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Notes

Basis of preparation and accounting policies

These unaudited consolidated interim financial statements are prepared
in accordance with Hong Kong Statement of Standard Accounting Practice
(SSAP) 25, “Interim Financial Reporting”, issued by the Hong Kong Society
of Accountants (“HKSA”). These interim financial statements should be
read in conjunction with the Group’s Financial Information as set out in
Appendix | of the Company’s prospectus dated 15 July 2002 for the years
ended 31 December 1999, 2000, 2001 (“Financial Information”).

The Company was incorporated in Hong Kong on 12 September 2001. Its
shares have been listed on the Main Board of The Stock Exchange of
Hong Kong Limited (the “Stock Exchange”) since 25 July 2002.

Pursuant to the group reorganisation on 1 October 2001, accomplished
by the Bank of China (Hong Kong) Limited (Merger) Ordinance and the
Merger Agreements, the Company acquired the entire equity interests in
Bank of China (Hong Kong) Limited (“BOCHK”) on 30 September 2001
and subsequently became the holding company of the Group. Details of
the Restructuring and Merger are set out in the Company’s prospectus
dated 15 July 2002. The Restructuring and Merger represents a business
combination resulting from transactions among enterprises under the
common control of the Bank of China. Under the principles of merger
accounting prescribed in the SSAP 27, “Accounting for Group
Reconstructions”, the interim financial statements of the Group are prepared
as if the group structure and capital structure as at 1 October 2001 had
been in existence from the beginning of the periods presented.
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Notes (continued)

Basis of preparation and accounting policies (continued)

The accounting policies and methods of computation used in the preparation

of these interim financial statements are consistent with those used in the

preparation of the Group’s Financial Information for the years ended 31
December 1999, 2000 and 2001. The Group has adopted the new and
revised SSAPs issued by the HKSA which have become effective for

accounting periods commencing on or after 1 January 2002.

Other operating income

Fees and commission income
Less: Fees and commission expense

Net fees and commission income
Dividend income from

investments in securities

- listed investments

- unlisted investments
Net gain from other

investments in securities
Net gain from foreign exchange activities
Net gain from other dealing activities
Gross rental income from

investment properties
Others

BE=FE=F HE-FTT 7

ANA=t+HL NA=1THIE
18 B ~MEA
Six months ended

30 June 30 June
2002 2001
BMEERT EREEL
HK$'m HK$'m
1,705 1,846

(357) (386)
1,348 1,460
— 1

11 12

70 10

402 568

4 10

93 93

82 102
2,010 2,256
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Notes (continued)

Operating expenses

Staff costs (including
directors’ emoluments)
Premises and equipment expenses
excluding depreciation
- rental of premises
- others
Depreciation
- owned fixed assets
Other operating expenses

BE-2T-F BE_TTF
NA=tALE ARNA=tAHL

AEA 7~ & A
Six months ended
30 June 30 June
2002 2001
EWEET  BKEET
HK$’'m HK$'m
1,761 1,905
137 173
223 203
359 213
419 374
2,899 2,868
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Notes (continued)

4.

Segmental reporting

By class of business

Total operating income

Operating profit
before provisions

Operating profit

after provisions

Profit before taxation

Total operating income

Operating profit before

provisions

Operating profit after

provisions

Profit before taxation

BE-EE-EXA=THILAEA
Six months ended 30 June 2002

BRRA
Commercial BEER FARER it APHES aft
Banking Treasury Unallocated Subtotal Eliminations ~ Consolidated
A%EER  EWEER  BWEER  AMEEn  ANMEER BYEER
HK$'m HK$'m HK$'m HK$'m HK$'m HK$'m
6,953 1,487 747 9,187 (286) 8,901
4,693 1,399 (90) 6,002 - 6,002
2,927 1,399 (90) 4,236 - 4,236
2,927 1,390 (106) 4211 - 4211

HE-ZZ-F7A=THILAEA
Six months ended 30 June 2001

BERA
Commercial HERHK AAREE gt AR ELi
Banking Treasury Unallocated Subtotal Eliminations ~ Consolidated
BYEERL  B¥EER  B¥AET  A¥EEnT  A¥EER AERET
HK$'m HK$'m HK$'m HK$'m HK$'m HK$'m
7436 1,868 924 10,228 (238) 9,990
5,163 1,757 202 7,122 — 7,122
3,315 1,757 202 5274 — 5274
3315 1,761 3 5,079 — 5,079
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Notes (continued)

4.

Segmental reporting (continued)

(a)

By class of business (continued)

Commercial banking business includes acceptance of deposits,
mortgage lending, credit card advances, remittance, provision of
securities brokerage and insurance agency services, commercial
lending, trade finance and overdraft facilities.

Treasury activities include money market, foreign exchange dealing
and capital market activities. Treasury manages the funding position
of the Group. Treasury provides funding to all other business segments
and receives funds from commercial banking’s deposit taking activities.
These inter-segment funding transactions are priced either at market
bid/offer rates as appropriate or at an internal funding rate as
determined by the average funding requirements of other business
segments and the average one-month inter-bank rates of the relevant
financial period. In addition, the gains and losses on the foreign
exchange activities of the Group are included under Treasury. The
profit and loss information presented in this note has been prepared
using intersegment charging/income transactions.
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Notes (continued)

4.

Segmental reporting (continued)

(a) By class of business (continued)

Unallocated items mainly comprise income and expenses relating to
fixed assets of the Group, investment securities, interests in associates
and other items which cannot be reasonably allocated to a specific
business segment. The interest benefit of the capital of the Group is
also included as unallocated within net interest income. Rental expenses
are allocated to business segments based on a fixed rate per square
footage occupied.

