

Others

Net interest income

Notes to the Interim Financial Information (continued)

FEGERE FEEER
2014 ¢ 2013 &£
6530 6 H30H
Half-year ended Half-year ended
30 June 30 June
2014 2013
AREHET A EET
HK$’'m HK$'m
6,708 3,386
10,869 9,754
1,698 1,792
2,871 2,504

98 115

22,244 17,551
(877) (267)
(6,453) (4,562)
(80) (72)

(57) (83)

(189) (150)
(7,656) (5,134)
14,588 12,417

Included within interest income is HK$3 million (first half of 2013: HK$9 million) of interest
with respect to income accrued on advances classified as impaired for the first half of 2014.

Interest income accrued on impaired investment in securities amounted to HK$2 million (first

half of 2013: HK$3 million).

Included within interest income and interest expense are HK$22,803 million (first half of 2013:
HK$18,012 million) and HK$7,982 million (first half of 2013: HK$5,442 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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6. FRBEKMEWA

6. Net fee and commission income

B iE RAHEWA Fee and commission income
EHRER Credit card business

FeEa Securities brokerage

HR A Loan commissions

b Insurance

VAR Funds distribution

PR <& Bills commissions

BRI TS Payment services

SRt R ERTE Trust and custody services
REFE Safe deposit box

HE S Currency exchange

HoA Others

KBRS H Fee and commission expense
EHRER Credit card business

EeEzaa s Securities brokerage

TRba Insurance

HAh Others

BREERESWBA Net fee and commission income
HeRE Of which arise from

- FRLAAPHEE(EET AL

- (SRt M2 EE

LR A R R R
- s R I
- e R s

- MR E R AU A
- MR e RS

- 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
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Notes to the Interim Financial Information (continued)

FIEGEHZ FELEHES
2014 4 2013 41

6 H30H 6 H30H
Half-year ended Half-year ended
30 June 30 June
2014 2013
AEEET A EET
HK$’'m HK$'m
1,804 1,745
1,180 1,224
1,134 1,078
746 716

487 430

413 387

300 322

208 182

136 122

105 88

271 236
6,784 6,530
(1,334) (1,291)
(140) (150)
(96) (102)
(309) (274)
(1,879) (1,817)
4,905 4,713
1,169 1,125

(9 “4)

1,160 1,121
305 273

(1) )

294 264
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7. BRGNS 7. Net trading gain

FUERIRE - Net gain from:
- SRS 5 B HINE A 5 7 i - foreign exchange and foreign exchange
products
- MR T E R AE Y - interest rate instruments and items under
EH fair value hedge
- Pdn - commodities
N

- equity instruments

8. HMn&R&EE 7 3UZS 8. Net gain on other financial assets

ok R 2R Net gain on available-for-sale securities
oA Others
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Notes to the Interim Financial Information (continued)

YHEEEE HELEHES
2014 4 2013 4

6 H30H 6 H30H
Half-year ended Half-year ended
30 June 30 June
2014 2013
AEEET BEET
HK$’'m HK$'m

837 1,029

393 447

23 42

4 79

1,257 1,597
FEGHE PELE S
2014 4 2013 &£

6 H30H 6 H30H
Half-year ended Half-year ended
30 June 30 June
2014 2013
EEEET A EETT
HK$’'m HK$'m
135 97

21 5

156 102
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Notes to the Interim Financial Information (continued)

9. 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
2014 & 2013 4
6F530H 6 H30H
Half-year ended Half-year ended
30 June 30 June
2014 2013
AREHET A EETT
HK$’'m HK$'m

22 21

237 240

(33) (27)

45 28

271 262

Included in the “Outgoings in respect of investment properties” is HK$4 million (first half of
2013: HK$2 million) of direct operating expenses related to investment properties that were

not let during the period.
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R HARA s R EE Notes to the Interim Financial Information (continued)

(&)
10. BEAEFEIFIRE 10. Net charge of impairment allowances
FEEER FHGEEE
2014 4 2013 /F
6 H30H 6 H30H
Half-year ended Half-year ended
30 June 30 June
2014 2013
BEEHET A ETT
HK$’'m HK$'m
EEERK Advances to customers
& A5 A Individually assessed
- TR - new allowances (500) (170)
- $Mml - releases 348 88
- Y[ E AR - recoveries 82 175
e A EAL SRR E 1 Net (charge)/reversal of individually assessed loan
F(HEE) /I impairment allowances (70) 93
4HEFEAS Collectively assessed
- TR - new allowances (348) (479)
- f3m - releases 22 3
- U EIEMSEIRTE - recoveries 19 15
Vo 4H G R SRR E Net charge of collectively assessed loan
TR impairment allowances (307) (461)
B EL AR Net charge of loan impairment allowances (377) (368)
HAEZEEHIHSES Held-to-maturity securities
FHZERIAHESRE Net reversal of impairment allowances on
e R held-to-maturity securities
- {E RS - Individually assessed 2 1
HoAtr Others (4) (4)
IR Net charge of impairment allowances (379) (371)
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ABHEA (GFEESHE)
- B R oA
- BIREA

IZEV g B N Nk
e
- FEEMHE
- BB
- Hfth

g
AL

- FaTiR

- JRAERTIRTS
HA AT

11. 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

114

Notes to the Interim Financial Information (continued)

FEGHE PGSR
2014 £ 2013 4

6 530H 6 H30H
Half-year ended Half-year ended
30 June 30 June
2014 2013
AREET B E T
HK$’m HK$'m
3,142 2,917

260 247

3,402 3,164

403 377

208 183

188 169

799 729

894 804

3 3

3 1

991 877

6,092 5,578
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R HARA s R EE Notes to the Interim Financial Information (continued)
(&)

12. LEYETE /N 12. Net gain from disposal of/fair value adjustments on investment
{ERRE 7 RS properties

PEGEE PSR

2014 4% 2013 4F
6 H30H 6 H30H
Half-year ended Half-year ended
30 June 30 June
2014 2013
B EHETT R H T
HK$’'m HK$'m
EEYEE N\ EARE Net gain from fair value adjustments on investment
FPU properties 119 204

13. HE EEY%E - 2584 13. Net (loss)/gain from disposal/revaluation of properties, plant and
Btz F (R / equipment

Bezs
FEERE FEGEER
2014 &= 2013 4
6 H30H 6 H30H
Half-year ended Half-year ended
30 June 30 June
2014 2013
BEEHETT BEEHETT
HK$’'m HK$'m
HHEE LAt [ B 2 PSR Net loss from disposal of other fixed assets (7) -
=il B E P Net gain from revaluation of premises - 4
(7) 4
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BANK OF CHINA (HONG KONG) LIMITED

14. Taxation

Taxation in the income statement represents:

Current tax
Hong Kong profits tax
- current period taxation

- over-provision in prior periods

Overseas taxation
- current period taxation

- under-provision in prior periods

Deferred tax

Origination and reversal of temporary differences

Notes to the Interim Financial Information (continued)

FEGEHE PEEES
2014 £ 2013 4

6 530H 6 H30H
Half-year ended Half-year ended
30 June 30 June
2014 2013
EEEET A EETT
HK$’m HK$'m
2,195 2,180

(57) -

2,138 2,180

575 222

4 -

579 222

57 (136)

2,774 2,266

Hong Kong profits tax has been provided at the rate of 16.5% (2013: 16.5%) on the
estimated assessable profits arising in Hong Kong for the first half of 2014. Taxation on
overseas profits has been calculated on the estimated assessable profits for the first half of
2014 at the rates of taxation prevailing in the countries in which the Group operates.
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R HARA s R EE Notes to the Interim Financial Information (continued)

(&)

14. ¥H (&) 14. Taxation (continued)
A B PR A A s 1 EE AR Y The taxation on the Group’s profit before taxation that differs from the theoretical amount that
BEEIRTE - BURIB & ARG would arise using the taxation rate of Hong Kong is as follows:

A RIS R T ¢

ERsEn il Profit before taxation

R 16.5% (2013 4 ¢ Calculated at a taxation rate of 16.5% (2013: 16.5%)
16.5% ) st EHIFEIH

HA R R 7= R Effect of different taxation rates in other countries

R Z U A Income not subject to taxation

L0 B NCIE IV Wl a Expenses not deductible for taxation purposes

{7 R R AR AR S 5 15 Utilisation of previously unrecognised tax losses

T HAREERE Over-provision in prior periods

TIMEEERL Foreign withholding tax

AR Taxation charge

=S Effective tax rate
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FELEEE FELEESE
2014 £ 2013 £

6 530H 6 H30H
Half-year ended Half-year ended
30 June 30 June
2014 2013
AREET AEEEETT
HK$’'m HK$'m
14,830 13,329
2,447 2,199

36 9

(61) (86)

