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Office of International Corporate Finance
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Securities and Exchange Commission

450 Fifth Street, N.W. oy B
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Dear Sirs, TS <X
y [,
BOC Hong Kong (Hoeldings) Limited ol ; 'j_‘
Rule 12g3-2(b) File No.82-34675 T

We enclose a copy of each of the following documents in respect of the Company for
your attention:

(a) 2008 Interim Report (English);

(b} 2™ Letter to Shareholders in relation to 2008 Interim Report, and election of
language and means of receipt of corporate communications; and

(c) Request Form in relation to 2008 Interim Report, and election of language and
means of receipt of corporate communications.

Please note that the above documents are being furnished to the Securities and
Exchange Commission (the “SEC”) on behalf of the Company pursuant to the

exemption from the Securities Exchange Act of 1934 (the “Act”) afforded by Rule
12g3-2(b) thereunder.

This information is being furnished under paragraph (1) of Rule 12g3-2(b) with the
understanding that such information and documents will not be deemed to be “filed”
with the SEC or otherwise subject to the liabilities of Section 18 of the Act and that
neither this letter nor the furnishing of such information and documents shall constitute
an admission for any purpose that the Company is subject to the Act.

Yours faithfully, PROCESSED
For and on behalf of
BOC Hong Kong (Holdings) Limited

Jason C.W. Yeung
Company Secretary

Encl.
FrETEME 1t
52fF. 1 Garden Road, Hong Kang TEAE Tel: (852) 2846 2700
#ht Website: www.bochk.com X1 Fax: (852) 2810 5830
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BOC HONG KONG (HOLDINGS) LIMITED
(Incorporated in Hong Kong with limited liability)
{Stock Code: 2388)

9 September 2008
Dear Shareholder,
Election of Language and Means of Receipt of Corporate Communications

We are pleased to advise that the Interim Report 2008 (the “Interim Report”) of BOC Hong Kong (Holdings)
Limited (“BOCHK"} has been prepared in English and Chinese. The English and Chinese versions of the
Interim Report are now available on BOCHK's website at www.bochk.com. You may access the Interim
Report by clicking “Investor Relations” on the home page of BOCHK’s website, then clicking “Interim
Report — 2008 under "What's New” or under “Financial Reports”.

Those Shareholders who (i) have received a printed copy of the Interim Report in either the English or
Chinese language only and would like to receive a printed copy in the other language; or (ii) have chosen
to access the Interim Report posted on BOCHK’s website in lieu of receiving printed copies and would
like to receive a printed copy now; or (iii) wish to change their choice of language and means of receipt of
all corporate communications issued or to be issued by BOCHK to Shareholders including (but not limited
to) summary financial reports, complete annual reports and accounts, interim rgports, notices of meeting,
listing documents and circulars (the “Corporate Communications”) of BOCHK, please complete the enclosed
Request Form and return it by post, using the aerogram provided, or hand delivery to BOCHK's Share
Registrar, Computershare Hong Kong Investor Services Limited at Rooms 1806-1807, 18th Floor, Hopeweli
Centre, 183 Queen’s Road East, Wan Chai, Hong Kong.

You are entitled at any time by reasonable notice in writing to BOCHK to change your choice of language
and means of receiving Corporate Communications. If you have chosen to access Corporate
Communications posted on BOCHK'’s website and have any difficuity in receiving or gaining access to the
relevant documents, for any reason, we will promptly upon your request send the printed form of the
same to you free of charge. The afcresaid notice should be sent to BOCHK’s Share Registrar,
Computershare Hong Kong Investor Services Limited at Rooms 1806-1B07, 18th Floor, Hopewell Centre,
183 Queen’s Road East, Wan Chai, Hong Kong.

Please note that printed English and Chinese versions of Corporate Communications of BOCHK are and
will be available from BOCHK or BOCHK's Share Registrar, Computershare Hong Kong Investor Services
Limited, upon request, and both language versions are and will be available on BOCHK's website at
www.bochk.com and the website of Hong Kong Exchanges and Clearing Limited at www hkexnews. hk.

You are encouraged to access the Corporate Communications posted on BOCHK's website in lieu of
receiving printed copies, which helps to reduce the impact on the environment and, we believe, is a more
convenient and prompt method of communication with Shareholders.

If you have any queries relating to this letter, please do not hesitate to call BOCHK’s enquiry hotline at
(852) 2846 2700.

Yours faithfully,
Jason C.W. Yeung
Company Secretary
For and on behalf of
BOC Hong Kong (Holdings) Limited
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@ BOC HONG KONG (HOLDINGS) LIMITED
{Incorporated in Hong Kong with limited liability)
(RFEE MR L2 AR
{Stock Code A% {7 . %% : 2388)

REQUEST FORM [2] #%

To: BOC Hong Keng (Holdings) Limited (“BOCHK")
BohARFHRERARLSA([HREFE])

Part A — To receive printed version of the Interim Report 2008 of BOCHK (the “Interim Report”)
HE - RSP RFE200F P BHERBE ([FHBEN 2ARE

(Please tick ONLY ONE box Mot &5 1 "+ i 11 {8 — mg #ity)
O 1I/We have already received lhe English version of the Interim Report but I/we would like to receive a Chinese version now; or

EA/ESCWER TR E 2 M > HRERZEEHEPIUE 3%

O 1/We have already received the Chinese version of the Interim Report but I/we would like to receive an English version now; or
RA/BEFC RS EZ PR - BRERS BB ER ; 8B

O vWe have chosen to access the Interim Report posted on BOCHK's website but I/'we would like to receive a printed copy of the
tnterim Report in *English/Chinese/both English and Chinese (*please delete where inappropriate} now.
EA/EHCERLANNSHETRAFTHEEIEOPRMEY - ARES FEURIER b - BIOHEBRIE CRR =
THERE) -

Part B — To change the choice of language and means of receipt of future corporate communications
ZEH - BHMERAUBBRI MO ERANHAZEEREZRUBRAR

I"We would like to receive future corporate communications of BOCHK in the following manner:
AN/ EEFBCT P 2 Bk T e 4R T 800 4 B S

(Please tick ONLY ONE box Net= 1 & 2L “v" 4% i 48 — 1 Wity)

O to access the corporate communications posted on BOCHK's website in lieu of receiving printed copies, and to receive printed
notification of the posting of the corporate communications on BOCHK's website; or
MR EFREFEFRO O FEMA S MARFRRABER FMNEBE SR A R ERXFRREDR
FHEHAEHBRG MR A ; &

] to receive the printed English version of the summary financial reports (but not the complete annual reports and accounts} and
other corporate communications only; or
AEREHEBERES (MAREEMFHEEER) B4 B E R UM R4 &

O to receive the printed Chinese version of the summary financial reports (but not the complete annual reports and accounts) and
other corparate communications anly; or
Al EEREESRYS MAREENEREIER RHELAA@ARAXHM P ENREF ; &

(0 to receive both the printed English and Chinese versions of the summary financial reports (but not the complete annual reports
and accounts) and other corporate communications; or
FFRYEHHEHERE MAREENEHAED) A A n @l HFnd - BRI ; R

I to receive the printed English version of the complete annual reports and accounts {(but not the summary financial reports) and
other corporate communications only; or

R Blse S0k iR B (M 548 B B 48 ) RO (R 2 Bl a S A M SRR AN R4 5 5

B to receive the printed Chinese version of the complete annual reports and accounts (but not the summary financial reports) and
other corporate communications only; or

R RESnERERE (MARMBEEHERYS RACLRAARXHEHPXENEE ; &

] to receive both the printed English and Chinese versions of the complete annual reports and accounts (but not the summary
financial reports) and other corporate communications.
FRWRETEOFRARE (MAEMBRHERE) RO RAER NS - BRXIRDREIA .

Name(s) of Shareholder(s) lt & : Contact telephone number(s) BH &5 W :

Address Hb ik :

Signaturg(g) Ne=2 F FwE2 Date A :

(Please use BLOCK LETTERS S FIEEf & 1Y)

Notes f & -

1.

You may tick only one box under each of Part A and Part B on this form. Any form with more than cne box licked under each af Part A and Part B, with ne box ticked or
otherwise incorractly completed will be void.

MTEFEAHEMNPER BN AH ARS8 - WEAFRRNTBRZB S FHEQ—ARE - Sk FHBRS  RENBHEATFEES - Q145 E R0 HEF -
If your shares are held in joint names, all joint holders OR the joint holder whose name stands first on the Register of Members of BOCHK should sign on this form in order to
be valid.

HHEWTARGUDERT > DHERRaFTOERTAERNGC LR ITAFERMERTUNDESNAARE v OOAN -

Please retum this form by fotding this form according te the indications and mail this form to BOCHK's Share Registrar, Computershare Hong Keng tnvestor Services Limiled,
by using the aerogram cverleal.