Operating expenses of a functional unit are allocated to the relevant
business segment which is the predominant user of the services
provided by the unit. Operating expenses of other shared services
which cannot be allocated to a specific business segment are included
under Unallocated.

(b) By geographical area

No geographical reporting is provided as over 90% of the Group’s
revenues and profits are derived from Hong Kong.
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Notes (continued)

5. Taxation

The amount of taxation charged to the consolidated profit and loss account

represents:

Bank and subsidiaries

Hong Kong profits tax
Overseas taxation
Over provisions in prior years

Associates
Hong Kong profits tax

Attributable share of estimated

Hong Kong profits tax losses

arising from investments in partnerships
Investments in partnerships written off

BE-2E=f HE-TT 4

ANA=t+HL NA=tTHIE
~NE A ~EA
Six months ended

30 June 30 June
2002 2001
BYEER BEEET
HK$’'m HK$'m

738 819

5 10
(6) (27)

737 802

(6) 11
(7 (34)

6 29
(1) (5)

730 808
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Notes (continued)

Taxation (continued)

Hong Kong profits tax has been provided at the rate of 16% (2001:16%)
on the estimated assessable profit for the periods ended 30 June 2002
and 2001. Taxation on overseas profits has been calculated on the estimated
assessable profit for the period ended 30 June 2002 and 2001 at the
rates of taxation prevailing in the countries in which the Group operates.

The Group has entered into a number of aircraft leasing and coupon strip
transactions involving special purpose partnerships in which the Group
is the majority general partner. The Group does not control the partnerships
and consequently they are not consolidated in the Group’s accounts. As
at 31 December 2001 and 30 June 2002, the Group’s investment in such
partnerships, which is included in “Other assets” in the balance sheet
amounted to HK$876 million and HK$359 million respectively. The Group’s
investments in partnerships are amortised over the life of the partnership
in proportion to the taxation benefits resulting from those investments.

There is no significant deferred taxation liability not provided for.
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Notes (continued)

Dividends

Prior to the listing, on 18 June 2002, the Board of Directors proposed a
special dividend amounting to HK$1,935 million. On 28 June 2002, the
shareholders of the Company approved a special dividend of HK$0.0366
per ordinary share (without taking into account the share consolidation)
or HK$0.183 per share (taking into account the share consolidation) with
respect to the period to 18 June 2002. The total amount of this special
dividend was HK$1,935 million, which was paid by cash generated from
operations.

This special dividend is reflected as a dividend payable in the financial
statements and is presented as an appropriation of retained earnings for
the period ended 30 June 2002.

Earnings per share

The calculation of basic earnings per share is based on profit attributable
to shareholders for the period ended 30 June 2002 of approximately
HK$3,418,000,000 (HK$4,195,000,000 for the period ended 30 June 2001)
and on the ordinary shares in issue of 52,863,901,330 shares
(52,863,901,330 ordinary shares for the period ended 30 June 2001)
pursuant to the Restructuring and Merger and as if these shares have
been in issue during these two periods.
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7. BRER (&) 7. Earnings per share (continued)
KRR 2 BRAEF TR The calculation of basic earnings per share, as adjusted, is based on
B R R EMGE MO profit attributable to shareholders of approximately HK$3,418,000,000
3,418,000,000 L (=& (HK$4,195,000,000 for the period ended 30 June 2001) and on the ordinary
=z F R OB @ shares in issue of 10,572,780,266 shares (10,572,780,266 ordinary shares
4,195,000,000% 7t) X B for the period ended 30 June 2001) after adjusting for the effect of the
BOEBEARKR2KRE share consolidation as described in note 15, as if the share consolidation
10,572,780,266/% (= = had occurred at the beginning of the earliest period presented.
= F B B A

OH]

10,572,780,2660% ) £ #
BRM 15 ATt 2 1D
BHHEE  WEBREZR
&R 2 & T E8IE
RER2EEREEEAE -

8. HBeNEHES 8. Cash and short-term funds
—2E-F —ETF
AB=+H +=—A=+—8
As at As at
30 June 31 December
2002 2001
BETETT BEAETT
HK$’'m HK$'m
Re - WITAMEAL Cash and balances with banks
& RS 2 &5 and other financial institutions 5,217 59,898
B EA 2 72 BRI A 17 K Money at call and short notice 87,845 117,446
Bl & 5 (B IESME Treasury bills (including
E2ER) Exchange Fund Bills) 16,346 18,911
109,408 196,255
BESFSTMAT : An analysis of treasury bills
held is as follows:
FEMZHEREEA Unlisted, held-to-maturity,
B RBEK AR at amortised cost: 12,637 12,932
LMz EMBLFIRE - Unlisted, other investments in
BAFEAK : securities, at fair value: 3,668 5,979
THZEHEEREBEES Listed, held-to-maturity,
WK AR - at amortised cost: 41 —
16,346 18,911
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Notes (continued)

9. Certificates of deposit held

Held-to-maturity, at amortised cost:

- Unlisted

Other investments in
securities, at fair value:
- Unlisted

—2T-F —TTF
AAB=+H +=ZA=+—H
As at As at

30 June 31 December
2002 2001
BEEET BEBEET
HK$’'m HK$'m
7,553 9,130
9,918 10,344
17,471 19,474
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Notes (continued)

10. Held-to-maturity securities

Unlisted, at amortised cost

Less: Provision for impairment in value

Listed, at amortised cost

Less: Provision for impairment in value

Total

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

Market value of listed securities

Held-to-maturity securities are
analysed by issuer as follows:
- Central governments
and central banks
- Public sector entities
- Banks and other financial institutions
- Corporate entities

i —FEF
AA=+H +ZA=+—H
As at As at

30 June 31 December
2002 2001
BYEER BEEETL
HK$'m HK$'m
62,295 34,592
(45) (42)

62,250 34,550
40,309 16,438

4) —

40,305 16,438
102,555 50,988
2,507 2,239
37,798 14,199
40,305 16,438
40,062 15,905
3,546 3,470
54,507 17,722
35,910 24,454
8,592 5,342
102,555 50,988
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Notes (continued)

11.