213 1

Q] -

(53) -

193 133

2,774 2,266
18.7% 17.0%
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R HARA s R EE Notes to the Interim Financial Information (continued)

(&)
15. iR 15. Dividends
PR PLEEEE
201446 430 H 201346 J1 30 H
Half-year ended Half-year ended
30 June 2014 30 June 2013
=i Rk 574 Rk
A BNEET piecd AT
Per share Total Per share Total
HK$ HK$’m HK$ HK$'m
HrEARE R Interim dividend - - 0.132 5,682
16. EFEHEESRFRIRFT 16. Cash and balances with banks and other financial institutions

B EA S RIS
(i3
2014 4 2013 £
6 H30H 12 531 H
At 30 June At 31 December
2014 2013
BEEET B EHETT
HK$’'m HK$'m
e Cash 7,382 9,456
T R THIAS BR Balances with central banks 75,240 139,022
TFERRAT Fe HoAth 4 Rl i 1 Balances with banks and other financial
HI4EER institutions 191,870 110,202
TEERIT B A 4 R i — Placements with banks and other financial
&l H N EIHAZ & BRfEI institutions maturing within one month 65,345 94,800
339,837 353,480
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Notes to the Interim Financial Information (continued)

17. Financial assets at fair value through profit or loss

ZERMEE
FERMAEEE
AR SREE
Financial assets
R RS designated at fair value 4=t
Trading securities through profit or loss Total
2014 £ 2013 & n 2014 &£ #2013 & 2014 &£ 2013 &
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
2014 2013 2014 2013 2014 2013
AYEET AWEET ARaET BEET  A¥EERT A EHETT
HK$’'m HK$'m HK$’'m HK$'m HK$’'m HK$'m
AN EARE At fair value
A% Debt securities
- INEEET - Listed in
Hong Kong 7,973 7,811 755 759 8,728 8,570
- INEALSN - Listed outside
st Hong Kong 1,372 459 656 1,079 2,028 1,538
9,345 8,270 1,411 1,838 10,756 10,108
- JEEW - Unlisted 19,191 13,397 - - 19,191 13,397
28,536 21,667 1,411 1,838 29,947 23,505
7RG Certificates of
deposit
- JE kR - Unlisted 559 139 - - 559 139
[Ehrtess Equity securities
- REELT - Listed in
Hong Kong 6 3 - - 6 3
- JE kR - Unlisted 312 355 - - 312 355
318 358 - - 318 358
dast Total 29,413 22,164 1,411 1,838 30,824 24,002
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R HARA s R EE Notes to the Interim Financial Information (continued)
(&)

17. &ﬁﬁﬁ%{bé—k}\?ﬁﬁ—é 17. Financial assets at fair value through profit or loss (continued)
ZEREE (&)

INEESB(EET AL & F Financial assets at fair value through profit or loss are analysed by type of issuer as follows:
EEEBEITHEEZ 2 E0
T
2014 &£ 2013 4F
6 H30H 12 431 H
At 30 June At 31 December
2014 2013
SEME BT BT
HK$’'m HK$'m
BHEE Sovereigns 21,353 17,560
N EEAT Public sector entities* 141 17
SRTT R Ho M SRl irE Banks and other financial institutions 5,931 3,432
INEIRE Corporate entities 3,399 2,993
30,824 24,002
* BIFELE CERIT3E CEA) #AD) * Included financial assets at fair value through profit or loss of HK$141 million (31 December 2013: HK$1
P8 B sl m] AN E B AL A million) which are eligible to be classified as public sector entities under the Banking (Capital) Rules.

EE(EE A B 2 SREE
% 1.41 8T (2013 £ 12 H
31 H : i 0.01 f&51)

N ESEET ATBIS 2 SRl Financial assets at fair value through profit or loss are analysed as follows:
FE SR

#2014 £ i 2013 41
6 530H 12 H31H
At 30 June At 31 December
2014 2013
BEEHETT AR ETT
HK$’'m HK$'m
[E% Treasury bills 14,373 9,895
FEEs Certificates of deposit 559 139
HAth Others 15,892 13,968
30,824 24,002
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BANK OF CHINA (HONG KONG) LIMITED

Notes to the Interim Financial Information (continued)

18. Derivative financial instruments

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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Notes to the Interim Financial Information (continued)

18. Derivative financial instruments (continued)

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

18. {74 <R T E (&) 18. Derivative financial instruments (continued)

NRMA SR SR T The following tables summarise the contract/notional amounts of each class of derivative
Hjx 2014 6 H 30 H financial instrument as at 30 June 2014 and 31 December 2013:

20134E12 H 31 HZ A4

VS bl

201456 530 H

At 30 June 2014
ARFERA
ESpatt E 9
5 Not qualified -
H= AR for hedge &t
Trading Hedging accounting Total
AEEETT BYEERT  ABREERL B¥EET
HK$’'m HK$’'m HK$’'m HK$’'m
[EREY Exchange rate contracts
BIE ~ s RS Spot, forwards and futures 409,235 - - 409,235
f5LHA Swaps 1,091,243 - - 1,091,243
HNEERS S HARE Foreign currency options
- HARAE - Options purchased 38,513 - - 38,513
- IR - Options written 37,950 - - 37,950
1,576,941 - - 1,576,941
ESTES) Interest rate contracts
HE Futures 2,115 - - 2,115
i HA Swaps 325,243 63,879 3,878 393,000
327,358 63,879 3,878 395,115
Him a4y Commodity contracts 10,313 - - 10,313
Retntssady Equity contracts 2,312 - - 2,312
HA &4y Other contracts 56 - . 56
Y=t Total 1,916,980 63,879 3,878 1,984,737
KRG hestx Not qualified for hedge accounting: derivative contracts which do not qualify as hedges for
g (SR1T3 (BisR) accounting purposes but are managed in conjunction with the financial instruments
HIN) 355K » BB TI I ER AR AT designated at fair value through profit or loss are separately disclosed in compliance with the
GERAEEAER | requirements set out in the Banking (Disclosure) Rules.

BRI 5 LA T8 AU
SN SR R R
BT TR GY -
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HAh &4y
HaEt

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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18. Derivative financial instruments (continued)

2013412 H 31 H
At 31 December 2013

Notes to the Interim Financial Information (continued)

AR
gtk
—— TR Not qualified .
H# e for hedge 4zt
Trading Hedging accounting Total
AlEETT  BEEs T BNaEsET BNEET
HK$'m HK$'m HK$'m HK$'m
302,252 - - 302,252
687,225 - - 687,225
20,982 - - 20,982
23,457 - - 23,457
1,033,916 - - 1,033,916
2,790 - - 2,790
267,140 86,803 4,177 358,120
269,930 86,803 4,177 360,910
5,367 - - 5,367
2,099 - - 2,099
59 - - 59
1,311,371 86,803 4177 1,402,351
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18. Derivative financial instruments (continued)

as at 30 June 2014 and 31 December 2013:

20134E12 A 31 HZAF

B

EREL
RIS ~ R
fa ]
SNES 7SIt
- A
- EHIE

HIFREL
LS
fiflf]

PSR E4Y

Rt zE

H20145E6 530 H

Notes to the Interim Financial Information (continued)

The following tables summarise the fair values of each class of derivative financial instrument

At 30 June 2014
AVEEE AVEAR
Fair value assets Fair value liabilities
TRAGHRA FRERA
g HHgEtE
Not Not
HE  Egahp  Gualified st W Egehp  qualified st
for hedge for hedge
Trading Hedging accounting Total Trading Hedging accounting Total
BWEET BWEET BWEET BWOET ABSEx BFEET  AWoET AFEErT
HK$’'m HK$’'m HK$’'m HK$’'m HK$’'m HK$’'m HK$’'m HK$’'m
Exchange rate contracts
Spot, forwards and futures 15,092 15,092 (11,194) - - (11,194)
Swaps 4,545 4,545 (3,802) - - (3,802)
Foreign currency options
- Options purchased 3,618 3,618 - -
- Options written - (222) - - (222)
23,255 23,255 (15,218) - - (15,218)
Interest rate contracts
Futures - (2) - - 2)
Swaps 1,555 2,525 2 4,082 (2,072) (925) (58) (3,055)
1,555 2,525 2 4,082 (2,074) (925) (58) (3,057)
Commodity contracts 319 319 (174) - - (174)
Equity contracts 20 20 (19) - - (19)
Total 25,149 2,525 2 27,676  (17,485) (925) (58)  (18,468)
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B4y
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L)

Rein i ady
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Exchange rate contracts

Spot, forwards and futures

Swaps
Foreign currency options
- Options purchased

- Options written

Interest rate contracts

Futures

Swaps

Commodity contracts

Equity contracts

Total

18. Derivative financial instruments (continued)

AR 20134E12 H31H
At 31 December 2013

Notes to the Interim Financial Information (continued)