WMEETEDFEE - FUTEMSAFEAPREERGAFIEREFRYRASBEEIRLA -
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FINANCIAL HIGHLIGHTS

Half-year ended Half-year ended Year ended
30 June 30 June 31 December
2008 20067 2007
HK$'m HK$'m HK$'m
Net operating income before impairment allowances 14,039 12,060 27,254
Operating profit 7,724 8,808 18,033
Profit before taxation 8,434 9,227 19,126
Profit for the period/year 7,181 7,628 15,817
Profit attributable to the equity holders
of the Company 7.088 7,466 15,446
HKS HK$ HK$
Earnings per share 0.6704 0.7062 1.4609
Dividend per share 0.4380 0.4280 0.9150
HK$'m HK$'m HK$'m
Capital and reserves attributable to
the equity holders of the Company 95,047 87,749 92,842
Issued and fully paid share capital 52,864 52,864 52,864
Total assets 1,127,168 1,047,095 1,067,637
Financial ratios % % %
Return on average total assets’ 1.32 1.57 1.53
Return on average capitat and reserves attributable
to the equity holders of the Company? 15.09 17.32 17.40
Cost to income ratio 29.12 28.34 28.52
Loan to deposit ratic? 57.81 48.17 51.66
Average liquidity ratio® 42.47 50.08 50.92
Capital adequacy ratio® 13.87 14.29 13.08

Profit for the period/year
1. Return on average total assets =

Daily average balance of total assets

2. Return on average capital and reserves attributable to the equity holders of the Company

Profit attributable to the equity holders of the Company

Average of the beginning and ending balance of capital and reserves attributable 1o the equity holders of the Company

3. Loan to deposit ratio is calculated as 2t 30 June 2008, 30 June 2007 and 31 Decemnber 2007, Loan represents gross advances to customers. Deposit alse includes
structured deposits reported as “Financial liabilities at fair value through profit or loss”.

4. Average liquidity ratio is calculated as the simple average of each calendar month's average liquidity ratio of BOCHK for the correspanding period.

5. Capital adequacy ratic is computed on the consolidated basis that comprises the positions of BOCHK and certain subsidiaries specified by the HKMA for its
regulatory purpases and in accordance with the Banking (Capital) Rules.

Interim Report 2008 BCC Hong Kong (Holdings) Limited



CHAIRIAN'D SOTAITENMIENT

During the first six months of 2008, the Group's core
businesses cantinued ta make good progress amid a more
challenging environment, riding on the :mpetus created
by the initiatives we launched last year to strengthen our
position in key market areas. The Group’'s net operating
income before impairment allowances rose by 16.4%
to HK$14,039 million while operating profit before
impairment allowances increased by 15.1% to HK$9,951

million.

The ongoing turbulence in the global credit markets
negatively affected our securities investments. To reflect
the weakening credit environment, we wrote down the
vaiute of our US asset-backed securities. As a result,
despite the strong performance of our core businesses for
the first half of 2008, our profit growth was impacted by
a total net securities provision of HK$2.1 billion charged
to the P&L account. The Group's profit attributable to
shareholders decreased by 5.1% year-on-year to HK$7,088
million or HK$0.6704 per share,

As at end June 2008, our financial position remained solid
with total assets reaching HK$1,127.2 billion, up 5.6%
from end 2007. The Group outperfoermed the market
in terms of both loan and deposit growth and our foan
to deposit ratio improved substantially to 57.81% from
51.66% as at end 2007. We delivered an impressive
growth of 15.1% in our loan book compared to end 2007
while lpan quality remained sound with the classified
or impaired loan ratio further improved to 0.34% from
0.44% as at end 2007. The Group's growth momentum
continues with the successful implementation of our
S-year strategic plan since 2006. Taking into account our
mid-to-long term expansion plan, we further reinforced
our capital base and improved our capital structure
with the support of our parent bank, Bank of China
Limited (*BOC"}, which granted a subordinated loan of

BOC Heng Kong (Holdings) Limited  Interim Report 2008

EURG60 million to the Group. Capital adequacy ratio at
end-June 2008 was 13.87% and average liquidity ratio
remained strong at 42.47%. Balancing the Group's capital
need for business expansion and its dividend policy, the
Board has declared an interim dividend of HK$0.4380 per

share, an increase of 2.3% year-on-year.

As for our business development, we saw marked
progress on the back of our enhanced platform. Amid
the poor sentiments in the stock market which affected
our investment related fee income, we continued to
strive for product innovation in response to customers’
needs. We also produced significant growth in the fee
income from our traditional banking services, including
loan and bills commissions, credit cards, RMB business.
This, once again, reflected the strength of our underlying
business. We maintained our leading market positions in
our core businesses including residential mortgage, loan
syndication and Hong Kong RMB banking business.

In addition to building a strenger base in Hong Kong, we
also made good progress in growing our business outside
Hong Kong. In particular, we fostered closer cooperation
with our parent bank, BOC to capture emerging business
opportunities for mutual gains. As | mentioned in our 2007
annual report, BOCHK was appointed as the principal bank
for BOC Group's Asia-Pacific Loan Syndication Centre.
Leveraging our expertise and distribution capability, we
arranged a number of loan syndications with great success
during the first half of 2008. This not only helped enhance
our franchise and market position in the Asia-Pacific
region but also generated marked increase in related fee
income. We also worked closely with our parent bank,
BOC to capture new business opportunities with Mainland
Chinese enterprises to provide more comprehensive cross-
border banking services for their overseas operations and

expansion.




Our restructured Mainland business, incorporated under
Nanyang Commercial Bank (China) Limited ("Nanyang
{China)"), commenced operation last year-end. To cater
for the needs of our customers, we continued to expand
our product platform, including forming strategic alliances
with insurance companies and launching a variety of
structured and QDI products. China expansion will remain
one of our top investment priorities despite the Group’s
tighter expense contral amid the inflationary environment.
We will continue to invest more resources 1o expand
our branch network and enhance the Nanyang {(China)
franchise.

Looking forward, we expect the operating environment
to become more challenging. We will stay alert and be
prepared for the increasing operating risks stemming
from the uncertainties in the global credit market, the
slowdown of the US economy and the rising inflationary
pressure worldwide. In Hong Kong, signs of a slowdown
are becoming increasingly apparent as reflected in the
more conservative sentiment in the property market,
lower export figures, and rising operating costs for
local companies. The Group believes that sound risk
management is particularly crucial under the current
operating environment. Although our loan quality
continued to improve in the first half of the year, we have
already taken more stringent risk management initiatives
to prepare for possible deterioration in corporate earnings.
In addition, to counteract inflationary trends, we have
implemented a cost management mechanism to allow us
more flexibility in aligning the growth of our expenses to
our income, Nevertheless, the Group will cantinue to invest
in accordance with its strategic priorities while managing
cost increases, Qur capital strength and liquidity remain
sound, which enables us to withstand potential stress
facing the market and to safeguard our ability to serve
the needs of our customers. Amid the more challenging
operating environment, we will focus on quality growth
by capitalising on our enhanced business platform and

CHAIRMAN'S STATEMENT

adopting more proactive risk management. As articulated
in our 5-year strategy, we remain committed to building
a stronger and more comprehensive business platform for
the Group's long-term growth and profitability.

| would like to take this opportunity to thank our
customers, members of general public and our employees
for their quick response and generosity in joining the
Bank's fund raising activity that enabled us to deliver
timely assistance to the earthquake victims in the wake of
the earthquake which struck Sichuan in May.

1 wish to thank our customers and shareholders for their
continuous support and the Board for their wisdom
and counsel. 1 would also like to extend on behalf of
the Board a hearty welcome to Mr. Wong David See
Hong, who joined us as Deputy Chief Executive on
1 July this year with overall responsibility for overseeing
our financial market business lines. Mr. Wong will bring
broad experience and expertise to the role. Through the
dedicated leadership of our Management team and the
wholehearted commitments and efforts of our associates,
I am confident that we will further strengthen the BOCHK
franchise and create better value for our shareholders.

5 4

XIAO Gang
Chairman

28 August 2008
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CHIEF EXECUTIVE'S REPORT

The operating environment for the banking sector has
been challenging this year. The turbulence in the global
financial market originating from the US subprime debacle
has dealt a severe blow to the US economy with pervasive
ramifications for economies worldwide. Back home,
various macroeconomic measures taken by the Mainland
authorities to cool the overheated Chinese economy have,
as targeted, softened its growth pace. Although domestic
consumption and external trade remained robust in the
first few months of the year, investment sentiments were
far less bullish. As the IPO boom subsided, the volume
of stock trading activities plunged. The property market
also slowed down after an active first quarter. Meanwhile,
cost management has become an increasingly thorny issue
for the business sector because of mounting inflationary
pressure,

Notwithstanding the above challenges, the Group
succeeded in growing most of its core businesses and
delivered satisfactory operating results in the first half
of 2008 versus the same period last year. Qur business
development and income-generating capabilities have
remained sound. With the continued implementation of
our Relationship-Product-Channel (RPC) business model,
we have been able to forge ahead with the growth
strategies under the Group's current strateqic plan, grow
our operating income, maintain our market lead in key
areas, expand into new areas and build up a stronger
presence in the Mainland market.

Business Highlights
The following summary highlights our key business results
in the interim period:

. Qur core businesses recorded satisfactory growth
year-on-year. Total operating income rose by a
healthy margin, driven by the rise in net interest
income, net fees and commission income as well
as net trading income.

. We achieved broad-based and strong growth in
our core lending business which covers corporate
loans, consumer loans and residential property
mortgage.

n BOC Hong Kong (Holdings) Limited  Interim Report 2008

. Further progress was made in high-margin
segments such as trade finance, SME loans and
Mainland lending while our credit card business
continued to expand.

. We maintained our leading positions in loan
syndication, residential property mortgage and
RMB-related banking in the Hong Kong market.

. Wealth management business continued to grow
as our high net-worth customer base expanded.

. Through the implementation of our dualistic
business mode! in China, the Group’s Mainland
business recorded solid growth in operating income
and further expanded its branch network.

. As BOC Group’s Asia-Pacific Syndicated Loan Centre,
the Group has been making substantial contribution
to the whole BOC Group’s loan syndication business
while reinforcing the Group’s market leadership in
Hong Kong, Macau and the Mainland.