Investment securities

Debt securities
- Unlisted

Equity securities
- Listed, at cost

- in Hong Kong
- outside Hong Kong

- Unlisted, at cost

Total

Market value of listed equity securities

Investment securities are analysed
by issuer as follows:
- Banks and other financial institutions
- Corporate entities
- Others

i —FT-F
AAZtA t+-F=t+-H
As at As at

30 June 31 December
2002 2001
BYEER BEEET
HK$’'m HK$'m

1 .

4 4

1 1

5 5

44 39

50 44

7 5

1 22

47 18

2 4

50 44
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Notes (continued)

12 Other investments in securities

At fair value:

Debt securities
- Listed in Hong Kong
- Listed outside Hong Kong

- Unlisted

Equity securities
- Listed in Hong Kong
- Unlisted

Total

Other investments in securities
are analysed by issuer as follows:
- Central governments
and central banks
- Public sector entities
- Banks and other financial institutions
- Corporate entities

i —FEF
AA=+H +ZA=+—H
As at As at

30 June 31 December
2002 2001
BYEER BEEETL
HK$'m HK$'m

364 294
11,747 4,812
12,111 5,106
36,557 50,973
48,668 56,079

33 28

59 62

92 90

48,760 56,169
2,819 1,495
5,264 24,557
36,724 28,876
3,953 1,241
48,760 56,169
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Notes (continued)

Advances and other accounts

Advances to customers

Accrued interest

Provision for bad and doubtful debts

- General
- Specific

Advances to banks and
other financial institutions

—2T-F —TTF
AAB=+H +=ZA=+—H
As at As at

30 June 31 December
2002 2001
BEEET BEBEET
HK$’'m HK$'m
317,634 323,038
1,883 2,180
319,517 325,218
(6,538) (6,538)
(8,999) (10,576)
(15,537) (17,114)
303,980 308,104

3 4

303,983 308,108
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Notes (continued)

13. Advances and other accounts (continued)

Non-performing loans are analysed as follows:

EFEX
Advances to customers

—EB=-F  —TTF

AA=+H t-A=+—H

As at As at

30 June 31 December

2002 2001

AWEERT AR EEL

HK$'m HK$'m

Non-performing loans 28,498 35,512
Specific provisions made in

respect of such advances 8,996 10,322

As a percentage of total
advances to customers 8.97% 10.99%
Amount of interest in suspense 422 610

Non-performing loans are defined as loans and advances to customers
on which interest is being placed in suspense or on which interest accrual
has ceased. The specific provisions were made after taking into account
the value of collateral in respect of such advances.

There were no advances to banks and other financial institutions on which
interest has been placed in suspense or on which interest accrual has
ceased as at 31 December 2001 and 30 June 2002 nor were there any
specific provisions made.
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Notes (continued)

13. Advances and other accounts (continued)

On 26 June 2002, BOCHK disposed of loans with a gross book value of
HK$11,401 million net of specific provisions of HK$2,679 million to Bank
of China Grand Cayman Branch (Note 21(a)). As at 31 December 2001,
the outstanding balance of non-performing loans which were disposed of
in 2002 amounted to HK$7,269 million and specific provisions made in
respect of such non-performing loans amounted to HK$2,538 million. Had
the disposal taken place as at 31 December 2001, the non-performing
loans as a percentage of total advances to customers would have been
9.06%.

14. Other accounts and provisions

—EB-F  —TTF

AAB=tH +tZH=+—H

As at As at

30 June 31 December

2002 2001

BEEET BERAET

HK$’'m HK$'m

Interest payable 1,197 1,615
Current taxation 576 59
Deferred taxation 8 8
Restructuring provision 658 666
Special dividend payable (Note 6) 1,935 —
Accruals and other payables 17,791 18,323
22,165 20,671
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15. BRZ& 15. Share capital
—BRCF —ET—F
AA=+H +ZH=+—H
As at As at
30 June 31 December
2002 2001
BEHER BEAET
HK$'m HK$'m
ERE Authorised:
100,000,000,000 % &A% 100,000 million ordinary shares
HE1BT2EBR of HK$1.00 each 100,000 100,000
BEITRERE Issued and fully paid:
52,863,901,330/x & % 52,864 million ordinary shares
EE1ETZ EBR of HK$1.00 each 52,864 52,864
RBARFAARER = Pursuant to a written resolution of all the shareholders of the Company
TE-FNA=THAEB passed on 30 September 2001, the directors were given a general mandate
LEHBARAR EZEgK to allot and issue shares.
—RUEREE SRR
% o On 17 June 2002, the directors allotted and issued five ordinary shares of
HK$1.00 each fully paid for cash at par, of which two shares to BOC Hong
RZZEE=FA++H Kong (BVI) Limited and three shares to Hua Chiao Commercial Limited.
EEgUREERE RE
TRBREREE— BT Pursuant to written resolutions of all the shareholders of the Company
PIESHME Y TRaK - & passed on 10 July 2002, the authorised and issued share capital of the
R % 4 FBOC Hong Company, comprising 100,000,000,000 and 52,863,901,330 ordinary shares
Kong (BVI) Limited & = i& of HK$1.00 each, respectively, was consolidated and divided into
KT B ER AT o 20,000,000,000 shares and 10,572,780,266 shares, respectively.