ATE R ISTEAR
Fair value i« Fair value liabilities
FRFER REFEER
HibgatiA stk
Not Not
EE gy Qualified st He @by qualified Y
for hedge for hedge
Trading Hedging accounting Total Trading Hedging  accounting Total
AEEHETT BREET BYOET BNOET BEOET EEOET  BRNOET BEOET
HK$'m HK$'m HK$'m HK$'m HK$'m HK$'m HK$'m HK$'m
14,208 - - 14,208 (10,000) - - (10,000)
5,348 - - 5,348 (5,005) - - (5,005)
58 - - 58 - - - -
- - - - (150) - - (150)
19,614 - - 19,614 (15,155) - - (15,155)
1 - - 1 (@) - - (@)
1,767 3,359 5 5,131 (2,191) (1,127) (64) (3,382)
1,768 3,359 5 5,132 (2,192) (1,127) (64) (3,383)
472 - - 472 (185) - - (185)
24 - - 24 (24) - - (24)
21,878 3,359 5 25,242 (17,556) (1,127) (64) (18,747)
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Notes to the Interim Financial Information (continued)

18. Derivative financial instruments (continued)

The table below gives the credit risk-weighted amounts of the above derivative financial
instruments and is prepared with reference to the Completion Instructions for the HKMA
return of capital adequacy ratio.

2014 48 1 2013 £

6 H30H 12 31 H

At 30 June At 31 December

2014 2013

BEEETT AHEEETT

HK$’'m HK$'m

Exchange rate contracts 6,171 5,256
Interest rate contracts 942 1,542
Commodity contracts - 4
Equity contracts 123 144
Total 7,236 6,946

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

The total fair values of derivatives subject to valid bilateral netting agreements for the
Group amounted to HK$7,174 million (31 December 2013: HK$173 million) and the effect
of valid bilateral netting agreements amounted to HK$3,963 million (31 December 2013:
HK$154 million).
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Notes to the Interim Financial Information (continued)

19. 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

2014 £ J* 2013 4F
6 530H 12H31H
At 30 June At 31 December
2014 2013

AW EHET BBEET
HK$’'m HK$'m
269,258 254,477
679,383 603,787
948,641 858,264
(947) (840)
(3,547) (3,395)
944,147 854,029
69,495 70,846
1,013,642 924,875

As at 30 June 2014, advances to customers included accrued interest of HK$1,513 million

(31 December 2013: HK$1,344 million).

As at 30 June 2014 and 31 December 2013, no impairment allowance was made in respect

of trade bills.

* Included advances to customers denominated in HK dollars of HK$593,121 million (31 December 2013:
HK$552,719 million) and US dollars equivalent to HK$261,521 million (31 December 2013: HK$217,696

million).
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(&)
20. FBHEEE 20. Investment in securities
(a) ATt ERSR (a) Available-for-sale securities
ESES > HAE Debt securities, at fair value
N
- REELEN - Listed in Hong Kong
- REBLISN BT - Listed outside Hong Kong
- JE b - Unlisted
FRGE o AN E AR Certificates of deposit, at fair value
- REELETN - Listed in Hong Kong
- INEABLIN B - Listed outside Hong Kong
- JE L - Unlisted
Beinag sz HAEE Equity securities, at fair value
N
- JE L - Unlisted
(b) FEZEREHHES (b) Held-to-maturity securities
(B85 0 IR Debt securities, at amortised cost
N
- NE& RN - Listed in Hong Kong
- REBLSN BT - Listed outside Hong Kong
- JEEH - Unlisted
FRGEE > s A Certificates of deposit, at amortised cost
NI
- JE R - Unlisted
TR EZE Impairment allowances
(c) SR FEBGK (c) Loans and receivables
IE b - s A Unlisted, at amortised cost
NS
=t Total
FEEIIMH Y Eiisgs Market value of listed held-to-maturity
e securities

129

2014 £ > 2013 4
6 530H 125431 H
At 30 June At 31 December
2014 2013
AEEHET HEREETT
HK$’'m HK$'m
24,752 27,134
93,270 109,947
118,022 137,081
154,389 179,348
272,411 316,429
501 502

683 686
1,184 1,188
46,781 75,922
47,965 77,110
1,398 1,470
321,774 395,009
1,139 710
16,835 1,662
17,974 2,372
38,105 2,433
56,079 4,805
77 77
56,156 4,882
(1) (3)
56,155 4,879
3,760 7,945
381,689 407,833
18,082 2,432
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20. Investment in securities (continued)

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

H201456 530 H

Notes to the Interim Financial Information (continued)

At 30 June 2014
FEZ
WEHERE  FHIHER 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 61,865 1,812 - 63,677
N 2N Public sector entities* 21,954 20,892 - 42,846
SRAT R Eo M < Rl Banks and other financial
institutions 180,270 33,102 1,897 215,269
NERE Corporate entities 57,685 349 1,863 59,897
321,774 56,155 3,760 381,689
2013412 H 31 H
At 31 December 2013
S ER
R EREs FIIHES  ERURERGK
Available- Held-to- Loans
for-sale maturity and 4
securities securities receivables Total
BEHET  BEEEC BEETT BEHETT
HK$'m HK$'m HK$'m HK$'m
=t Sovereigns 52,745 822 - 53,567
NN Public sector entities* 46,292 137 - 46,429
SRIT R HoAh Rl Banks and other financial
institutions 237,226 3,320 7,112 247,658
PANCIRiE Corporate entities 58,746 600 833 60,179
395,009 4,879 7,945 407,833

* BFEAE (ERATSE (A AR

IR Rl m] A B B mT
G 7R 204.73 fET
(2013 £4£ 12 H 31 H : Bk
245.30 fg70) B A EFHIH
IR B N 24.89 (T (2013 £
12 H 31 H : 4% 0.58 {57T ) -

* Included available-for-sale securities of HK$20,473 million (31 December 2013: HK$24,530 million) and
held-to-maturity securities of HK$2,489 million (31 December 2013: HK$58 million) which are eligible to
be classified as public sector entities under the Banking (Capital) Rules.
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Notes to the Interim Financial Information (continued)

20. Investment in securities (continued)

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

S FEETHIHES
Available-for-sale Held-to-maturity
securities securities
R 2014 £ 2013 £ #® 2014 £ A 2013 4
6 H30H 12H31H 6530 12H31H
At 30 June At 31 December At 30 June At 31 December
2014 2013 2014 2013
BEEET BEEEET AEEET B EE T
HK$’'m HK$'m HK$’'m HK$'m
Treasury bills 45,286 33,975 1,136 585
Certificates of
deposit 47,965 77,110 77 77
Others 228,523 283,924 54,942 4,217
321,774 395,009 56,155 4,879
21. Investment properties
2014 £ #2013 &£
6H530H 12H31H
At 30 June At 31 December
2014 2013
AEEET B EETT
HK$’'m HK$'m
At 1 January 14,727 14,364
Additions - 2
Fair value gains 119 262
Reclassification (to)/from properties, plant and
equipment (Note 22)
(417) 98
Exchange difference (1) 1
14,428 14,727

At period/year end
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22. W -~ B R 22. Properties, plant and equipment

R B
R A
Equipment,
BE fixtures and qaxt
Premises fittings Total
AEEET AEEET AEEET
HK$’'m HK$’'m HK$’m
#2014 FE1H1H>Z Net book value at
RREDFE 1 January 2014 49,661 2,531 52,192
by Additions 38 241 279
e Disposals - (8) (®)
Efh Revaluation 1,442 - 1,442
KERHTEE (fffzE 11) Depreciation for the period (Note 11) (513) (381) (894)
B E A Y Reclassification from investment
(BsE21) properties (Note 21) 417 - 417
B £ 2240 Exchange difference (12) (7) (19)
201446 H 30 H> Net book value at
HREDFE 30 June 2014 51,033 2,376 53,409
2014 £6 H 30 H At 30 June 2014
RAE B E Cost or valuation 51,033 8,356 59,389
RETHTES RO Accumulated depreciation and
impairment - (5,980) (5,980)
201446 H 30 H> Net book value at
WRIASHE 30 June 2014 51,033 2,376 53,409
Bl E 2 A B A {E The analysis of cost or valuation of the above assets is as follows:
pax i1
201456 H30H At 30 June 2014
HRNAE At cost - 8,356 8,356
HHh{E At valuation 51,033 - 51,033
51,033 8,356 59,389
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Notes to the Interim Financial Information (continued)