. The Group's total asset base continued to expand
while loan quality further improved.,

Financial Performance

In the first half of 2008, the Group's net operating income
before impairment allowances went up by 16.4% year-
on-year to HK$14,039 million, which was driven by the
growth of net interest income, net fees and commission
income as well as net trading income. Operating profit
before impairment allowances grew by a healthy 15.1%
year-on-year to HK$9,951 million.

After a relatively strong 2007, profit attributable to
shareholders dropped by 5.1% to HK$7,088 million.
This decline was caused mainly by a higher level of
impairment alfowances provided for this period. Owing to
the prevailing uncertainties and gloomy sentiments in the
capital market that have a negative impact on the value
of its investment in the US asset-backed securities, the
Group provided for a net charge of HK$2,149 million of
impatrment allowances for our US asset-backed securities




in the investment portfolio. This factor inevitably eroded
our net profit for this period.

Return on average total assets (ROA) and return on average
shareholders’ funds (ROE) were 1.32% and 15.09%
respectively, versus 1.57% and 17.32% respectively for
the same period in 2007. ROA and ROE before impairment
allowances improved by 0.05 percentage point and 1.13
percentage points respectively to 1.83% and 21.18%
respectively.

Net interest income grew by 12.6% to HK$10,029 million
because of a corresponding growth in interest-earning
assets. The growth of interest-earning assets was primarily
driven by the expansion of the Group's lending business
and increased customer deposits. Net interest margin
stayed flat at 2.03%, but this was after taking into
consideration BOCHK's role as the local RMB clearing
bank. As RMB deposits taken by the participating banks
in Hong Kong recorded a substantial rise, their impact on
our net interest margin became more material. Should
this factor be discounted, the Group's net interest margin
would have increased to 2.10%, up 3 basis points versus
the same period last year.

We recorded an encouraging growth of 15.1% in loans
and advances to both corporate and personal customers.
Corporate loans increased by 19.1% while residential
mortgage loans were up 9.0%. Other consumer lending,
including personal loans, also recorded double-digit
growth. We have remained the market leader in loan
syndication and residential property mortgage. More
importantly, benefiting from our enhanced business
platform and extensive branch network, we have
continued to grow the high-margin loan segments. Trade
finance surged by a strong 30.5%. SME loans increased by
16.1%. Loans extended through our Mainland operation
increased by 17.2%. The Group's locan-to-deposit ratio
was up by 6.15 percentage points during the interim
period to 57.81% as the growth of loans outpaced that
of deposits.

Despite the sluggish market environment, we continued
to pursue the growth of fee-based income with success.

CHRIEF EAELUTIVE 2 REFURI

The Group's net fees and commission income increased
by 10.1% year-on-year to HK$2,899 million. Fee income
from our loan business more than doubled to HK$263
million as our loan portfolio expanded substantially during
the period under review. Fee income from our card
business, RMB-related business, currency exchange, trust
services and bills service all grew strongly. The inception
of our custody business and the Group's appointment
as the BOC Group's Asia-Pacific Syndicated Loan Centre
earlier this year also contributed to the growth of our
fee income.

After an exceptionally bullish 2007, stock trading fee
income experienced a decline of 2.6% versus the first half
of 2007 and 42.4% versus the second half of 2007 as
the investment market was prevailed over by widespread
pessimistic sentiments. At the same time, income from
sales of funds plunged by 54.1% as business volume
contracted. However, we still managed to grow our fee
income from the distribution of bonds by a phenomenal
238.5% year-on-year.

We recorded very impressive growth in our net trading
income, which surged by 196.6% year-on-year to
HK$1,237 million mainly because of the nearly 5-fold
increase in net trading income from foreign exchange
and related products. This phenomenal growth was
attributable to the increase in business volume as well
as the reduction of marked-to-market loss of foreign
exchange swap contracts.

Through product innovation and effective marketing, net
insurance premium income grew strongly by 53.5% to
HK$4,501 million. The growth of premium income from
single-premium products was particularly impressive.

On the expenditure front, we have continued to manage
our operating costs prudently and maintained our cost-to-
income ratio at an optimal level. During the period under
review, total operating expenses went up by 19.6% to
HK$4,088 million. This increase was caused mainly by
pay rise as well as the addition of manpower needed for
business growth and development in both our local and
Mainland operations. Other contributing factors were
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increases in operating expenses for business expansion and
higher depreciation arising from our continued investment
in infrastructure and equipment for service enhancement.
However, the Group’s cost-to-income ratio still stood at
the low level of 29.12% during the interim period.

As at end-June 2008, the Group’s total assets reached
HK$1,127.2 billion, up 7.6% year-on-year and 5.6% versus
end-December 2007. With rigorous risk management and
effective internal control, our asset quality remained
excellent. The Group's classified or impaired loan ratio
at end-June 2008 was 0.34%, down from 0.44% as at
end-2007.

Our capital and liquidity positions remained strong,
Consolidated capital adequacy ratio as at end-June 2008
was 13.87%, up from 13.08% as at end-2007, owing to
the enlargement of our total capital base, which grew
by 13.0% after a subordinated loan of Euro 660 million
granted by BQC in June 2008, The Group's average
liguidity ratio remained healthy at 42.47%, compared to
50.08% in the first half of 2007. The drop was caused
mainly by the decline in average liquefiable assets, due to
decreased marketable debt securities, and the increase in
average qualifying lhiabilities as a result of the growth of
deposits from customers.

Business Review

QOur business performance in the first six months speaks
for the strength of the Group's current business model and
reinforced business platform in driving growth at a steady
pace even in a less favourable market environment.

Personal banking

The performance of the Group’s Personal Banking
business was mixed in the interim period. It registered
a drop of 5.0% in its operating income in the first half
of this year after an exceptionally strong 2007. Net
interest income decreased by 13.3% to HK$3,330 million
mainly due to narrower deposit spread. Other operating
income, however, increased by 8.6% to HK$2,532 million.
Although income from stock brokerage and sales of funds
declined in a gloomy market, the Group's net fees and
commission income rose by 5.1% because of the growth
in the sales of bonds, RMB-related business, card business
and currency exchange business. Foreign exchange
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income, in particular, surged significantly because of a
robust growth in business volume. Profit before taxation
decreased by 16.2% to HK$2,965 million,

Despite fierce competition in the market, we have
maintained the growth of our residential mortgage
business, which increased by 9.0% in the interim period
with the introduction of a number of innovative mortgage
products. Meanwhile, four new Mortgage Advice Centres
have been set up in selected locations to support business
growth by offering professional consultancy. All these
efforts ensured that we outperformed the industry in
the underwriting of new mortgages and maintained our
lead in the market. As a result, the Group received due
recognition from the market for its outstanding mortgage
service.

Although the stock-related agency business was adversely
affected by the stock market's virtual sfump, we managed
to maintain the growth of fee income through product
innovation and business platform enhancement. In fact,
we have heen able to expand and reinforce our bond and
life insurance agency businesses considerably in the past
few months. The Group continued to expand its range
of structured products and at the same time enhanced
its private placement services, leading to a remarkable
growth in the sales of structured notes by 200.2%.

The Group's insurance agency business witnessed robust
growth in the first six months this year. Supported by
product innovation, strengthened marketing, upgraded
service quality and enhanced operational efficiency, the
sales of life insurance products and related commission
income rose by 64.7% and 70.0% respectively versus the
same period last year.

The Group has been proactive in driving the growth of
its wealth management business. Competitive marketing
campaigns and incentive programmes were staged to
grow its high net-worth customer base. As a result, the
number of wealth management customers grew by a hefty
14.4% in the first half of the year.

The expansion of the Group's credit card business was
on track as private consumption remained active in Hong
Kong. Card issuance grew by 5.4% while cardholder




spending and merchant acquiring volume increased
by 17.2% and 23.2% respectively. Such encouraging
performance of our card business was the fruit of our
credit card unit's creative product development and
marketing efforts to seize business opportunities
arising from the Beijing Olympics and other avenues.
Concurrently, our card business in the Mainland continued
to grow through product enhancement. We also benefited
from the support available from BOC Services Company
Limited, a joint-venture formed between BOC-CC and
BOC in November 2007.

We have remained the market leader in the RMB-related
banking business in Hong Kong. New services were
launched in the interim period 1o cater to the rapid
growth in demand for RMB deposits, which more than
doubled during these six months and we have continued
to enjoy the largest market share in RMB deposit-taking.
Our RMB credit card also recorded solid growth with
card issuance increasing by 22.4% from end-2007 while
cardholder spending and merchant acquiring volume
surging by 66.0% and 73.2% respectively year-on-year.

We have further enhanced our e-banking channels,
particularly those serving investment functions, to support
business growth. In the first six months of this year, the
number of e-banking customers grew by 6.2% while
stock trading transactions carried out through e-banking
accounted for 77.5% of the total transaction.

Corporate Banking

The Group's Corporate Banking business recorded a
solid growth of 11.9% to HK$4,104 million in operating
income in the first half of 2008. Operating profit before
impairment increased by 9.3% to HK$3.023 million.
Profit before taxation stood at HK$2,963 million due to
the reduction in loan recoveries and the increase in loan
impairment allowances.

Net interest income increased by 6.0% to HK$2,972 million
versus the same period last year. This was attributable
mainly to the strong growth in loans and advances,
although deposit spread narrowed with the decline in
interest rates. In view of the worsening of the market
condition, we have adjusted our loan pricing strategy
accordingly. Qther operating income rose by 31.2% 1o

CHIEF EXECUTIVE'S REPORT

HK$1,132 million, thanks to the strong growth in fee
income from the lending business and bills business.