ER-_ZFEE-_F+A+AH
BB KRERG2EEHZ
RE - AREEEREE
TR X - 58 A&
100,000,000,0008% &
52,863,901,330/% & f% ™
BE1A T2 B 295
& $f A& 20,000,000,000%
= OB kR OKR R
10,572,780,2660% & @
% o
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Notes (continued)

16. Reserves

Premises revaluation reserve

Investment properties revaluation reserve
Translation reserve

Retained earnings

i —FT-F
AA=+H +ZA=+—H
As at As at

30 June 31 December
2002 2001
BYEER BEEET
HK$’'m HK$'m

141 141

18 18
(1) 2)
632 (851)
790 (694)
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Notes (continued)

17. Maturity profile

ZEECERASTH

The maturity profile of assets and liabilities analysed by the remaining period as at
30 June 2002 and 31 December 2001 to the contractual maturity dates is as follows:

Assets

As at 30 June 2002
=R
MEE -ENL
—£R BEER
=f@Rg, Tyearor  5yearsor
Ik BT less but less but RENE
Repayable 3 months over over Atter  BHBAH At
on demand or less 3 months 1 year 5 years Undated Total
EMEER AYEER B%EEn EMEEn  ANEER BYEER  BWRER
HK$'m HK$'m HK$'m HK$'m HK$'m HK$'m HK$'m
- Treasury bills — 16,197 149 — — — 16,346
- Cash and other
short-term funds 5217 87,845 - - - — 93,062
- Placements with banks
and other financial
institutions - 87,556 13,362 — - — 100,918
- Certificates of deposit held — 3,024 5,825 8,419 203 — 17,471
- Other investments in
securities - debt securities - 18,636 5,815 22,164 2,053 - 48,668
- Held-to-maturity securities - 10,106 11,024 78,180 3,204 90 102,604
- Advances to customers 29,221 18,162 23,217 116,749 101,248 29,037 317,634
- Advances to banks and
other financial institutions - - 2 1 - - 3
34,438 241,526 59,394 225,513 106,708 29,127 696,706
Liabilities
- Deposits and balances
of banks and other
financial institutions 4,392 11,485 238 - - - 16,115
- Current, fixed, savings
and other deposits
of customers 215,223 368,576 26,984 687 - - 611,470
- Certificates of deposit
issued - 5,000 - - - - 5,000
219,615 385,061 27,222 687 - — 632,585
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Notes (continued)

17. Maturity profile (continued)

ZTE-§tZF=T-H
As at 31 December 2001
=fEA
JEE —EH0E
—ER BRER
=[EAs Tyearor  5yearsor
F1 T less but less but RENE
Repayable 3 months over over Ater  E:EIHE A%
on demand or less 3 months 1 year 5 years Undated Total
E¥EEN RMEET A¥AER EYEER  BMEET  B%AERL  BHEER
HK$'m HK$'m HK$'m HK$'m HK$'m HK$'m HK$'m
Assets
- Treasury bills — 12,721 6,190 — — — 18,911
- Cash and other
short-term funds 59,898 117,446 — — - — 177,344
- Placements with banks
and other financial
institutions — 53,700 21,073 — — — 80,773
- Certificates of deposit held — 4768 6,768 7,789 149 - 19,474
- Other investments in
securities - debt securities - 27,021 5,885 22,130 1,043 — 56,079
- Held-to-maturity securities 2 8,641 12,853 24,675 4,859 — 51,030
- Advances to customers 29,161 19,787 22,809 111,542 103,796 35,943 323,038
- Advances to banks and
other financial institutions — — - 4 — - 4
89,061 244,084 81,578 166,140 109,847 35,943 726,653
Liabilities
- Deposits and balances
of banks and other
financial institutions 5,154 48,477 1,664 - - - 55,295
- Current, fixed, savings
and other deposits
of customers 205,835 367,024 32,473 1,096 — — 606,428
- Certificates of deposit
issued - - 5,000 — - — 5,000
210,989 415,501 39,137 1,09 - - 666,723
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TEUATREEER®E -
ERIK - IRATRIK « kB
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S ERA KR IEEER (AN
B ERERR SN T+ E20%
EO5%EEMN -

HM R EERFETHRZ
st REE AL E
K2 RG] - 1R B 1
NEREFR - RAREBURE
BREAAE THME5%
HEITHFR - 1B 241,0007 7T
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ELE - B RRERETT
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TTF+_A—HER K
£ B RS B SR S B (R BBU0R
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ZaT B X FEA R IREIR
RERBIEFTERAR &
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BRI RARRINEREE
At e

Notes (continued)

18. Retirement benefit costs

The Group operates certain defined contribution schemes which are ORSO
schemes exempted under the Mandatory Provident Fund Schemes
Ordinance (“MPF Schemes Ordinance”). Under the schemes, the employees
make monthly contributions to the ORSO schemes equal to 5% of their
basic salaries, while the employer makes monthly contributions equal to
5% to 15% of the employees’ monthly basic salaries, depending on their
years of service. The employees are entitled to receive 100% of the
employer’s contributions upon termination of employment after completing
20 years of service, or at a scale of 20% to 95% after completing 3 to less
than 20 years of service, on conditions of retirement, early retirement,
permanent incapacity and ill-health or termination of employment other
than summary dismissal.

The MPF, to which both we and our employee contribute, is a retirement
scheme required by Hong Kong law. Under the MPF requirements, we
and each employee are presently required to contribute to the fund 5% of
the employee’s salary on a monthly basis, subject to a maximum monthly
contribution of HK$1,000 for each employee. We have made all required
contribution to date.