22. Properties, plant and equipment (continued)

Bt~ BlE
e
Equipment,
BE fixtures and dEst
Premises fittings Total
AREET EEEET AEEET
HK$’'m HK$’'m HK$’'m
Net book value at
1 January 2013 46,178 2,522 48,700
Additions 376 714 1,090
Disposals (1 (13) (14)
Revaluation 4,142 - 4,142
Depreciation for the year (950) (700) (1,650)
Reclassification to investment
properties (Note 21) (98) - (98)
Exchange difference 14 8 22
Net book value at
31 December 2013 49,661 2,531 52,192
At 31 December 2013
Cost or valuation 49,661 8,204 57,865
Accumulated depreciation and
impairment - (5,673) (5,673)
Net book value at
31 December 2013 49,661 2,531 52,192
The analysis of cost or valuation of the above assets is as follows:
At 31 December 2013
At cost - 8,204 8,204
At valuation 49,661 - 49,661
49,661 8,204 57,865
23. Other assets
2014 £ #2013 &£
6530 H 12H31H
At 30 June At 31 December
2014 2013
AEEET BEEET
HK$’'m HK$'m
Repossessed assets 57 64
Precious metals 3,579 5,146
Accounts receivable and prepayments 10,715 15,876
14,351 21,086

133




@ ¥ 8 447 (5 ) B BT

BANK OF CHINA (HONG KONG) LIMITED

R HARA s R EE Notes to the Interim Financial Information (continued)
(&)

24. NEES(EEFAIEZS  24. Financial liabilities at fair value through profit or loss
P A =

2014 £ #2013 4F
6 530 H 12H31H
At 30 June At 31 December
2014 2013
BEEEIT BEEET
HK$’'m HK$'m
ZHEE Trading liabilities
- AINPREIRL G TR K R - Short positions in Exchange Fund Bills and Notes
R 12,452 9,748
- Hitr - Others 3,023 -
15,475 9,748
SUE R LI EEE BT A Financial liabilities designated at fair value through
{8t 2 SRl A E profit or loss
- 4EREMEIER (I EE 25) - Structured deposits (Note 25) 4,014 3,832
19,489 13,580
2014 £ 6 H 30 HAE L The carrying amount of financial liabilities designated at fair value through profit or loss as at
DAAFEEEET A2 30 June 2014 was less than the amount that the Group would be contractually required to
SRAGNVEREIEASE pay at maturity to the holders by HK$6 million (31 December 2013: HK$6 million). The
ERFIHAH & E X7 #F amount of change in the fair values of financial liabilities at fair value through profit or loss,
HAZ G VHEE 6 98 during the period and cumulatively, attributable to changes in own credit risk was
gt (201312 A 31 H insignificant.

AlE 6 HET) - HEA
OEERS Jrll - ISl A
EELABRRE SRS
A HEES (B
HIN b Rat 2RI A E
%, o
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Notes to the Interim Financial Information (continued)

25. Deposits from customers

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

Structured deposits reported as financial liabilities at
fair value through profit or loss (Note 24)

Analysed by:

Demand deposits and current accounts
- corporate
- personal

Savings deposits
- corporate
- personal

Time, call and notice deposits
- corporate
- personal

#2014 &£ 2013 £
6 H30H 12H31H
At 30 June At 31 December
2014 2013
AEEET BEEET
HK$’'m HK$'m
1,442,197 1,329,376
4,014 3,832
1,446,211 1,333,208
80,436 83,919
24,772 23,622
105,208 107,541
223,011 225,919
398,798 411,167
621,809 637,086
438,490 351,903
280,704 236,678
719,194 588,581
1,446,211 1,333,208

26. Debt securities and certificates of deposit in issue at amortised cost

Debt securities
- Senior notes under the Medium Term Note
Programme
- Other debt securities

Certificates of deposit
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#2014 £ 1% 2013 4
6 H30H 12531 H
At 30 June At 31 December
2014 2013
BEEET AR ETT
HK$’'m HK$'m
5,618 5,684
3,337 -
8,955 5,684

541 -

9,496 5,684
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Notes to the Interim Financial Information (continued)

27.

28.

Other accounts and provisions
R® 2014 &£ 2013 &
6 H30H 12 H31H
At 30 June At 31 December
2014 2013
AEEET BEETT
HK$’'m HK$'m
Other accounts payable 40,908 47,326
Provisions 344 346
41,252 47,672

Assets pledged as security

As at 30 June 2014, liabilities of the Group amounting to HK$12,421 million (31 December
2013: HK$11,529 million) were secured by assets deposited with central depositories to
facilitate settlement operations. In addition, the liabilities of the Group amounting to HK$3,780
million (31 December 2013: HK$3,394 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$16,560 million (31 December 2013: HK$15,031 million)
mainly included in “Trading securities”, “Available-for-sale securities” and “Trade bills”.
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29. Deferred taxation

RERIE RS
REAIEA25% TS 5T
FoBEEAR BB
B A o A S B A
T B W BT I 1 72 4
TEFEs -

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”.

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

(&) /&aEFEEs and the movements during the first half of 2014 and the year ended 31 December 2013 are
AR HAE 20145 B RE R, as follows:
EZE2013F 12431 H (-4
7 BEEAR -
201456 H30H
At 30 June 2014
TS HAt
R Wi
Accelerated Y E L BEEHE Other
tax Property #51E  Impairment temporary wE=t
depreciation _ revaluation Losses allowance  differences Total
BETET BREERT  B¥EET  B¥OERT  B¥OET  B¥OERT
HK$’'m HK$’'m HK$’'m HK$’'m HK$’'m HK$’'m
#2014 £ At 1 January
18108 2014 577 7,329 1) (594) (551) 6,760
(&5 & (Credited)/charged
LS to income
(BfFsE 14) statement
(Note 14) (6) 94 - (54) 23 57
(B0 HoAth 4= 1h] Charged to other
ez comprehensive
income - 168 - - 630 798
PR 13 22 4H Exchange
difference - (1) - 4 2 5
i 2014 4 At 30 June
6 H30H 2014 571 7,590 1) (644) 104 7,620
201312 H 31 H
At 31 December 2013
TnEEyTE oAt
TR AR
Accelerated YL B Other
tax Property E51E Impairment temporary dEct
depreciation revaluation Losses allowance differences Total
AWEETT M E T BIEEE T BEEETT  BENEETT BEEETC
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
fE=t (&58) Charged/(credited)
Hrzsg to income
statement 18 (104) 1 (100) (16) (203)
fgst (&50) Charged/(credited)
HAr4TH to other
Wz comprehensive
income - 660 - - (1,042) (382)
PR S HH Exchange
difference - 1 - (2 (1) 2
#2013 4 At 31 December
128 31H 2013 577 7,329 1 (594) (551) 6,760
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Notes to the Interim Financial Information (continued)

29. 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:

2014 4 i~ 2013 4
6 530H 12531 H
At 30 June At 31 December
2014 2013
BEEHET B EETT
HK$’'m HK$'m
Deferred tax assets (140) (164)
Deferred tax liabilities 7,760 6,924
7,620 6,760
2014 £ #2013 £
6 530H 12H 31 H
At 30 June At 31 December
2014 2013
AEEET AT E T
HK$’'m HK$'m
Deferred tax assets to be recovered after more than
twelve months (108) (84)
Deferred tax liabilities to be settled after more than
twelve months 7,608 7,371
7,500 7,287

As at 30 June 2014, the Group has not recognised deferred tax assets in respect of tax
losses amounting to HK$4 million (31 December 2013: HK$7 million). These tax losses do
not expire under the current tax legislation.
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30. BIEEEE 30. Subordinated liabilities
2014 &£ 2013 41
6 H30H 12 H31H
At 30 June At 31 December
2014 2013
BEEET BREHETT
HK$’'m HK$'m
BEER AR Subordinated notes, at amortised cost with
ANEE HEREESR fair value hedge adjustment
25.00 (BT USD2,500m* 19,768 19,849
72010 4 > A AR T In 2010, BOCHK issued listed subordinated notes with an aggregate amount of USD2,500
44fH 25.00 B3 T Btk million.
fEEEE
B KR EME B A& Amounts qualified as Tier 2 capital instruments for regulatory purposes are shown in Note
REB REAESE T 3.4(C).
ffEE 3.4(C)hFIR -
* FIEEREEEN R F * Interest rate at 5.55% per annum payable semi-annually, due February 2020.
F55.55% » 202042 F 5|
ﬂ;ﬂ o
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Notes to the Interim Financial Information (continued)

31. Share capital

#2014 £ 2013 £
6 H30H 12 H31H
At 30 June At 31 December
2014 2013
AEEHET B EETT
HK$’'m HK$'m
Issued and fully paid:
43,042,840,858 ordinary shares 43,043 43,043

32. Reserves

The Group’s reserves and the movements therein for the current and prior periods are
presented in the condensed consolidated statement of changes in equity on pages 51 to
52.
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33. Notes to condensed consolidated cash flow statement