We continued to drive the growth of our loan syndication
business during this period and maintained our leading
position in the Hong Kong-Macau and the Mainland-Hong
Kong-Macau markets respectively. Having been appointed
as the BOC Group's Asia-Pacific Syndicated Loan Centre
in January this year, we have been in a better position
to explore and capture cross-bordes as well as regional
business opportunities, which contributed to the rise in
loan fee income so far this year.

We also succeeded in further growing the high-margin
segments. Through service enhancement and product
innovation, we grew our loans to SME customers by a
very solid 16.1% compared to end-2007. We also received
awards from the SME sector and the media respectively
for our quality services 10 SMEs. At the same time, by
making stronger effort in marketing and improving our
operational efficiency, we expanded our trade finance
business substantially with the outstanding balance up
by 30.5% from end-2007. The volume of trade bills
settlement went up by 44% year-on-year.

In the first half of 2008, we strengthened our cash
management business through product refinement and
innovation and continued to tailor-make cross-border cash
management projects for Mainland enterprises seeking
global expansion. Meanwhile, by actively exploring
business opportunities both local and overseas, our
newly established custody business has been making
encouraging progress. For example, in the first half of
this year, we became the custodian for a local investment
fund as well as the foreign custodian for a major joint-
venture investment bank for its first QDI product. We also
successfully implemented several QDIl mandates.

Mainland Business

The Group’s Mainland operation continued to record
strong business growth and development under the
dualistic model. Total operating income increased by
a healthy 15.4% to HK$405 million, which was driven
by the growth in net interest income and net fees and
commission income. Operating profit before impairment
allowances fell by 7.6% primarily due to the foreign
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exchange loss arising from the revaluation of Nanyang
{China)’'s HKD capital funds against the appreciated RMB
during the period under review. Should this loss be
excluded, operating profit before impairment allowances
would have increased by 40.3%.

Our lending business in the Mainland reqgistered sturdy
growth in the first six months, Total advances to customers
increased by 17.2% 1o the equivalent of HK$35.1 billion,
of which RMB loans surged by 26.0%. Loan quality
remained excellent, with the classified loan ratio standing
at 0.78%. Customer deposits rose sharply by 119.7% to
HK$12.7 billion.

Nanyang (China) obtained the official approval in July
this year to operate RMB retail banking business in
the Mainland. Approval has already been given for the
opening of four new branches and sub-branches, of
which one has been opened and the remaining three will
follow in the coming months. In the interim period, we
also rolled out new products systematically to spur the
growth of our wealth management business in China
while enhancing our cross-border services.

It should be noted that our cooperation with our parent,
the BOC Group, has been making significant progress.
To capture emerging market opportunities for mutual
benefits, we worked closely with BOC on all major
business fronts in product development, customer
referral, establishment of joint service plaiform, market
exploitation, as well as back-office support. Apart from
the aforementioned positive results arising from our
appointment as the principal bank for BOC Group's Asia-
Pacific Syndicated Loan Centre, we have also been making
headway in the development of wealth management
and offshore banking services for Mainland customers,
and the expansion of our credit card services. With the
advantage of BOC's Asia-Pacific network, we have been
able to extend the distribution of the Group’s products
in the region.

Treasury

The Group's Treasury business recorded a very strong
growth in operating income of 75.4% year-on-year to
HK$4,389 million. Operating profit before impairment
allowances grew by an equally strong 76.4% to
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HK3,958 million. Profit before taxation fell by 19.4%
primarily because of a net charge of HK$2,1439 million
of impairment allowances on the investment in US asset-
backed securities.

Riding on its growth momentum and business
development capabilities built up recently, the Group's
Treasury unit continued to diversify its investment
portiolio and strengthen its portfolio managernent this
year, thus improving the return on investment in spite
of the deteriorating operating environment. We also
took advantage of our enhanced product development
capabilities by oifering a more diverse range of treasury
products to satisfy customers’ investment needs. In
collaboration with Corporate Banking, currency-linked
structured deposits were made available to corporate
customers, thus boosting the sales of structured products
substantially. Our own brand of equity-linked investment
products was launched in January 2008.

Insurance

The growth momentum of the Group's insurance segment
has remained strong so far this year. Operating income
was up 25.3% to HK$3,493 million due to the hefty rise
of 55.5% in net interest income and 21.1% growth in
other operating income, of which net insurance premium
income surged by 53.4%. On the other hand, net
insurance benefits and claims went up substantially by
36.9% as a result of generation of new business. Owing
to that and the 43.8% increase in gperating expenses, a
loss before taxation of HK$178 miilion was recorded in
the period under review.

The strong sales growth of the Group’s insurance
business was driven primarily by product innovation
and an ephanced service platform. A series of single-
premium products and a more diverse range of regular-
pay products were rolled out in the first half of this year.
Such product innovation efforts were supported by a
series of marketing initiatives with impressive results.
At the same time, the Group’s and BOC Life’s sales and
distribution platform has been substantially reinforced
after a team of insurance specialists was set up and
stationed at the branches. We have also continued to
enhance the BCC Life brand through promotional and

incentive proegrammes.




Outlook

Looking ahead, as increasing uncertainty looms aver
the US economy and the global financial market while
competition and inflationary pressure intensify, we would
expect the operating erwironment to remain challenging
in the foreseeable future for the banking sector. There are
already signs that the local economy is stowing down after
sustaining a long period of robust growth, which might
affect investment and demand. Moreover, the movement of
interest rates, is likely to be volatile in the coming months.

Under such an environment, it will be important for
us to adopt a more prudent approach in our business
development and investment strategies. We will also
exercise more rigorous risk management and control,
especially in ensuring that our loan quality is healthy. At
the same time, cost management remains one of our top
priorities in running our business.

We will continue to ride on the Group’s solid foundations
and strive to grow our businesses. We will strengthen our
product innovation capabilities and expand our service/
product offerings to meet customers’ diverse needs in
the prevailing investment climate. Concurrently we will
make the most of our customer relationship platform and
reinforced distribution channels to drive sales.

The development of wealth management remains one
of our priorities. By growing our high net-worth client
base and enhancing our services, we will further expand
our wealth management business in both Hong Kong
and the Mainland. We will exploit the growth potential
of different groups of customers through segmentation
and cross-selling efforts. For instance, we have recently
launched the new i-Free Integrated Account Service to
offer comprehensive banking services and investment

solutions to a wide spectrum of customers.

On the back of the good performance of the Corporate
Banking unit in the first six months, we will drive further
growth by enhancing our service to satisfy the diverse banking
and financial needs of large- and medium-sized corporate
customers under a "total solution” approach. We will also
take advantage of our unique position to collaborate with
our parent BOC to offer comprehensive services to corporate
customers across the border and in the Asia-Pacific region.

CHIEF EAELUTIVE > REFURY

In response to the changes in the market, we will enrich
our portfolio of treasury products to create new demand
and growth. Our progress in building the custody
business and expanding our cash management service has
convinced us that we are moving in the right direction.
we will double our effort in growing these businesses and
continue to explore other new growth areas.

In the Mainland, we will deepen our market presence by
exploiting to the full the growth potential arising from
our dualistic business model. Nanvang (China)’s RMB
retail banking business in the Mainland is scheduled for
commencement later this year. To support its long-term
development, we are expanding our Mainland branch
network, We will also drive the growth of our lending
business and enhance our cross-border services.

The further development of our insurance will remain a
key focus. We will drive the growth of sales and market
share through product innovation, service enhancement
and manpower development.

wWe will continue to optimise our distribution channels
to ensure their operational efficiency and productivity
can reach higher standards. We will also reinforce and
expand the automated channels, ncluding ATMs and
internet banking, to cater to customers’ needs and support
business growth.

In concluding, | wish to emphasise that, regardless of
the challenges that lie ahead in the foreseeable future, |
am confident that we can count on the Group's inherent
strengths and capabilities, the guidance of the Board
of Directors as well as the ongoing support of our
shareholders, customers and staff to move forward at a
steady pace.

/@,LL

HE Guangbei
Vice Chairman & Chief Executive

Hong Kong, 28 August 2008
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MANAGEMENT’'S DISCUSSION AND ANALYSIS

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

CONSOLIDATED FINANCIAL REVIEW

In the first six months of 2008, the Group made goocd
progress in executing its strategies and achieved solid
growth in its core earnings in a challenging environment.
Driven by the growth in net interest income, net
fees and commission income as well as net trading
income, operating profit before impairment allowances

increased by HK$1,309 million, of 15.1%, year-on-year
to HK$9,951 million. However, owing to an impairment
charge on securities investments and a net charge of loan
impairment allowances, the Group’s profit attributable o
shareholders decreased by HK$378 million, or 5.1%, to
HK$7,088 million. Earnings per share were HK$G.6704,
down HK$0.0358. Return on average total assets ("ROA™)
and return on average shareholders’ funds (“ROE") were
1.32% and 15.09% respectively. ROA and ROE befare
impairment allowances improved by 0.05 percentage
point and 1.13 percentage points to 1.83% and 21.18%
respectively.

Financial Highlights
Half-year ended Half-year ended Half-year ended
30 lune 31 December 30 June
HK$'m, except percentage amounts 2008 2007 2007
Operating income 14,039 15,194 12,060
Operating expenses (4,088) (4,355) (3,418}
Operating profit before impairment allowances 9,951 10,839 8,642
Net (charge)/reversal of impairment allowances (2,227) (1,614} 166
Others 710 674 419
Profit before taxation 8,434 9,839 9,227
Profit attributable to equity halders of the Company 7.088 7,980 7,466
Earnings per share (HK$) 0.6704 0.7547 0.7062
Return on average total assets 1.32% 1.50% 1.57%
Return on average shareholders' funds* 15.09% 17.68% 17.32%
Return on average total assets before

impairment allowances 1.83% 1.98% 1.78%

Return on average shareholders’ funds before
impairment allowances* 21.18% 24.01% 20.05%
Met interest margin {NIM} 2.03% 2.10% 2.03%
Adjusted NIM** 2.10% 2.12% 2.07%
Non-interest income ratio 28.56% 30.95% 26.18%
Cost-to-income ratio 29.12% 28.66% 28.34%

*  Shareholders' funds represent capital and reserves attributable to the equity holders of the Company.