With the implementation of the MPF Schemes Ordinance on 1 December
2000, the Group also participates in the BOC-Prudential Easy Choice
Mandatory Provident Fund Scheme (“MPF Scheme”), the trustee of which
is BOCI-Prudential Trustee Limited and the investment manager of which
is BOCI-Prudential Asset Management Limited, which are related parties
of the Company.
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18. BARBRRAX (&) 18. Retirement benefit costs (continued)
fE# £ 20014 K& 200246 The total contributions for those ORSO schemes for the periods ended 30
RA30B K &6(E AR, June 2001 and 2002 amounted to approximately HK$132 million and HK$129
FrR#V4308 8T R 1308 % million respectively, after a deduction of forfeited contributions of
TLH)Z IR R B FE R IR approximately HK$4.3 million and HK$1.3 million. For the MPF Scheme,
FEMHRAED R the Group contributed HK$1.93 million and HK$2.05 million for the periods
1.32{8%8 L & 1.298 7% T, ended 30 June 2001 and 2002 respectively.
B E 20014 [ 200246

A30H/ME6MEA AN, RE
EETEMHERETEL D A
#)B1938 BT k20588

7T|: °
19. EEEH 19. Assets pledged as security
—2E-F —ETF
NA=+HB +=ZA=+—H
As at As at
30 June 31 December
2002 2001
BEHER BEAETT
HK$’'m HK$'m
BEMZEE Secured liabilities 3,426 1,813
B ER R Assets pledged as security
—BHER R - Securities pledged as collateral 3,606 1,883
ERHEBERBREEY Secured liabilities and assets pledged as security relate to short positions
PHNEERSCEBRESFR in Exchange Fund Bills and Notes (“EFBNs”) which are collateralised by
S2RERE  WHIMNEE long positions in EFBNs.
CEBRESF 2 REEE
AR o
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20. EEEERIZEAR 20. Off-balance sheet exposures
(a) BAEBEREIE (a) Contingent liabilities and commitments
HARBBEBREEFTE The following is a summary of the contractual amounts of each
HEZHEMNZ2EN® significant class of contingent liability and commitment:
ERENOT :
—2T-F —TTF
ANA=+H +ZA=+—H
As at As at
30 June 31 December
2002 2001
BEBER BEEHETT
HK$'m HK$'m
HEEEERER Direct credit substitutes 2,606 1,967
MR SEBENKAEE Transaction-related contingencies 2,551 2,273
HE ZHEENSAAE Trade-related contingencies 17,870 16,391
H fth i i Other commitments with
an original maturity of:
—REHBA—F - under 1 year or which are
VAT Sl G HR8H unconditionally cancelable 76,318 84,497
—REBEAE—F
KA - 1 year and over 56,432 43,879
FHUE BE R FR Forward forward deposits placed 11,018 11,872
=i} Others — 88
166,795 160,967
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20. EESERM 20. Off-balance sheet exposures (continued)
Z Bk (&)
(b) $TETH (b) Derivatives

PTEIT AR The following is an analysis of the aggregate notional amounts of each

54

HEZHEA significant type of derivative:
HEANEE
BEMT :
ZBIERAZTR kb S
As at 30 June 2002 As at 31 December 2001
EMEEL  AMEER  AMEER EbEET  RMEEn  AEEER
HK$'m HK$'m HK$'m HK$'m HK$m HK$'m
(B8 (k¥R (&) (88)  (EkEW) (A%
(Trading) (Hedging) (Total) (Trading) (Hedging) (Total)
Exoh Exchange rate contracts
BE Spot 32,548 - 32,548 18,766 - 18,766
EOREE Forward and futures contracts Il - Il 324 - 3204
i Swaps 159,547 6,284 165,831 124,585 4,688 129,213
NERS Foreign exchange
gian option contracts:
R INLE - Currency aptions purchased 903 - 903 21% - 21%
-ENERDE - Currency options written 28,034 - 28,03¢ 19,850 - 19,850
221,743 6,284 228,027 168,620 4,688 173,308
UEE) Interest rate contracts
flEEH Inferest rate swaps 28 15,959 16,187 60 10,088 10,148
FENERE Forward rate agreements 600 - 600 1,280 - 1280
BARH Forward forward deposits
HEHER horrowed 3,036 - 3,036 1872 - 11872
3,864 15,959 19,823 13,212 10,088 23,300
2840 Bullion contracts 248 - 248 545 - 545
RERE4Y Equity contracs
-EAREHE - Equity options purchased 119 - 119 - - -
-BRREDE - Equity options writien 9 - % - - -
215 - 215 — - -
226,068 20,243 248,311 182,377 14776 197,153
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Notes (continued)

20. Off-balance sheet exposures (continued)

(b) Derivatives (continued)

The replacement costs and credit risk weighted amounts of the above
off-balance sheet exposures which do not take into account the effects

of bilateral netting arrangements are as follows:

Contingent liabilities
and commitments

Derivatives:
- Exchange
rate contracts
- Interest rate
contracts
- Bullion contracts
- Equity contracts

FERRNEHE EERA

Credit risk weighted amount Replacement cost
it k3 55 it k3 Z5%-F
RAAZtH +ZR=1-A RAZTA tZFZt-H
Asat Asat Asat Asat
30 June 31 December 30 June 31 December
2002 2001 2002 2001
EREET BEAET EEEET EEEET
HK$'m HKS'm HK$'m HK$'m
36,752 29,490 NA. NA.
637 407 832 457
74 kil 159 99
2 5 3 6
7 — 5 -
37472 29,939 999 562

The contract or notional amounts of these instruments indicate the

volume of transactions outstanding as at the balance sheet date;

they do not represent the amounts at risk.
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20. EEEERIIZER () 20. Off-balance sheet exposures (continued)

(b) fTEIT A (&) (b) Derivatives (continued)
EERRINEHEL The credit risk weighted amounts are the amounts which have been
IR IR CERIT ZE A1) B calculated in accordance with the Third Schedule of the Banking
K=k BEERMERE Ordinance and guidelines issued by the Hong Kong Monetary Authority.
BEM 2855 E - The amounts calculated are dependent upon the status of the
FEeREEISHTF counterparty and the maturity characteristics of each type of contract.
HIERAREEEHH
HR PR A/ A5 G o Replacement cost is the cost of replacing all contracts which have a
positive value when marked to market (should the counterparty default
BEENAZEMNER on its obligations) and is obtained by marking contracts to market.
SHFEN FEEM Replacement cost is a close approximation of the credit risk for these
BEREBENAEEL contracts at the balance sheet dates.