Notes to the Interim Financial Information (continued)

Bt
(a) K2BRSFIEERIRAT (a) Reconciliation of operating profit to operating cash outflow before
KBS RHE taxation
i
FELEHRE FEEER
2014 &= 2013 4
6 30 H 6 H30H
Half-year ended  Half-year ended
30 June 30 June
2014 2013
BEEEET HEREHETT
HK$’'m HK$'m
Kol Operating profit 14,705 13,108
e Depreciation 894 804
TEAE TR Net charge of impairment allowances 379 371
PrELIEE 2R [l Unwind of discount on impairment allowances (3) (9)
Ciiliss =~ &3 (IRl Advances written off net of recoveries
FKEE) (94) 46
‘IEAE BT Change in subordinated liabilities 128 (1,231)
JREEAH &S 3 EHE Change in balances with banks and other
TERUERTT R HoAth <t financial institutions with original maturity
HERERGE R 2 S over three months 5,430 1,872
FRHAEEE 3EA Change in placements with banks and other
TESRAT R HoAth < A financial institutions with original maturity
2 TERRE Y ) over three months 4,055 12,706
N EE B AERZ Change in financial assets at fair value through
ERNEE 2~ ) profit or loss (7,422) (2,447)
U7 T H 7 2 Change in derivative financial instruments (2,713) (330)
B HAARTE > S5 ) Change in advances and other accounts (89,026) (65,942)
BHIEE 2 EE) Change in investment in securities 34,141 4,452
HAh& = #E) Change in other assets 6,731 2,652
FRAT R HA <Rl Change in deposits and balances from banks
TR B bR 2 F) and other financial institutions (93,388) (34,539)
A EE( L AR Change in financial liabilities at fair value
SERE R EE) through profit or loss 5,909 (1,090)
Bz 28 Change in deposits from customers 112,821 32,315
FRBR S AR 3T 2 (B Change in debt securities and certificates of
S5 RATRGS 2 ) deposit in issue at amortised cost 3,812 (157)
HoAh AR TR R B S ) Change in other accounts and provisions (6,420) (2,806)
PR 2 R Effect of changes in exchange rates 7,000 2,644
IR AT IR S 7 i Operating cash outflow before taxation (3,061) (37,581)
B e RET Cash flows from operating activities included:
s
- TR - Interest received 20,370 17,390
- EfTFIR - Interest paid 6,836 5,155
- TR - Dividend received 22 21
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33. HELFEHEMER 33. Notes to condensed consolidated cash flow statement (continued)
ffeE (&)
(b) REFERRESIEE (b) Analysis of the balances of cash and cash equivalents
EES
2014 £ 2013 £
6 H30H 6 H30H
At 30 June At 30 June
2014 2013
AEEET BEEETT
HK$’'m HK$'m
[EE 1730 4 K SR FHA H Cash and balances with banks and other
1 3 {EHB N ZF financial institutions with original maturity
FRAT S Ho A 4wl i within three months
TE4EER 321,934 164,231
[FEEHHAE3EA RN Placements with banks and other financial
FiR1T R HAM &5 institutions with original maturity within three
T > EHATE L months 12,901 9,344
FRIHIHE AN Treasury bills with original maturity within three
[EE %% months 15,704 13,032
JREEFHAE3EA N Certificates of deposit with original maturity
TRk within three months 149 847
350,688 187,454
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34. SREERRIE 34. Contingent liabilities and commitments
WARBRBENRKIETI2EA The following is a summary of the contractual amounts of each significant class of contingent
BHEATREILRZEER liability and commitment and the aggregate credit risk-weighted amount and is prepared with
WRAVER s M dRE = reference to the Completion Instructions for the HKMA return of capital adequacy ratio.

GHEERER Z B
B AR5 R e i i s

AT -
R 2014 £ #2013 4
6 H30H 12 H31H
At 30 June At 31 December
2014 2013
BEEET BEEETT
HK$’'m HK$'m
HEEEERIEE Direct credit substitutes 22,030 17,555
B A 2 S ORE R Transaction-related contingencies 10,021 12,929
EAEE 5 (68 R At > BAR Trade-related and other contingencies
AfE 46,761 56,269
NSyl E I Commitments that are unconditionally cancellable
P K without prior notice 387,475 361,777
HARYE - REBAH & Other commitments with an original maturity of
-1 LT - up to one year 9,172 6,601
-1FED - over one year 68,968 68,134
544,427 523,265
(S e\l e R Credit risk-weighted amount 55,166 55,481
{5 & JR& e BUER AR 15 The credit risk-weighted amount is calculated in accordance with the Banking (Capital)
CERTEE (&BA) #HAD Rules. The amount is dependent upon the status of the counterparty and the maturity
SHE o ILEEERUAN L S characteristics of each type of contract.
BHEZERKSEEGEZ
FHRREHE:
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Notes to the Interim Financial Information (continued)

35. Capital commitments

The Group has the following outstanding capital commitments not provided for in this interim
financial information:

2014 £ i 2013 4

6 H530H 12 H31H

At 30 June At 31 December

2014 2013

BEEETT BIEEETT

HK$’m HK$'m

Authorised and contracted for but not provided for 316 350
Authorised but not contracted for 11 11
327 361

The above capital commitments mainly relate to commitments to purchase computer
equipment and software, and to renovate the Group’s premises.

36. Operating lease commitments

(a) As lessee

The Group has commitments to make the following future minimum lease payments
under non-cancellable operating leases:

2014 4 #2013 4
6F530H 12H 31 H
At 30 June At 31 December
2014 2013
AEEET B EET
HK$’'m HK$'m
Land and buildings
- not later than one year 721 696
- later than one year but not later than five
years 1,227 1,180
- later than five years 294 323
2,242 2,199

Certain non-cancellable operating leases included in the table above were subject to
renegotiation and rent adjustment with reference to market rates prevailing at specified
agreed dates or according to the special conditions as stipulated in the leases.
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36. Operating lease commitments (continued)

(b) As lessor

Notes to the Interim Financial Information (continued)

The Group has contracted with tenants for the following future minimum lease

receivables under non-cancellable operating leases:

2014 4 #2013 4
6 H30H 12H 31 H
At 30 June At 31 December
2014 2013
AEEHET AW EEIT
HK$’'m HK$'m
Land and buildings

- not later than one year 418 403

- later than one year but not later than five
years 429 416
847 819

The Group leases

its investment properties (Note 21) 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.

37. Segmental reporting

145

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: 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.
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37. Segmental reporting (continued)
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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. Personal Banking mainly serves retail customers and small enterprises, 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 the 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.

In 2014, liquidity term premium was introduced into inter-segment funding. No revision has
been made to the comparative figures in the same period of last year. However, if the same
mechanism was applied in the same period of last year, it is estimated that the net interest
income of Personal Banking, Corporate Banking and Treasury would be HK$3,589 million,
HK$5,433 million and HK$3,609 million respectively.
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37. Segmental reporting (continued)

Half-year ended

30 June 2014

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 loss 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 2014

Assets

Segment assets

Interests in associates
and a joint venture

Liabilities
Segment liabilities

Half-year ended

30 June 2014

Other information
Capital expenditure
Depreciation
Amortisation of securities

Notes to the Interim Financial Information (continued)

{EAST T
Personal Corporate Eu=e3:4 Hith, /et vz iv e
Banking Banking Treasury Others Subtotal Eliminations  Consolidated
BYEET BYEET  BEEET  BREERT  BBESET BYEET BYEET
HK$’'m HK$’'m HK$’'m HK$’'m HK$’'m HK$’'m HK$’'m
793 4,398 9,396 1 14,588 - 14,588
3,090 1,689 (4,435) (344) - - -
3,883 6,087 4,961 (343) 14,588 - 14,588
2,843 1,996 72 164 5,075 (170) 4,905
215 171 882 (11) 1,257 - 1,257
- - (U] - (U] - (U]
- 21 135 - 156 - 156
12 10 5 817 844 (573) 271
6,953 8,285 6,054 627 21,919 (743) 21,176
(203) (178) 2 - (379) - (379)
6,750 8,107 6,056 627 21,540 (743) 20,797
(3,358) (1,728) (689) (1,060) (6,835) 743 (6,092)
3,392 6,379 5,367 (433) 14,705 - 14,705
- - - 119 119 - 119
4) - - (3) @ - @
- - - 13 13 - 13
3,388 6,379 5,367 (304) 14,830 - 14,830
302,541 731,581 907,489 68,394 2,010,005 (7,833) 2,002,172
- - - 303 303 - 303
302,541 731,581 907,489 68,697 2,010,308 (7,833) 2,002,475
788,683 690,013 352,465 16,616 1,847,777 (7,833) 1,839,944
7 1 - 271 279 - 279
175 74 33 612 894 - 894
- - 472 - 472 - 472
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37. 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 31 December 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)