**  Adjusting for the estimated impact of BOCHK's RMB <learing function.
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Since December 2003, the Bank has been the clearing
bank to provide RM8 clearing services for banks in
Hong Kong that operate RMB business. Acting as the
clearing bank, the Bank deposits with the People’s Bank
of China {"PBOC") those RMB deposits taken in Hong
Kong by the participating banks. At the same time, the
Group earns an interest spread between the RMB funds
taken from participating banks and those placed with
the PBOC. As RMB deposits grow, the impact on the
Group's average interest-earning assets and net interest

Net Interest Income and Margin

MANAGEMENT’S DISCUSSION AND ANALYSIS

margin {“NIM”) becomes more material. It is, therefore,
considered necessary to also provide information on
NIM before incorporating the estimated impact of RMB
clearing services (hereafter called "Adjusted net interest
margin”). Adjusted net interest margin was 2.10% in the
first half of 2008.

Analyses of the Group's financial perfarmance and business

operations are set out in the following sections.

Half-year ended Half-year ended Half-year ended
30 June 31 December 30 June
HK$'m, except percentage amaounts 2008 2007 2007
Interest income 18,105 24,572 21,484
Interest expense (8,076) (14,080) (12,581)
Net interest income 10,029 10,492 8,903
Average interest-earning assets 988,746 992,821 883,030
Net interest spread 1.79% 1.68% 1.61%
Net interest margin 2.03% 2.10% 2.02%
Adjusting for the estimated impact of BOCHK's
RMB clearing function
Adjusted net interest margin 2.10% 2.12% 2.07%

Net interest income increased by HK$1,126 million or
12.6% year-on-year to HK$10,029 million. Net interest
margin remained flat at 2.03% as the rise in net interest
spread was offset by the decline of the contribution from
net free fund due to the fall in market interest rates. The
increase in RMB depusits from participating banks also
contributed to the flat net interest margin. Should the
estimated impact of BOCHK's RMB clearing function in
Hong Kong be excluded, adjusted net interest margin,
however, would have increased by 3 basis points to
2.10%.

Market interest rates in the first half of 2008 were lower
than those in the same period in 2007. Compared to the
first half of 2007, average one-month HIBOR fell by 226
basis points to 1.98% while average one-month LIBOR
declined by 237 basis points to 2.95%. The Group’s
average HKD Prime rate decreased by 213 basis points

year-on-year to 5.62%, thus widening the HKD Prime-to-
one-month HIBOR spread (hereafter called "Prime-HIBOR
spread”) by 13 basis points to 3.64%.

The improvement in net interest income was mainly
driven by the growth in average interest-earning assets
of HK$105,716 million, or 12.0%, which was primarily
driven by the increase in average customer deposits. The
widening of net interest spread underpinned by improved
securities spread also contributed to the growth in net
interest income; however, it was held back by the decline
in the contribution from net free fund. Loan spread
was compressed although the average pricing of new
corporate loan facilities during this period had improved
with the tightened credit environment. Meanwhile, higher
yielding loans, including Mainland lending, trade finance
and SME loans continued to grow. Total deposit spread
decreased amid lower market rates.
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The summary below shows the average balances and average interest rates of individual assets and liabilities:

Half-year ended

Half-year ended Half-year ended

30 June 2008 31 December 2007 30 June 2007
Average Average Average Average Average Average
balance yield balance yield balance yield
ASSETS HKS'm % HK$'m % HK$'m %
Cash, balances and placements with banks
and other financial institutions 213,538 2.53 242,913 4.15 171,408 3.80
Debt securities investments 312,522 449 332,810 4,99 336,010 4.84
Loans and advances to customers 447,133 3.68 400,028 5.39 363,753 5.51
Other interest-earning assets 15,553 2.82 17,070 2.90 17,859 453
Total interest-earning assets 988,746 3.67 992,821 4.91 883,030 491
Non interest-earning assets 101,572 100,579 87,716
Total assets 1,090,318 3.33 1,093,400 4.46 970,746 4,46

Half-year ended
30 June 2008

Half-year ended
31 December 2007

Half-year ended
30 June 2007

Average Average Average Average Average Average
balance rate balance rate balance rate
LIABILITIES HK$'m % HK$'m % HK3'm %
Deposits and balances of banks and
other financial institutions 70,561 2.04 48,224 3.45 43,374 3.31
Current, savings and fixed deposits 758,195 1.85 787,418 3.24 696,136 3.30
Certificates of deposit issued 1,905 2.8 2,062 362 2,473 3.54
Other interest-bearing liabilities 30,112 .23 27,627 2.54 26,743 33
Total interest-bearing liabilities 860,773 1.88 865,331 323 768,726 3.30
Non interest-hearing deposits 41,542 40,495 33,178
Shareholders’ funds* and
non interest-bearing liabilities 188,003 187,574 168,842
Total liabilities 1,090,318 1.49 1,093,400 2.55 970,746 2.61

*  Shareholders' funds represent capital and reserves attributable to the equity holders of the Company.

Compared to the second half of 2007, net interest income
felt by HK$463 million, or 4.4%. Average interest-earning
assets decreased by HK$4,075 million, or 0.4%, mainly
due to the decline in funds from IPO subscription as IPO
activities subsided in the first half of 2008. Net interest
margin fell by 7 basis points as the increase of 11 basis
points in net interest spread was offset by the decline of
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18 basis points in contribution from net free funds. The
increase in RMB deposits from participating banks also
contributed to the decline in net interest margin. Should
the estimated impact of BOCHK's RMB clearing function
in Hong Kong be excluded, adjusted net interest margin
would have decreased by only 2 basis points to 2.10%.



Compared to the second half of 2007, average one-month
LIBOR fell by 223 basis points to 2.95% while average
1-month HIBOR decreased by 235 basis points to 1.98%.
The Group's average HKD Prime rate decreased by 182
basis points, thus widening the Prime-HIBOR spread by
53 basis points. The decrease in net interest income was
mainly attributable to the decline in contribution of net
free funds due to fall in market interest rates. Meanwhile,

Net Fees and Commission Income

MANAGEMENT'S DISCUSSION AND ANALYSIS

securities spread improved as the funding cost declined.
Higher yielding loans, including Mainland lending, trade
finance and SME loans, continued to grow. Loan spread
also rose as Prime-HIBOR spread widened. Total deposit
spread was compressed, mainly due to the decrease in
market rates outpaced the drop in the Group’s average
deposit rate,

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

30 June 31 December 30 June

HK$'m 2008 2007 2007
Bills commissions 329 315 273
Loan commissions 263 218 129
Investment and insurance fee income 1,743 2,747 1,764
Securities brokerage (Stockbroking) 1,289 2,236 1,324
Securities brokerage (Bonds} 220 146 65
Sale of funds 157 341 342
Life insurance* 77 24 33
General insurance 55 44 52
Trust services 87 87 66
Payment services 239 243 221
Credit cards 578 556 471
Account services 146 137 153
Guarantees 26 8 24
Currency exchange 108 1 73
RMB business 99 83 54
Correspondent banking 21 20 17
IPO-related business 30 62 43
Others 121 107 99
Fees and commission income 3,845 4,738 3,439
Fees and commission expenses {946} (1,096} (807)
Net fees and commission income 2,899 3,642 2,632

*  Fee income from life insurance only included that from the Group's insurance business partner after group consolidation elimination.
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Net fees and commission income rose by HK$267 million
or 10.1% year-on-year to HK$2,899 million. Fee income
from loan business grew significantly by HK$134 million
or 103.9% as a resuit of the enlargement of the Group’s
loan portfolio. This was mainly attributed to the successful
implementation of the Group’s new business mode) as well
as the increase in business following the appointment of
the Group as the *Asia-Pacific Syndicated Loan Centre” of
the BOC Group early this year. Fees frorn the card business
also showed satisfactory growth of HK$107 million or
22.7% as cardholder spending and merchant acquiring
volume were up 17.2% and 23.2% respectively. Fee
income from RMB-related business, currency exchange,
trust services and bills services all recorded double-digit
growth of 83.3%, 47.9%, 31.8% and 20.5% respectively.
The Group's custody business also contributed to the
growth in fees and commission income. The change in
investment sentiments in the stock market, however, had
a negative impact on the fee income from investment-
related agency businesses. Stock broking fee income
declined by HK$35 million or 2.6% while fee income
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from sale of funds decreased by HK$185 million or
54.1%. These were partly offset by the increase in fee
income from the distribution of bonds by HK$155 million
or 238.5%. Meanwhile, fees and commission expenses
increased by HK$139 million or 17.2%, which was in line
with the growth in transaction volume. Major increases
in fees and commission expenses came from credit card
service, RMB-related business and currency exchange.

Compared to the second half of 2007, net fees and
commission income decreased by HK$743 million or
20.4% largely because of the decreases in fee income
from stock broking of HK$347 million or 42.4% and sale
of funds of HK$184 million or 54.0% as business volumes
declined. Meanwhile, fees and commission income from
loan services, general insurance, RMB-related business
and card business increased by 20.6%, 25.0%, 19.3%
and 4.0% respectively. Fees and commission expenses
were down 13.7%, mainly due to the decrease in stack
broking expenses.