IR - BIfTEmE
RIEEWALH™
B - BEERARRR
BEREBEXRAZXSES
M ARDEERR

21, FECZEBEALRS 21. Related party transactions

EREATEARNEE Related parties are those parties which have the ability, directly or indirectly,

SMEENS—7 - WA to control the other party or exercise significant influence over the other

B EEERKFER party in making financial and operating decisions. Parties are also

E—TEEERFENZ considered to be related if they are subject to common control or common

AL o HEGZHRIES significant influence.

IHBRERTEITE -

B8 A B A+ o The Group entered into various transactions with related parties including
the ultimate holding company, the associates of the Group and entities,

NEBEHEBBEATH#ET directly or indirectly, controlled or significantly influenced by the ultimate

ZEBRG  BREERKE holding company.

RAR - AREZBER
A REE SR m A
ERAREHAEAL S
ZEBEITHZS -
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21. XEEBEALTRS () 21. Related party transactions (continued)

(a) MFHEEATHESR (a) Sale of certain assets to related parties

FHEE

RZFF-FrFH Sale of loans to Bank of China Grand Cayman Branch in 2002

RITHSHS T4

e Pursuant to a sale and purchase agreement entered into on 26 June
2002 between BOCHK and Bank of China (“BOC”) acting through its

RIFEFRIRE B EF Grand Cayman branch, BOCHK disposed of all of its beneficial interest

|IT([HR]) BERE in certain loans with a gross book value of HK$11,401 million net of

HEHEITETR specific provisions of HK$2,679 million for a consideration of HK$8,722

ZEEZFRNACZT million.

NBFEICERE

T hEEEY The sale and purchase agreement provides that BOCHK sells and

B m & @ 4 BOC acquires, on and from the transaction date, without recourse

11,401,000,0003% 7T the beneficial interests of BOCHK in the loans together with certain

(3B B E B 9 related security.

2,679,000,000% 7T )

ZETERZZHH

mahE REHR
8,722,000,000%
ﬁo

REEREEHZ
RRHAERBXZS A
- PIRFBHEM
RIRBAPREER
EXTHAECELR
& [F) 5 T A8 B K
CHREEETAS

e

=

% 2o B

N
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TEE (&)

FEBAEALHER
A E IR

REBEDRBFBEBF
BERT((EE]) -
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Limited R =TT =4
NAMEET 2 RS W
& PIRBFBEERD
A T FR
BEERREBIE
HERARBRE—N
NNFEEZEZERK
REEERLE  BH
HETHEMmE

EXTHEBREAL

REBEESEKE
BA - mARMEEA
A PR ZEEE QA

RAEE 28 &R T
REEFREHEE
BE - BWmisz—K
PIEGHETERE -
WEX G2 KR BIE
MEBEKRARRE S
o

Notes (continued)

21.

Related party transactions (continued)

(a)

(b)

Sale of certain assets to related parties (continued)

Service and administration of loans sold to related parties

Pursuant to servicing agreements entered into in June 2002 between
BOCHK, Nanyang Commercial Bank, Limited (“Nanyang”), BOC and
Zhong Gang (Cayman) Company Limited, BOCHK and Nanyang
undertake to service and administer the loans and the related securities
transferred in both 1999 and 2002 at a fee which is agreed between
the parties from time to time.

Loans to related parties

In the ordinary course of business, the Group extends loans and
credit facilities to fellow subsidiaries, associates of BOC and associates
of the Group on normal commercial terms with reference to prevailing
market rates. The revenue from such transactions would include interest
income on the amount drawn as well as arrangement fees.
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(b) BEXRTHEEAL (@

hWEBERZAEER
BT :

B SEE ST
ZEF (#B1E)

A
a5

i —F R
R E A E D
5,693,000,000/ 7T
(30 B %5 Bl 25 4 &Y
749,000,000/ 7T) 2
BERETHIE(GER
HFAEHEssT#
1)  REH A
4,944,000,000% T
(FFzE21(a)) ° BER
RZTEZT—F+=A
=+t—HEEBRE
&Mz kM BER
EEFESANNB
5,418,000,000/% 7T &
4,635,000,0005% 7T °
EHE FMERE
ZIK%@mEEEPﬁF@L

TERNBRER
miﬁzfﬁxﬁéﬁ%ﬂ%ﬁ
BYTRRWBARZ
B -
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Notes (continued)

21. Related party transactions (continued)

(b) Loans to related parties (continued)

The gross value of loans outstanding is set out below:

Loans at normal commercial
terms (gross value)

—BT-F —TTF
ABA=+H +=ZA=+—H
As at As at

30 June 31 December
2002 2001
BEEET BEEET
HK$’'m HK$'m
1,425 6,531

In 2002, certain loans granted to related parties with a gross book

value HK$5,693 million net of specific provisions of HK$749 million

were sold to BOC, acting through its Grand Cayman Branch, for a
consideration of HK$4,944 million (Note 21(a)). The gross and net
book value of these loans included in the balance sheet as at 31
December 2001 amounted to HK$5,418 million and HK$4,635 million,
respectively. The related party loans remaining in the Group’s books

after this disposal relate to loans to fellow subsidiaries on normal

commercial terms with reference to prevailing market rates.
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21. XEZEBEALTRS () 21. Related party transactions (continued)