{EASRIT RHESRIT
Personal Corporate WAESERS FHAth /Nt EOHE o=y
Banking Banking Treasury Others Subtotal Eliminations Consolidated
AisEET  BNaET  AREaET SNaET BEEEc HlEET HlEET
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
286,067 662,806 962,077 67,106 1,978,056 (8,571) 1,969,485
- - - 292 292 - 292
286,067 662,806 962,077 67,398 1,978,348 (8,571) 1,969,777
738,429 625,842 445,973 20,161 1,830,405 (8,571) 1,821,834
6 1 - 244 251 - 251
166 89 38 511 804 - 804
- - 298 - 298 - 298
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Assets

Derivative financial
instruments

Other assets

Total

Liabilities
Derivative financial
instruments
Repurchase
agreements
Other liabilities

Total

38. Offsetting financial instruments

R 2014426 530

Notes to the Interim Financial Information (continued)

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

At 30 June 2014
NEEafED FENBEEGBERPEHNZ
BHICEE NEEAME fHR:ER
SMARENE onggm  Related amounts
CRESISRD Gross Zeswsg hot set off in the balance
B amounts of Net amounts sheet
Gross recognised of financial BUE >
amounts of financial assets HEHN
recognised liabilities set presented in SRTHE Cash
financial off in the the balance Financial collateral b
assets _balance sheet sheet _instruments received Net amount
BEEETT BEEETT AEETL  BNOEL BROETL BFEER
HK$’m HK$’m HK$’m HK$’m HK$’'m HK$’m
12,969 - 12,969 (6,729) (1,989) 4,251
12,035 (9,940) 2,095 - - 2,095
25,004 (9,940) 15,064 (6,729) (1,989) 6,346
Hn20144£6 H30H
At 30 June 2014
REEafsEh FEREEAFRPRHZ
EHOH  NEEAmEE THB SR
SWMAERE Prniyem  Related amounts
S e ] Gross &3y notset off in the balance
BEEEEE amounts of Net amounts sheet
Gross recognised of financial [Stxiivd
amounts of financial liabilities HEH T
recognised assets set presented in $RTEH Cash
financial off in the the balance Financial collateral b
liabilities balance sheet sheet instruments pledged Net amount
AREET AEET AYEHET  A¥OoEr ABYEET  BYEET
HK$’'m HK$’'m HK$’m HK$’'m HK$’m HK$’m
8,280 - 8,280 (6,729) (369) 1,182
3,023 - 3,023 (3,023) - -
10,313 (9,940) 373 - - 373
21,616 (9,940) 11,676 (9,752) (369) 1,555
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Notes to the Interim Financial Information (continued)

2013412 H 31 H
At 31 December 2013

R EaEETh AARAESFRPIEHZ
I CHEE  NEEAlE THBAEER
CRERGE  TYIRIER Related amounts
EHER Rl Gross &gy notsetoff in the balance
B amounts of  Net amounts sheet
Gross recognised of financial EE
amounts of financial assets IS
recognised liabilities set  presented in SR T HE Cash
financial off in the the balance Financial collateral JREE
assets _ balance sheet sheet _instruments received _ Net amount
HEHETT AREEHETT AHEHETT T ET  RNEET BNEET
HK$'m HK$'m HK$'m HK$'m HK$'m HK$'m
& Assets
TSR TR Derivative financial
instruments 11,344 - 11,344 (6,605) (1,826) 2,913
Hpth &z Other assets 13,286 (8,532) 4,754 - - 4,754
YEst Total 24,630 (8,532) 16,098 (6,605) (1,826) 7,667
2013412 H 31 H
At 31 December 2013
NEEamEh RAREEAFRZHEHZ
RS ORET N EEANTE ishiEad
SREERE  PIIE Related amounts
CUREE 4 F Gross @y notset off in the balance
I EAEE amounts of  Net amounts sheet
Gross recognised of financial [k
amounts of financial liabilities S S
recognised assets set presented in LR T E Cash
financial off in the the balance Financial collateral JREE
liabilities  balance sheet sheet  instruments pledged  Net amount
A EETT AHEEET A EHETT AEE T B¥EE T BYEET
HK$'m HK$'m HK$'m HK$'m HK$'m HK$'m
=Y Liabilities
ik M= Derivative financial
instruments 9,098 - 9,098 (6,605) - 2,493
[E]iE e Repurchase
agreements 2,100 - 2,100 (2,100) - -
HAth & fF Other liabilities 8,784 (8,532) 252 - - 252
4t Total 19,982 (8,532) 11,450 (8,705) - 2,745

AR ARSIMIE LA
TR Bl 2 0 S AR EE H AR T
# o HE R A B S SR
ERVEM > AFE—RXSH T2
R B B AT PR A 5 -

For master netting agreements of OTC derivative and sale and repurchase 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)

39. 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.
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Notes to the Interim Financial Information (continued)

39. 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 2014, the related aggregate amounts due from and to BOC of the Group were
HK$138,779 million (31 December 2013: HK$130,657 million) and HK$46,604 million
(31 December 2013: HK$41,263 million) respectively. The aggregate amounts of
income and expenses of the Group arising from these transactions with BOC for the
first half of 2014 were HK$2,761 million (first half of 2013: HK$752 million) and
HK$159 million (first half of 2013: HK$50 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.

153



@ ¥ ) 4L £5 (5 %) H B A

BANK OF CHINA (HONG KONG) LIMITED

R HARA s R EE Notes to the Interim Financial Information (continued)
(&)

39. FEAEREALA  39. Significant related party transactions (continued)

g (&)

(c) EHEBREN\E -E&END (c) Summary of transactions entered into during the ordinary course of
ERHMEREAN business with associates, a joint venture and other related parties
TEIEH E B
RETZX B HE
HREE e N The aggregate income/expenses and balances arising from related party transactions
H ~ BB HAM with associates, a joint venture and other related parties of the Group are summarised
HRHEN T ER A as follows:

BN L B AL
ZHI A S R
BRI T
FEEEE PARLEEE
20146 530 H 201346 A 30 H
Half-year ended Half-year ended
30 June 2014 30 June 2013
BEATER ANl
=y -uix ] AR
Associates HftARIEA T Associates HAth AR A1
and joint  Other related and joint Other related
venture parties venture parties
AREET AYEEET B EET B EET
HK$’'m HK$’'m HK$'m HK$'m
s RIHE - Income statement
items:
e Administrative
TR E R services fees
received/
receivable - 4 - 4
HASCE S H Other operating
expenses 26 - 21 -
R2014E£6 530 H 2013412 31 H
At 30 June 2014 At 31 December 2013
BEAFR BB AR
=y-sive BEMRE
Associates HfthARHE AL Associates HAfthAfHHE A1
and joint  Other related and joint Other related
venture parties venture parties
AEEET AEEET B EEIT B EEIT
HK$’'m HK$’'m HK$'m HK$'m
HEABEFHEE Balance sheet
items:
B PR Deposits from
customers 1 - 22 -
HoAth BRI R B Other accounts
and provisions 33 - - -
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Notes to the Interim Financial Information (continued)

39. Significant related party transactions (continued)

(d) Key management personnel

Key management personnel 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 the Bank and its
holding companies, as well as parties related to them.

The compensation of key management personnel is detailed as follows:

FELERE PEEGEE

2014 &£ 2013 4
6 530H 6 H30H
Half-year ended Half-year ended
30 June 30 June
2014 2013
BEEET AR EET
HK$’'m HK$'m
Salaries and other short-term employee
benefits 22 24
Post-employment benefits 1 1
23 25
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Notes to the Interim Financial Information (continued)

40. Currency concentrations

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 Authorised 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.