Investment and Insurance Business
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Half-year ended Half-year ended Half-year ended
3¢ June 31 December 30 June
HK$'m 2008 2007 2007
Investment and insurance fee income
Securities brokerage (Stockbroking) 1,289 2,236 1,324
Securities brokerage (Bonds) 220 146 65
Sale of funds 157 341 342
Life insurance* 77 24 33
1,743 2,747 1,764
Insurance and investment income of BOC Life
Net insurance premium income 4,501 5,493 2,933
Interest income 538 442 346
Net (loss)/gain on financial instruments
designated at fair value through profit or loss (1.392) 1,282 {(389)
Others B 10 5
Gross insurance and investment income
of BOC Life* 3,655 7,227 2,895
Less: net insurance benefits and claims {3.602) {6,808) (2,632}
53 419 263
Total investment and insurance income 1,796 3,166 2,027
Of which: Life insurance fee income* 17 24 33
Insurance income of BOC tife* 53 419 263
Total life insurance income 130 443 296
Investment fee income 1,666 2,723 1,731
Total investment and insurance income 1,796 3,166 2,027

*  fee income from dife insurance only inctuded that from the Group’s insurance business partner after group consolidatien elimination,

* Before commission expenses.

Total investment and insurance income decreased by
HK$231 million, or 11.4%, year-on-year to HK$1,796
million. Investment and insurance fee income decreased
marginally by HK$21 million ar 1.2% while BOC Life's
insurance income was down HK$210 million, or 79.8%.
The decline in investment and insurance fee income was
mainly caused by lower contribution from the sales of
funds and stock broking, which was, however, substantially
offset by the growth in the sales of bonds and life
insurance. Income from the sale of funds decreased by
HK$185 million or 54.1% as the sales of open-end funds
dropped by 64.8% in the sluggish market. In particular,
the sales of China equity funds and certain thematic funds
declined substantially as the equity market retreated in

the first half of 2008. Commission from stock broking
was down HK$35 million or 2.6% as retail customers,
who make up the majority of the Group's customer
portfolio, became less active in trading in a volatile
stock market. Meanwhile, commission from the sales
of bonds increased significantly by HK$155 million, or
238.5%, as the Group successfully expanded its offerings
of structured products and enhanced its private placement
services to meet customer needs, which boosted the sales
of structured notes by a hefty 200.2%. Fee income from
the Group’s insurance business partner also rose strongly
by HK$44 million, or 133.3% on the back of the 83.1%
increase in sales volume. As for BOC Life, despite the
investment 1oss due to the decline in market value, BOC
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MANAGEMENT’S DISCUSSION AND ANALYS!S

Life recorded robust growth in premium income as net
insurance premium income rose by 53.5% while interest
income grew by 55.5%. However, insurance income of
BOC Life dropped by HK$210 million or 79.8% to HK$53
million, mainly due to the increase in net loss on financial
instruments designated at fair value through profit or loss
caused by the marked-to-market loss of its debt securities
and equity investments as well as the new business strain
generated. Together with the contribution of the HK$77
million fee income from the Group’s insurance business
partner, totai life insurance income was HK$130 millian,
down HK$166 million or 56.1%.

Net Trading Income

Compared to the second half of 2007, total investment
and insurance income decreased by HK$1,370 million, or
43,3%, mainly as a result of the decrease in investment
and insurance fee income of HK$1,004 million or 36.5%
as commission income from stock broking and sale of
funds declined by 42.4% and 54.0% respectively. The
insurance income of BOC Life was down HK$366 million
or 87.4% mainly due to the marked-to-market loss of its
investment portfolio in the first half of 2008 whereas a
capital gain from its equity investments was recorded in
the second half of 2007,

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

30 June 31 December 30 June

HK$'m 2008 2007 2007
Foreign exchange and foreign exchange products 875 645 155
Interest rate instruments 206 (162) 192
Equity instruments 135 111 70
Commaodities 21 2 -
Net trading income 1,237 596 417

Net trading income was HK$1,237 million, up HK$820
million or 196.6% vyear-on-year mainly due to the
surge in net trading income from foreign exchange and
foreign exchange products by HK$720 million or 464.5%
as marked-to-market loss on foreign exchange swap
contracts* was significantly lower by HK$346 million and
income from other foreign exchange activities rase by
HK3477 million or 90.7%. The growth of income from
other foreign exchange activities was mainly driven by the
higher business volume of foreign exchange and structured
deposits. The increase were partially offset by a foreign
exchange loss arising from the revaluation of Nanyang
Commercial Bank (China), Limited's (“Nanyang (China)")
Hong Kong Dollar capital funds against the appreciated
RMB during the course of approval for conversion into
RMB. Net trading income from interest rate instruments

rose by HK314 millien or 7.3%. Net trading income
of equity instruments increased by HK$65 million or
92.9%, which was mainly attributable to the option
premiurn income from the newly launched “Equity-Linked
Investments” as well as the increase in the fair value of
equity warrants issued by the Group. Net trading income
from commadities increased by HK$21 million because of
higher customer demand for bullion products in the then

prevailing investment environment.

Compared to the second half of 2007, net trading income
rose by HK$641 million or 107.6%. The increase was
mainly attributable to the increase in the fair value of
interest rate swap contracts and the growth in income
from foreign exchange transactions and structured
deposits.

*  Foreign exchange swap coniracts are usually used for the Group’s liquidity management and funding activities. Under foreign exchange swap contracts, the Group

exchanges one currency (original currency) for another (swapped currency) at the spot exchange rate (spot transaction) and commits to reverse the spot transaction

by exchanging the same currency pair at a future maturity at a predetermined rate (forward transaction). In this way, surplus funds in original currency are swapped
into another currency for liquidity and funding purposes without any foreign exchange risk. Under HKAS 39, the exchange differance between the spot and forward

contracts is recognised as foreign exchange gain or loss (as included in “net trading income™), while the corresponding interest differential berween the surplus funds

in eriginal currency and swapped currency is reflected in net interest income.
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MANAGEMENT'S DISCUSSION AND ANALYSIS

Net (Loss)/Gain on Financial Instruments Designated at Fair Value through Profit or Loss (FVTPL)

Half-year ended

Half-year ended

Half-year ended

30 June 31 December 30 June

HK$'m 2008 2007 2007
Net (loss)/gain on financial instruments

designated at FVTPL of the banking business (92) {20} (5)
Net {loss)/gain on financial instruments

designated at FVTPL of BOC Life (1,392) 1,282 (389)
Net (loss)/gain on finanaal instruments

designated at FVTPL (1,484) 1,262 {394)

Net loss on financial instruments designated at fair value
through profit or loss rose by HK$1,090 million or 276.6%
year-on-year, This was mainly due to the increase in
marked-to-market loss on both debt securities and equity
investments held by BOC Life.

Compared to the net gain of HK$1,262 million recorded in
the second half of 2007, net loss on financial instruments

Net Insurance Premium Income

designated at fair value through profit or loss in the
first half of 2008 was HK$1,484 million. The decline
of HK$2,746 million was mainly due to the marked-to-

market loss of debt securities invesiments of BOC Life

recorded in the first half of 2008 whereas a capital gain

from the equity investments and a marked-to-market gain

of debt securities investments of BOC life were recorded

in the second half of last year.

Half-year ended

Half-year ended

Half-year ended

30 June 31 December 30 June

HKS$'m 2008 2007 2007
Life and Annuity 4,195 4,237 2,358
Linked Long Term 316 1,262 578
Retirement Scheme - - -
4,511 5,499 2,936

Reinsurers’ share of gross earned premiums {10} {6} (3}
Net insurance premium income 4,501 5,493 2,933

Net insurance premium income surged by HK$1,568
million, or 53.5%, to HK$4,501 million, mainly driven
by the increase in premium income from single premium
products. In the first half of the year, the Group stepped
up its marketing efforts by introducing a host of
promotional activities and improving its multi-channel
marketing platform. As a result, net insurance premium
income from single and regular premium products were
up 56.5% and 31.7% respectively.

Compared to the second half of 2007, net insurance

premium income dropped by HK$952 million or 18.1%.

The decrease was mainly attributable to the decline in

premium income from investment-linked products as the

market became less active in the first half of 2008. On the

other hand, net insurance premium mcome from regular

premium products was up 6.8%.

Interim Report 2008 BOC Hong Kong {Holdings) Limited



MANAGEMENT'S DISCUSSION AND ANALYSIS

Net Insurance Benefits and Claims

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

30 June 31 December 30 June

HK$'m 2008 2007 2007
Life and Annuity 3,601 5,443 2,084
Linked Long Term 1 1,364 551
Retirement Scheme 1 4 2}
3,603 6,811 2,633
Reinsurers' share of claims, benefits and surrenders paid (1) {3) (n
Net insurance benefits and claims 3,602 6,808 2,632

Net insurance benefits and claims increased by HK$870
million, or 36.9%, to HK$3,602 million, primarily due to
the growth of net insurance premium income. Prospective
liabilities were recognised on the basis of the assumptions
made as to mortality, investment income and fair value
changes in the underlying investments.

Operating Expenses

Compared to the second half of 2007, net insurance
benefits and claims dropped by HK$3,206 million or
47.1%, resuiting mainly from the decrease in business

volume and change in market interest rates.