(b) ERTFEBEEAL (B (b) Loans to related parties (continued)

ZEREEZFRNA=T As at 30 June 2002, a fellow subsidiary provided guarantees for loans
B —REWEBRARE amounting to HK$1,347 million (31 December 2001: HK$1,900 million)
BREAEEGBTETH granted to certain third parties in which the fellow subsidiary has
=& Z B XY equity interests of less than 20%.
1,347,000,000/% JT

—EE-F+-A
=+ -8 8

1,900,000,0003% 7T )
REER  MERZR
MEARINES DR
20% .2 E iz o
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21. XEHABEALTRS () 21. Related party transactions (continued)

(c) REBEATHELEE (c) Summary of transactions entered into during the ordinary course of
EREERNETHR business with the related parties
ZRE
The aggregate income and expenses arising from the related party
HAR ARIBA transactions with BOC, fellow subsidiaries, and associates are
AR E ARHEITZ summarised as follows:
EREBEALIRGESE
ZHERRARZTEHE
W
Bz BZE
—2%C-F —TT-F
AA=1H ~NA=+H
EAEA 17 1E A
Six months ended
FiyaE 30 June 30 June
Note 2002 2001
BERER BEBET
HK$'m HK$'m
B=IRIEE Profit and loss items:
FLS WA Interest income (i) 361 3,269
FEEH Interest expense (ii) (122) (1,752)
Rizfe Insurance commission
WA (F88) received (net) (iii) 11 26
HeRERERA Rental and license
fees received (iv) 11 13
BB Information technology
R B WA service fee received (iv) 2 3
ERFRE Credit card
S (F8) commission paid (net) (v) (22) 7)
ERERBe Securities brokerage
FH(FEE) commission paid (net) (v) (54) (78)
MBEBERASH Rental fees paid (v) (29) (30)
MEEEREB Property management and
REEAXH letting agency fees paid (v) (8) (8)
RIEEIRAER Charge for bad and
doubtful debts 15 (66)
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Notes (continued)

21.

Related party transactions (continued)

(c) Summary of transactions entered into during the ordinary course of
business with the related parties (continued)

—B%-F —2T-F
~A=tH +ZA=+—8”
As at As at
fifzE 30 June 31 December
Note 2002 2001
REHER BERET
HK$'m HK$'m
Balance sheet items:

Cash and short-term funds (i) 12,380 69,458

Placements with banks and
other financial institutions (i) 11,933 13,400
Advances (i), (vi) 1,425 6,531
Other investments in securities (i) 234 234
Other assets (vii) 80 106

Deposits from and balances

of banks and other

financial institutions (ii) 7,409 48,386
Current, fixed, savings and

other deposits from customers (i) 3,315 3,958

Notes:
(i) Interest income

In the ordinary course of business, the Group enters into various
transactions with BOC, fellow subsidiaries and associates including deposit
of cash and short term funds, placement of interbank deposits, investments
in its securities and provision of loans. The transactions were conducted
in the normal course of business at prices and terms which are no more
favourable than those charged to and contracted with other third party
customers of the Group.
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Notes (continued)

21.

Related party transactions (continued)

(c) Summary of transactions entered into during the ordinary course of
business with the related parties (continued)

(i)

(iif)

(iv)

Interest expense

In the ordinary course of the business, the Group accepts interbank
deposits and current, fixed, savings and other deposits from BOC, fellow
subsidiaries and associates on normal commercial terms with reference
to prevailing market rates.

Insurance commission received (net)

In the ordinary course of the business, the Group provides insurance
agency services to and purchases general and life insurance policies
from fellow subsidiaries on normal commercial terms with reference to
prevailing market rates.

Service fee, rental and license fees received

In the ordinary course of the business, the Group provides information
technology services to BOC, fellow subsidiaries and associates on normal
commercial terms with reference to prevailing market rates.

The Group receives office premises rental and license fees from associates
of BOC in its ordinary course of business on normal commercial terms
entered into on an arm’s length basis.
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Notes (continued)

21. Related party transactions (continued)

(c) Summary of transactions entered into during the ordinary course of
business with the related parties (continued)

(v)

(vi)

(vii)

Commission, property management, letting agency fee and rental
expenses paid

In the ordinary course of the business, the Group pays commission fees
for credit card administrative and promotional services, securities
brokerage services, property management and letting agency fees to
BOC and fellow subsidiaries on normal commercial terms with reference
to prevailing market rates.

The Group pays rental fees to BOC and its associates in its ordinary
course of business on normal commercial terms entered into on arm’s
length basis.

Advances to related parties

In the ordinary course of business, the Group extends loans and credit
facilities to BOC, fellow subsidiaries, and associates on normal commercial
terms with reference to prevailing market rates as described in Note
21(b) above. The revenue from such transactions would include interest
income on the amount drawn as well as arrangement and commitment
fees.

Other assets

Included within “Other assets” are receivables due from BOC and fellow
subsidiaries. The receivables arose from transactions carried out in the
normal course of business.
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21. XEEBEALTRS () 21. Related party transactions (continued)

(d) BEEREERIIZER

(d) Off-balance sheets items
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Contingent liabilities and commitments

In the ordinary course of business, the Group provides guarantees
for the obligations of fellow subsidiaries and associates and have
commitment outstanding to BOC and fellow subsidiaries on normal
commercial terms. Such guarantees and commitments as at 30 June
2002 amounted to HK$270 million and HK$4,172 million respectively
(31 December 2001: HK$297 million and HK$358 million respectively).
Fees are receivable for guarantees granted in favour of independent
third parties and BOC.