#2014 6 530 H

At 30 June 2014
AEEETEE
Equivalent in million of HK$
Hftshes  SMEREEH
EyIn HE BT gk Other Total
US Japanese BiZE Australian  Pound AR® foreign foreign
Dollars Yen Euro Dollars Sterling Renminbi currencies currencies
HE&EE Spot assets 520,821 2,782 17,533 22,738 7,889 553,923 14,699 1,140,385
by Ce =L Spot liabilities (400,440) (4,899)  (14,560)  (23,193)  (10,921) (464,415) (17,264)  (935,692)
HEIE A Forward purchases 710,150 45,236 72,894 39,104 25,930 373,830 38,239 1,305,383
A Forward sales (818,753)  (43,172)  (76,061) (38,577) (22,904) (460,950) (35,814) (1,496,231)
AN S Net options position 3,063 1 (3,458) (43) (35) (3,138) (16) (3,626)
£,/ (Jd) #8548 Netlong/(short)
position 14,841 (52) (3,652) 29 (41) (750) (156) 10,219
SEE MR TR Net structural position 366 - - - - 9,341 - 9,707
HR2013FE12H31H
At 31 December 2013
AEEETEE
Equivalent in million of HK$
HAtoMgs  HMNEEEER
FEIT H T g% Other Total
US Japanese BrZE Australian Pound AR foreign foreign
Dollars Yen Euro Dollars  Sterling Renminbi currencies currencies
WEEE Spot assets 509,043 1,093 11,963 22,583 1,447 556,172 16,566 1,118,867
HEARE Spot liabilities (379,485) (3,797)  (11,663)  (31,203)  (12,441) (509,246) (17,849)  (965,684)
HHIE A Forward purchases 438,862 42,992 49,900 34,026 25,008 197,747 36,646 825,181
EHE Forward sales (562,242)  (40,424)  (50,197)  (25,635)  (14,046) (239,201) (35,547)  (967,292)
HARERS S48 Net options position 2,416 - (1) (5) 4 (2,991) (5) (582)
£/ (5) #8541 Net long/(short)

position 8,594 (136) 2 (234) (28) 2,481 (189) 10,490
SEfE MR TR Net structural position 333 - - - - 9,075 - 9,408
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Notes to the Interim Financial Information (continued)

41. Cross-border claims

The below analysis is prepared with reference to the Completion Instructions for the HKMA
return of cross-border claims. Cross-border claims are exposures to foreign counterparties on
which the ultimate risk lies, and are derived according to the location of the counterparties
after taking into account the transfer of risk. For a claim guaranteed by a party situated in a
country different from the counterparty, the risk will be transferred to the country of the
guarantor. For a claim on an overseas branch of a bank whose head office is located in
another country, the risk will be transferred to the country where its head office is located.
Claims on individual countries or areas, after risk transfer, amounting to 10% or more of the

aggregate cross-border claims are shown as follows:

R20145E6 H30H
At 30 June 2014

DEEAr

#7877  Public sector HAir 4t
Banks entities* Others Total
HAEEET BEEHET BEEET BT ET
HK$’'m HK$’'m HK$’'m HK$’'m
Asia, other than
Hong Kong
- Mainland of China 404,352 69,259 177,139 650,750
- Others 58,478 7,092 33,628 99,198
Total 462,830 76,351 210,767 749,948
2013412 H 31 H
At 31 December 2013
BB
$RAT Public sector HAth HEGT
Banks entities* Others Total
AREHETT B EETT BT ETT BEEETT
HK$'m HK$'m HK$'m HK$'m
Asia, other than
Hong Kong
- Mainland of China 398,379 126,445 137,717 662,541
- Others 46,681 9,416 28,841 84,938
Total 445,060 135,861 166,558 747,479

* There are no exposures eligible to be classified as public sector entities under the Banking (Capital)

Rules in the tables above.
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R HARA s R EE Notes to the Interim Financial Information (continued)

(&)

42. JESRTTRYNHEEREZR  42. Non-bank Mainland exposures
%
HIERITAC 5 B F-HY A The analysis of non-bank Mainland exposures is based on the categories of non-bank
A e JE B A 3 2 o i T 2 counterparties and the type of direct exposures with reference to the Completion
B &% oA R AV E Instructions for the HKMA return of non-bank Mainland exposures, which includes the
Py R R R Mainland exposures extended by the Bank only.

P\ S LIS - R
TAEF AT Z At Ja
PR -

R2014FE6 530 H
At 30 June 2014

KEAR BEAR BRI ERA
RAH RIMNY ZREREE
BERARE AR Individually
On-balance  Off-balance  #E[FE&=IE assessed
sheet sheet Total impairment
exposure exposure exposure allowances
AYEET AY¥OET EB¥EERT  B¥EER
HK$’'m HK$’'m HK$’'m HK$’'m
b Mainland entities 307,854 37,198 345,052 -
AL SN B B AR AR 7 Companies and individuals
BANEE outside Mainland where the
credit is granted for use in
Mainland 44,711 10,550 55,261 237
HoAth IR SRAT B P g Other non-bank Mainland
b exposures 11,684 971 12,655 55
364,249 48,719 412,968 292
72013412 H31H
At 31 December 2013
HEAR HEAR RS
T FHMY ZRAE A
JE A JE A I Individually
On-balance Off-balance 40 R B K assessed
sheet sheet Total impairment
exposure exposure exposure allowances
AWEETT AHEET M E T BIEETT
HK$'m HK$'m HK$'m HK$'m
RS Mainland entities 269,608 50,700 320,308 -
R bR NIV E NG D Companies and individuals
BANEE outside Mainland where the
credit is granted for use in
Mainland 42,042 13,353 55,395 131
HAIESR 1T Y A it oL e 7 Other non-bank Mainland
& exposures 10,606 1,002 11,608 -
322,256 65,055 387,311 131
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AR BB T
(&)
43. FFETHEETEAIE 43, Compliance with HKAS 34

44,

34 5%

EE 2014 A R RAY
AL T I BB
EEABESHAIA G TR
ZEEGEHHEASE 34 9f
PP S R Z K -

AEMRE

[P H S R P R
KEZER > WAL
EIEH - #Z 2013 4 12
H 31 HIEZAERE &
RENFEMEREE
J& o FZ%ATY 2014 4 3
A 26 H¥whkERES
HE (R B B R AL B R

& o

Notes to the Interim Financial Information (continued)

44.

The unaudited interim financial information for the first half of 2014 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 2013 have been
delivered to the Registrar of Companies and the HKMA. The auditor expressed an
unqualified opinion on those statutory accounts in the report dated 26 March 2014.
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BRI SRS

s

RKEETENEHAT
EY EEPRAZEBIR
§7i s RE221E

TR SRR B B Bl o
BHEST (%) ARASESY
(BRI ATR A 5)

55

FAZBEN (LUT RS T3, ) TERFIENE 47 2 159 BiyT s ek - s aamd BT (F8) ARAE (T8
AT, ) RHETAE (A1 TEEH ) 72014 48 6 F 30 HAVREZEAT & A E A (UREEER H 1L 6 {6 7 R R 2 sr &l
* o G ERANER GRS IRNEEGEINSRER  DUHAN TR - RiTESAATREREGHIA S
MRMRE S SRS 34 5 T B, (T EBEETAERIEE 34 58 ) ) RERIIERLETHIEER - AR ERRERM
BB S I B B E el m - IR RERE 2 R E R B E RG0S - IRt ARSI HAY - 2 il
I FMEM EA A L & EsORIEERTELE -

EREE

HMERB TG A SRMREEFRAERIS 2410 5t " i E SR EITAZ AT T P B EORER ) MEfTaR - TR &
R LR A &RV BIE =B A BF &S - RERTENEMERER - BRI EEEEREE RS AT LA
B Ry > BORRES BT IREE BRI T T TR BRI A ARSI - it > BT g#RFEHER

&
IR > IR B ETSEE - SWIEE TS RS BT HRA R R R &SRR 345543 -

Lt v

Wk ST ENERFT
BIEEF
> 2014 4E8 H19 H
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Independent Review Report

—— Ernst & Young

22/F, CITIC Tower
EY 1 Tim Mei Avenue
ﬂ,i 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 47 to 159, 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 2014 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 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, 19 August 2014
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HAE R
1. RERITZIEAE

AT =R R IE T

=B ERTABRRE

DETE iR e B 3 FEMEE FEE IEES

R TAIRAE 1948 2 2 H gl 100.00%  $R{73EH
WEE 3,144,517,396 7T

ERIRTARAT 1947 4 [ 24 H L imRE 70.49% SRITHEES
NEE 300,000,000 7T

FERERF (B ARAE 198049 7 9 H gl 100.00% {ZH-FRE
A 480,000,000 7T

TESRTT (&) REAARAF 198510 5 1 H gl 100.00% (LA MR
HEE 25T

TERTT () SHARAH 1987 £ 11 H 6 H =gl 100.00% (3L R ABLHRAS
NE 3,000,000 7T

TR EEERE AR IR A 1997 F£12 H 1 H Ly 64.20% (ZEE/RTS
N 200,000,000 %7t

PIRERSRMES (F2) AIRAT 2006 /£ 11 7 10 H MR 100.00% Ef7astiE =g
A RS 50,000 7T

ER{E SRR CRID ARRAE 1990 £ 4 H 16 H FEMEA 100.00% I3ERFA I
B 70,000,000 #7T (U iy

s SRR (YD AIRAE 1993 45 7 26 [ A 100.00% {5 SfcfiriRs
R Ed 40,000,000 #7T

R B SR SRk (SR A TR A E] 199910 A 11 H gl 41.10% (SFCHRES
R 300,000,000 #T

WEL (REA) AIRAE 1980 £ 4 H 23 H i) 100.00% {REEASRES
A 10,000 7T

SERST (FREEA) BIRAE 1981411 F 3 H gl 70.49% AR
A 100,000 }&7T

FRORA R E] 2001 £ 5 4 H gl 70.49% AR
A& 25T
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HArEw ()