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

30 June 31 December 30 June

HK$'m, except percentage amounts 2008 2007 2007

Staff costs 2.482 2,547 2,109
Premises and equipment expenses

{excluding depreciation) 495 541 417

Depreciation on owned fixed assets 480 414 373

Other operating expenses 631 853 519

Operating expenses 4,088 4,255 3,418

Cost-to-income ratio 29.12% 28.66% 28.34%

Total operating expenses were up HK3670 million, or
19.6%, year-on-year to HK34,088 million, which was
broadly in line with overall business growth. Staff costs
rose by HK$373 million primarily due to pay rise and
the recruitment of new staff for business expansion.
Compared to end-June 2007, headcount measured in
full-time equivalents rose by 750 to 13,616 at end-June
2008.

Premises and equipment expenses increased by HK$78
million or 18.7% mainly because of higher rental and T
costs.

Depreciation on owned fixed assets rose by HK$107
million, or 28.7%, 1o HK$480 million due 1o the increase
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of computer equipment as the Group continued with
infrastructure improvement coupled with the appreciation
of the value of bank premises.

Other operating expenses were up HK$112 million, or
21.6%, mainly due to the rise in operating expenses as
business volume increased, higher business tax due to
increased businesses in the Mainland as well as the rise
in promotional expenses and donations.,

Compared to the second half of 2007, total operating
expenses fell by HK$267 million, or 6.1%, mainly due to
the decline in promotional expenses and certain business
expenses following the drop in business volume.




MANAGEMENT'S DISCUSSION AND ANALYSIS

Net (Charge)/Reversal of Loan Impairment Allowances

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

30 June 31 December 30 June

HK$'m 2008 2007 2007

Net {Charge)/Reversal of loan impairment allowances

Individual assessment

~ new allowances (142) (224) (106)

- releases 62 190 109

— recoveries 187 a1 340
Collective assessment

- new allowances {199) (433) (192)

- releases 7 - -

- recoveries 14 15 15

Net {charge)/credit to Income Statement (71) 519 166

In the first half of 2008, the Group recorded a net charge of
loan impairment allowances of HK$71 million. Compared
1o a net credit of HK$166 million in the first half of 2007,
the increase in net charge of loan impairment allowances
was mainly due to the decline in loan recoveries and the
increase in net charge of allowances {before recoveries)
from individual assessment.

Net loan impairment chargé from individua! assessment
{before recoveries) was HK$80 million, compared to
the net release of HK$3 million recorded in the first
half of 2007. The increase in net impairment charge
(before recoveries) was caused by the increase in new
allowances as they were made to cover the formation of
new impaired loans and further deterioration of existing
impaired accounts. Reduction of release of allowances
due to significant improvement in loan quality during
past years also contributed to the increase in the net
impairment charge.

Net charge of collective impairment allowances (before
recoveries) remained flat year-on-year at HK$192 million.
New impairment allowances were made as the Group's
loan portfolio further expanded.

The Group continued to make recoveries of loans that
were previously written off. Total recoveries in individual
and collective assessment amounted to HK$201 million,
down HK$154 million compared to the first half of
2007.

Compared to a net release of loan impairment allowances
recorded in the second half of last year which was mainly
attributable to the recoveries of certain large accounts,
the Group registered a net charge of loan impairment
allowances in the first half of 2008.
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MANAGEMENT'S DISCUSSION AND ANALYSIS

Net Charge of Impairment Allowances on Securities Investments

Half-year ended

Haif-year ended

Half-year ended

30 June 31 December 30 June

HK$'m 2008 2007 2007

Held-to-maturity securities {952) (1,844) -

Available-for-sale securities (1,187) (289) -
Net charge of impairment allowances on

securities investments (2,149) (2,133) -

In the first half of 2008, further deterioration of the
capital market had an impact on the Group's securities
investment in the US and hence the related provisions.
The Group carried out a comprehensive assessment on
its impairment charges, taking into account the relevant
criteria and other specific features of the investments, and
increased its provisions accordingly. As a result, the Group
recorded HK$2,149 million of net charge of impairment
allowances for its portfolio of US mortgage-backed
securities, which comprised HK$420 million net write-back

Property Revaluation

for the US subprime mortgage-backed securities, a net
charge of HK$655 million for Alt-A and HK$1,914 million
for Prime residential mortgage-backed securities. For
details about the composition of the Group’s investment
securities portfolio, and the impairment and provisioning
policies on investment, please refer to Note 24, Note 1
and Note 2 to the Interim Financial Information.

Compared to the second half of 2007, net charge of
impairment allowances rose by HK$16 million or 0.8%.

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

30 June 31 December 30 June

HK$'m 2008 2007 2007

Net {loss¥gain on revaluation of premises (8) 12 7
Net gain on fair value adjustments on

investment properties 701 642 414

Deferred tax {53) (84} (59)
Net gain on fair value adjustments on

investment properties, after tax 648 558 355

The aggregate impact of property revaluation before tax
on the income statement for the first half of 2008 was
HK$693 miliion, of which a net gain of HK$701 million
came from the revaluation of investment properties,
partially offset by a net loss of HK$8 million from the
revaluation of premises. The related deferred tax charge
on revaluation of investment properties amounted to
HK$53 million. As a result, the net impact of fair value
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adjustments on investment properties after tax in the
first half of 2008 was HK$648 million. The net gain on
property revaluation was in line with the increase in
property prices in the first half of 2008.

Compared to the second half of 2007, net gain from
revaluation of investment properties after tax increased
by HK$90 million or 16.1%.



Financial Position

MANAGEMENT’'S DISCUSSION AND ANALY LD

At 30 June At 31 December
HK$'m, except percentage amounts 2008 2007
Cash and balances with banks and other financial institutions 188,452 159,065
Placements with banks and other financial institutions maturing
between one and twelve months 50,689 53,154
Hong Kong SAR Government certificates of indebtedness 32,430 32,770
Securities investments’ 299,979 335,623
Advances and other accounts 487,012 420,234
Fixed assets and investment properties 33,864 31,351
Other assets’ 34,742 35,440
Total assets 1,127,168 1,067,637
Hong Kong SAR currency notes in circulation 32,430 32,770
Deposits and balances of banks and other financial institutions 81,625 60,599
Deposits from customers 819,110 793,606
Debt securities in issue at amortised cost? 2,756 2,089
tnsurance contract liabilities 25,070 22,497
Other accounts and provisions 60,508 61,018
Subordinated liabilities® 8,150 -
Total tiabilities 1,029,649 972,57%
Minority interests 2,472 2,216
Capital and reserves attributable to the equity holders of the Company 95,047 92,842
Total liabilities and equity 1,127,168 1,067,637
Loan-to-deposit ratio 57.81% 51.66%

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

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

Debt securities in issue at amortised cost represents the notes issued under the Group's notes programme.

Subordinated liabilities represents the subordinated foan granted by the Group's parent bank, Bank of China Limited.
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NIANAGEMENT"S DIDCUSSIUN ANL ANALYSIS

Balance Sheet Mix as at 3¢ June 2008 Balance Sheet Mix as at 31 December 2007

HK$'mA%:) HK$'mA%)
67,172 (6%h) 188,452 (17%) 68,210 {(6%) 159,065 (15%)

33,864 (%)

31,351 (3%) 53,154 (538)

N 50,689 (4%)

N

487,012 (43%) 299,979 (27%)

420,234 (40%) 335,623 (31%)
7 Cash and balances with panks and other financial institutions . Advances and other accouns

-~ Pacements with barks and other financial institutions maturing
< between one and twelve months

. Securities investments . Other assets

Fixed assets and investment properties

The Group's 1otal assets were HK$1,127,168 million as at 30 June 2008, up HK$59,531 million or 5.6% from the end of
2007. Key changes include:

. Cash and balances with banks and other financial institutions increased by HK$29,387 million, or 18.5%, mainly
due to the increase in RMB deposits from participating banks pfaced with the PBOC.

. Advances and other accounts increased by HK$66,778 million, or 15.9%, primarily due to the growth of advances
to customers by HK$62,525 million or 15.1%.

. Securities investments decreased by HK$35,644 million or 10.6% as funds were redeployed into advances to
customers. As of 30 June 2008, the Group's exposure in US subprime mortgage-backed securities dropped {0

HK$1.2 billion from HK3$4.1 billion as of end-2007.

Advances to Customers

At 30 June At 31 December
HK3$'m, except percentage amounts 2008 % 2007 %
Loans for use in Hong Kong 342,227 72.0 305,677 740
Industrial, commercial and financial 194,423 40.9 168,656 40.8
Individuals 147,804 311 137,021 33.2
Trade finance 31,683 6.7 24,275 5.9
Loans for use cutside Hong Kong 101,677 21.3 83,110 201
Total advances to customers 475,587 100.0 413,062 100.0
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MANAGEMENT'S DISCUSSION AND ANALYSI1S

Riding on the growth momentum built up last year, total advances to customers grew strongly by H<3$62,525 million or
15.1% to HK$475,587 million. The growth was broad-based, covering both corporate and individual loans, and should
be attributed to the effective implementation of the Group's business strategies under its new business model. The
Bank's appointment as the ”Asia-Pacific Syndicated Loan Centre” of the BOC Group early this year also helped grow its

syndication lending.

Loans for use in Hong Kong grew by 12.0%.

Lending to the industrial, commercial and financial sectors increased by HK$25,767 million, or 15.3%, to
HK$194.423 million, driven by the growth in loans for property investment, property development, information
technology, manufacturing as well as the wholesale and retail trade.

. Residential mortgage loans (excluding those under the government-sponsored Home Cwnership Scheme) was up
HK$9,565 million, or 9.0%, to HK$116,148 milticn as a result of the Group's effective product innovation and
marketing efforts.