Derivatives

In the ordinary course of business, the Group enters into foreign
exchange contracts and interest rate contracts with BOC, fellow
subsidiaries, and associates. Such derivative transactions amounted
to HK$9,825 million as at 30 June 2002 (31 December 2001: HK$10,655
million). These transactions are executed on normal commercial terms
with reference to prevailing market rates.
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21. XEHEBEALTRS () 21. Related party transactions (continued)

(e) REBARREEA (e) Balances with group companies and associates
Gl -3
Included in the following balance sheet captions are balances with
THEEBERIER the ultimate holding company:
NBEFEERKRZERA
Rl ERRIEET
—2F-F —FTF
~NA=+H +=ZA=+—H
As at As at
30 June 31 December
2002 2001
BERER BEEHETT
HK$’'m HK$'m
e hEEs Cash and short-term funds 12,328 69,197
H|ITREAM Placements with banks and
© R TE K other financial institutions 11,836 13,053
R Advances 17 37
HEMhEHRE Other investments in securities 234 234
HEMEE Other assets 71 106
MITREME Deposits from and balances
Wt 2 TR RS of banks and other financial
institutions 6,940 48,004
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21. XEEBEALTRS () 21. Related party transactions (continued)

(e) BEBMATARBER
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(e) Balances with group companies and associates (continued)

Included in the following balance sheet captions are balances with
fellow subsidiaries of the ultimate holding company:

—BF-F —TTF
AA=+HB +ZH=+—H
As at As at
30 June 31 December
2002 2001
BERER BEBEET
HK$'m HK$'m
Cash and short-term funds 52 191
Placements with banks and
other financial institutions 97 347
Advances 1,040 5717
Other assets 9 —
Deposits from and balances
of banks and other
financial institutions 460 379
Current, fixed, savings and
other deposits from customers 3,237 3,936

There are no material balances with associates as at 30 June 2002.

Key management personnel

During the first six months ended 30 June 2002 and 2001, no material
transaction was conducted with key management personnel of BOCHK
and its holding companies and parties related to them.

67



PERFHEGZR)ARAE

BOC HONG KONG (HOLDINGS) LIMITED

M&E (#8)
22. ABEFERBRMOHE
HE |

68

R T E RO &R
EMEBRRER=_ZEE
—F+LtATHAARAN
ZEBRRUNEEDAZRRE
R BOEW A - SRR
FEIE RS E ARME
EXARAIHEEREZ K
T -EBEEEUURDIRE
BCARRTE @ ERRER
FTESSAEERENTM
AT o RIDRBEREKR
BEEEAERREAR
HAIRBL AR B B AR B A8 5T
HEoRREAIRESEER
RHERENEMA S
BRERIAAERME - 3K
EENTHATHRER -
FNEEESHEMNRILE
HiE B ZAl - AT SR sk
2EITE -

B RER S E E B g
BEREED - BAB/RK
BXNHNFERZERE
REBEHEBPFRBHIE
PREXNOEE %8R
BB DREREER
B a5 B HIE A # 1% 5T
BERHI10% HEFE
ERAREEENRS AR
KEE - REEARITE
HEAZ BB ITRE -

E-TT_FRHEER
& B, AN E I EAE AR
E2EFAmESE - A
FARBERT B R AR S
BN —TE_FRAER
MRS ERARE —F
E_FLATHHBRE
P 8RN

Notes (continued)

22. Post-listing Share Option Scheme and Sharesave Plan

The principal terms of Share Option Scheme and the Sharesave Plan were
conditionally approved and adopted by written resolutions of all the
shareholders of the Company passed on 10 July 2002. The purpose of
the Share Option Scheme is to provide Participants with the opportunity
to acquire proprietary interests in the Company. The Board may, in its
absolute discretion, offer to grant options to any person the Board may
select. The subscription price for Shares shall be determined on the date
of grant at the discretion of the Board as an amount per Share calculated
on the basis of established rules. An option may be exercised in whole or
in part at any time or times after the date prescribed by the Board in its
absolute discretion and from time to time as is specified in the offer and
on or before the termination date prescribed by the Board.

The purpose of the Sharesave Plan is to encourage broad-based employee
ownership of the Shares. The amount of the monthly contribution under
the Savings Contract to be made in connection with an option shall be
the amount which the relevant Eligible Employee is willing to contribute,
which amount shall not be less than 1% and not more than 10% of the
Eligible Employee’s monthly salary as at the date of application or such
other maximum or minimum amounts as permitted by the Board. When
exercised in an Exercise Period, an option shall be exercised in whole or
in part.

As the date of this interim report, none of our employees has participated
in the two schemes mentioned above. Details of the Share Option Schemes
and Sharesave Plan as at 30 June 2002 are set out in Appendix VI of the
Company’s prospectus dated 15 July 2002.
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Notes (continued)

23. Litigation

Details of the following litigation are stated in the Company’s prospectus
dated 15 July 2002.

On 17 June 2002, a trial commenced in the federal court in New York
relating to BOC’s claim against members of the Chou Group and the third-
party claims by certain of members of the Chou Group against BOCHK
and other branches and affiliates of BOC.

On 11 July 2002, the jury found that BOCHK was not negligent in its banking
transactions with members of the Chou Group. In addition, at the end of
trial, the Judge dismissed the third-party claims against BOCHK for violation
of the Racketeer Influenced and Corrupt Organizations (“RICO”) Act and
for promissory estoppel. As a result, all the claims asserted against us by
the Chou Group have been disposed of, subject to any appeal by the
Chou Group.
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