1. RSRTZINEAE (8D

Sl B BR{TIMERE,/

ATV BB AR EEMRA A LT

BB R (A AR 1993 7 9 F 24 [1 S A 100.00% PIEFFA
NG 40,000,000 7T LUESEa

BRI AR A 1984 2.5 F 25 [1 R 100.00% f3¥ifcs
P& 3,050,000 7T

HEEREIRGT (B HIRAE 2007 £ 12 /1 14 H S 100.00% RT3
A 6,500,000,000 A R#

MEERIRT (LA HRAE] 1980 8 J1 22 1 R 100.00%  (XEEAMS
& 50,000 7T

IR AR A ) 1976 £ 10 A 22 1 R 100.00%  {:53EHES
NEE 3,000,000 #7¢

B4t AR AR A ] 1980 2.9 /4 23 R 100.00% #&EE R
R 95,000,000 #7T g eridind

B AR 1993 £ 10 /1 19 ER 100.00% %%
P 95,000,000 357 RS

B AR 1961 4212 1 11 R 70.49% {REIEH
NE 2,800,000 7T

B EAARA 196149 A 13 Y 100.00% VIR
E 3,000,000 ;#7T VIR

AR A 1978 7£.10 F 27 [ HER 100.00% {E3EHiFs
&R 3,000,000 7T

o RS RS 1993 % 2 1 11 H R 100.00%  FEEEFS
& 7,000,000 7T

FERIREATRAFIEN 2014 426 A 5 HIE=REL -

AdERgEiRln CRID ARATR 2011 4212 [ 26 HiE

R T AR A SRR 2014 4 3 F 3 EARGNIH (ATIRE) (kb 622 )
SR 4 S5 TR 34 AT T - SRR ST R AR AR IR
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Additional Information

1. Subsidiaries of the Bank

The particulars of our subsidiaries are as follows:

Place and Issued and
date of fully paid up
incorporation/ share capital/
Name of company operation registered capital Interest held Principal activities
Nanyang Commercial Bank, Hong Kong Ordinary shares 100.00% Banking business
Limited 2 February 1948 HK$3,144,517,396
Chiyu Banking Corporation Hong Kong Ordinary shares 70.49% Banking business
Limited 24 April 1947 HK$300,000,000
BOC Credit Card Hong Kong Ordinary shares 100.00% Credit card services
(International) Limited 9 September 1980 HK$480,000,000
Bank of China (Hong Kong) Hong Kong Ordinary shares 100.00% Nominee services
Nominees Limited 1 October 1985 HK$2
Bank of China (Hong Kong) Hong Kong Ordinary shares 100.00% Trustee and agency
Trustees Limited 6 November 1987 HK$3,000,000 services
BOC Group Trustee Company Hong Kong Ordinary shares 64.20% Trustee services
Limited 1 December 1997 HK$200,000,000
BOCHK Financial Products Cayman Islands Ordinary shares 100.00% Issuing structured
(Cayman) Limited 10 November 2006 US$50,000 notes
BOCHK Information Technology PRC Registered capital 100.00% Property holding and
(Shenzhen) Co., Ltd. 16 April 1990 HK$70,000,000 investment
BOCHK Information Technology PRC Registered capital 100.00% Information
Services (Shenzhen) Ltd. 26 May 1993 HK$40,000,000 technology services
BOCI-Prudential Trustee Hong Kong Ordinary shares 41.10% Trustee services
Limited 11 October 1999 HK$300,000,000
Che Hsing (Nominees) Hong Kong Ordinary shares 100.00% Nominee services
Limited 23 April 1980 HK$10,000
Chiyu Banking Corporation Hong Kong Ordinary shares 70.49% Investment holding
(Nominees) Limited 3 November 1981 HK$100,000
Grace Charter Limited Hong Kong Ordinary shares 70.49% Investment holding
4 May 2001 HK$2
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Additional Information (continued)

1. Subsidiaries of the Bank (continued)

Name of company

Place and
date of
incorporation/
operation

Issued and

fully paid up
share capital/
registered capital

Interest held

Principal activities

G.Z.Y. Microfilm Technology
(Shenzhen) Co., Ltd.

Kwong Li Nam Investment
Agency Limited

Nanyang Commercial Bank (China),
Limited

Nanyang Commercial Bank
(Nominees) Limited

Nanyang Commercial Bank
Trustee Limited

Po Sang Financial Investment
Services Company Limited

Po Sang Futures Limited

Seng Sun Development
Company, Limited

Sin Chiao Enterprises
Corporation, Limited

Sin Hua Trustee Limited

Sino Information Services Company
Limited

BOC Travel Services Limited was dissolved on 5 June 2014.

PRC
24 September 1993

Hong Kong
25 May 1984

PRC
14 December 2007

Hong Kong
22 August 1980

Hong Kong
22 October 1976

Hong Kong
23 September 1980

Hong Kong
19 October 1993

Hong Kong
11 December 1961

Hong Kong
13 September 1961

Hong Kong
27 October 1978

Hong Kong
11 February 1993

Registered capital
HK$40,000,000

Ordinary shares
HK$3,050,000

Registered capital
RMB6,500,000,000

Ordinary shares
HK$50,000

Ordinary shares
HK$3,000,000

Ordinary shares
HK$95,000,000

Ordinary shares
HK$95,000,000

Ordinary shares
HK$2,800,000

Ordinary shares
HK$3,000,000

Ordinary shares
HK$3,000,000

Ordinary shares
HK$7,000,000

100.00%

100.00%

100.00%

100.00%

100.00%

100.00%

100.00%

70.49%

100.00%

100.00%

100.00%

Property holding and
investment

Investment agency

Banking business

Nominee services

Trustee services

Gold trading and

investment holding

Securities and futures
brokerage

Investment holding

Property holding and

investment

Trustee services

Information services

G.Z.Y. Microfilm Technology (Shenzhen) Co., Ltd. commenced winding up on 26 December 2011, and returned BOCHK’s investment

on 23 June 2014.

Pursuant to the new Companies Ordinance (Chapter 622, Laws of Hong Kong) which has commenced operation on 3 March 2014,

all shares issued by a company incorporated in Hong Kong before, on and after that commencement date shall have no par value

and the relevant concept of authorised share capital is abolished, the balance of Nanyang Commercial Bank, Limited’s share

premium account as at 3 March 2014 has been transferred to share capital.
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Higk (&) Additional Information (continued)

2. FF& ($R17% (FHE) 2. Compliance with the Banking (Disclosure) Rules
)

FER Y 7 PSS S T The unaudited interim report complies with the applicable requirements set out in the Banking
= <<$Eﬁ¥ﬂ,\{ﬂ>> TE N (8R1T (Disclosure) Rules under the Banking Ordinance.
S (P82 #A) ZHRHEK -
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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

“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-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

“CE” Chief Executive

“CET1” Common Equity Tier 1

“CFO” Chief Financial Officer

“CIC” China Investment Corporation
“CRO” Chief Risk Officer

“CVA” Credit Valuation Adjustment

“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

“DVA” Debit Valuation Adjustment

“‘ETF” Exchange Traded Fund

“‘EV” Economic Value Sensitivity Ratio
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BANK OF CHINA (HONG KONG) LIMITED

Definitions (continued)

Terms Meanings

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

“HKFRS(s)” Hong Kong Financial Reporting Standard(s)
“HKICPA” Hong Kong Institute of Certified Public Accountants
“HK(IFRIC)-Int” Hong Kong (IFRIC) Interpretation

“HKMA” Hong Kong Monetary Authority

“Hong Kong” or “Hong Kong SAR”

Hong Kong Special Administrative Region

“ICAAP” Internal Capital Adequacy Assessment Process
“qm” Information Technology

“Lsc’ Legal Services Centre

“MBS” Mortgage-backed Securities

“mcC” the Management Committee

“Mainland” or “Mainland of China”

the mainland of the PRC

“Medium Term Note Programme”

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

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

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

“OR&CD” the Operational Risk & Compliance Department

“‘oTC” Over-the-counter

“PRC” the People’s Republic of China

“PVBP” Price Value of a Basis Point

“QDII” Qualified Domestic 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
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BANK OF CHINA (HONG KONG) LIMITED

Definitions (continued)

Terms Meanings
“SME(s)’ Small and Medium-sized Enterprise(s)
“Standard & Poor’s” Standard & Poor’s Ratings Services

“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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