Card advances was down HK$95S million, or 1.6%, to HK$5,666 million.

Other consumer lending increased by HK$1,153 million, or 10.8%, to HK$11,861 million mainly due to the growth
in personal loans.

Trade finance surged by HK$7,408 million, or 30.5%, as a result of the Group's promotional efforts, improved business
model together with the robust import and export trade. Meanwhile, loans for use outside Hong Kong also grew strongly
by HK$18,567 million or 22.3%. The increase was mainly driven by overseas lending and loan growth of the Group’s
Mainland operation.

Total advances to customers by currency mix (%) |

\

e

6%

18%

2008.06.30 2007.12.31

@ o @ uso Others

In terms of currency mix, HKD and USD advances to customers accounted for 75.7% and 18.3% respectively of the total at
the end of June 2008 while advances to customers in RMB and other currencies accounted for 3.6% and 2.4% respectively.
The proportion of USD advances to customers rose by 2.7% while HKD advances to customers declined by 2.7%. There
was no significant change in other currency mix in the first half of 2008.
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MANAGEMENT'S DISCUSSION AND ANALYSIS

Deposits from Customers

At 30 June At 31 December
HK$'m, except percentage amounts 2008 % 2007 %
Demand deposits and current accounts 40,907 5.0 40,499 5.1
Savings deposits 295,502 359 286,653 359
Time, call and notice deposits 482,701 58.7 466,454 58.3
Total deposits from customers 819,110 99.6 793,606 99 3
Structured deposits 3,601 0.4 5,959 0.7
Adjusted total deposits from customers 822,711 100.0 799,565 100.0

Total deposits from customers increased by HK$25,504 million, or 3.2%, to HK$819,110 million. Demand deposits and
current accounts rose by HK$408 million or 1.0%. Savings deposits increased by HK$8,849 million or 3.1%. Time, call

and notice deposits were up HK$16,247 million or 3.5%. Structured deposits, a hybrid of retail deposit and derivatives

offering a higher nominal interest rate, decreased by HK$2,358 million, or 39.6% as customers chose to switch their funds

ta other investment instruments under the volatile investment environment. The Group’s loan-to-deposit ratio was up 6.15

percentage points to 57.81% at the end of June 2008 as total loan growth outpaced deposits growth.

Adjusted total deposits from customers by currency mix (%)

16%

20038.06.30

@ o

@ uo

N

Others

2007.12.31

In terms of currency mix, HKD and USD deposits accounted for 60.3% and 23.8% respectively at the end of June 2008,

while deposits in RMB and other currencies accounted for 5.1% and 10.8% respectively. The proportion of HKD deposits

dropped by 8.8 percentage points while that of RMB and other currency deposits rose by 2.9 percentage points and 3.1

percentage points respectively from the end of 2007, reflecting customers’ preferences for shifting their funds into RMB

deposits in anticipation of the appreciation in the value of RMB and into other foreign currency deposits for higher returns.
The proportion of USD deposits also rose by 2.8%. The Group’s HKD loan-to-deposit ratio was 72.6%, up from 58.7% at

end-2007 as HKD toans increased while HKD deposits decreased.
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MANAGEMENT'S DISCUSSION AND ANALYSIS

Loan Quality

At 30 June At 31 December

HK$'m, except percentage amounts 2008 2007

Advances to customers 475,587 413,062

Classified or impaired loan ratio* 0.34% 0.44%

Impairment allowances 1,524 1,385

Regulatary reserve for general banking risks 4,620 4,130

Total allowances and regulatory reserve 6,144 5,515

Total allowances as a percentage of advances to customers 0.32% 0.34%
Total allowances and regulatory reserve as a percentage of

advarnces to customers 1.29% 1.34%

Impairment allowances on classified or impaired loan ratio” 27.50% 22.52%

Residential mortgage loans* - delinguency and rescheduled loan ratio** 0.08% 0.15%

Card advances - delinquency ratio*** 0.30% 0.28%

Half-year ended Half-year ended

30 June 30 lune

2008 2007

Card advances - charge-off ratio* 2.14% 2.55%

N Classified or impaired loans reprasent advances which have been classitied as *substandard™, ~doubtful” or “loss” under the Group's classification of loan quality,
ar individually assessed to be impaired. Repossessed assets are initially recognised at the lower of their fair value fess costs 1o sell or the amortised cost of the related
outstanding lcans on the date of repossession. The related loans and advances are deducted from loans ang advances.

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

**  Delinquency ratio is measured by a ratio of 10tal amount of overdue loans (more than three months) o total outstanding loans.

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

* ncluding impairment allowances on loans classified as “substandard”, “doubtful” or “loss” under the Group's classification of loan quality, or individually assessed to
be impaired.

The Group's loan quality continued to improve with the classified or impaired loan ratio falling to a historical low of 0.34%,
against 0.44% at end-2007. Classified loans decreased by approximately HK$0.2 billion or 10.8% to HK$1.6 billion. New
classified Joans remained at a low level, representing less than 0.1% of total loans outstanding.

Total impairment allowances, including both individual assessment and collective assessment, amounted to HK$1,524
million. Impairment allowances on classified or impaired loan ratio were 27.50%. The Group's regulatory reserve rose by
HK$490 million to HK$4,620 million as advances to customers increased.

The quality of the Group's residential mortgage loans continued to improve with the combined delinquency and rescheduled

loan ratio falling by 0.07 percentage point to 0.08% at the end of June 2008. The quality of card advances remained sound,
with the charge-off ratio standing at 2.14% in the first half of 2008. Both ratios were well below the market average.
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MANAGEMENT’S DISCUSSION AND ANALYSIS

Capital and Liguidity Ratios

At 30 June At 31 December

HK$'m, except percentage amounts 2008 2007
Core capital 67,155 67,145
Deductions (274) (483)
Core capital after deductions 66,881 66,662
Supplementary capital 14,032 5,161
Deductions (274) {483)
Supplementary capital after deductions 13,758 4,678
Total capital base after deductions 80,639 71,340
Risk-weighted assets

Credit risk 547,432 510,970

Market risk 6,299 7,998

Operational risk 42,631 39,139

Deductions (15,085) (12,875)
Total risk-weighted assets 581,277 545,232
Capital adequacy ratios {banking group level)
Core capital ratio 11.51% 12.23%
Capital adeguacy ratio 13.87% 13.08%

Half-year ended Half-year ended
30 June 30 June
2008 2007
Average liquidity ratio 42.47% 50.08%

In accordance with the Banking {Capital} Rules effective
from 1 January 2007, the Group adopted the Standardised
Approach in calculating capital adequacy ratios.

Consclidated capital adequacy ratio of the banking group
at 30 June 2008 was 13.87%, up 0.79 percentage
point from end-2007 due to the increase in total capital
base. Total capital base rose by 13.0% to HK3$B0,639
million mainly due to a subordinated loan of EURC 660
million {approximately HK$8.15 billion) obtained by the
Group from its parent bank, Bank of China Limited,
on 27 June 2008, This subordinated locan meets the
conditions laid down in the Banking (Capital) Rules
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and has been included as supplementary capital for the
purpose of determining the capital base of the banking
group. Meanwhile, risk-weighted assets rose by 6.6% to
HK$581,277 million, mainly driven by significant growth
in advances to customers.

Average liquidity ratio remained strong at 42.47%,
versus 50.08% in the first half of 2007. The fall in
average liguidity ratio was caused by the decline of
average liquefiable assets with decreased marketable
debt securities, coupled with the growth of average
gualifying liabilities resulting from the increase in customer
deposits.




BUSINESS REVIEW

This section covers the review of the Group's business lines together with their respective financial results.

Personal Banking

MANAGEMENT’S DISCUSSION AND ANALYSIS

Restated

Half-year ended Half-year ended
30 June 30 June Increase/
HK$'m, except percentage amounts 2008 2007 {decrease)
Net interest income 3,330 3,841 -13.3%
Other operating income 2,532 2,332 +8.6%
Operating income 5.862 6,173 -5.0%
Operating expenses (2,879) (2,581) +11.5%
Operating profit before impairment allowances 2,983 3,592 -17.0%
Net charge of loan impairment allowances {14) {54} -741%
Others {4) - N/A
Profit before taxation 2,965 3,538 -16.2%
At 30 June At 31 December Increase/
2008 2007 {decrease)
Segment assets 165,005 162,634 +1.5%
Segment liabilities 524,774 545,397 -3.8%

Note: For additional segmental information, see Note 41 to the Interim Financial Information.

Results

Personal Banking recorded a profit before taxation of
HK$2,965 million in the first half of 2008. Operating
profit before impairment allowances declined by 17.0%
to HK$2,983 million because of lower net interest income
and increased operating expenses, which was partly offset
by the increase in other operating income.

Net interest income fell by 13.3% to HK$3,330 million,
mainly due to narrower deposit spread as average market
interest rates were lower. Other operating income rose
by 8.6% to HK$2,532 million. Net fees and commission
income increased by 5.1%, primarily attributable to the
growth of income from the sales of bonds and structured
products, RMB-related business, card business and
currency exchange, Commission income from both stock
broking and sale of funds dropped. However, income
from foreign exchange activities grew strongly as business
volume increased.

Operating expenses rose by 11.5% to HK$2,879 million
mainly because of higher staff costs after headcount
increase and pay rise. Higher promational expenses and
IT costs also contributed to the increase in operating
expenses.

Net charge of loan impairment allowances fell by 74.1%
to HK$14 million. This reflects an improvement in asset
quality due to lower bad debt migration rate and rise in
collatera! values as well as an increase in recoveries.

Advances and other accounts, including mortgage loans
and card advances, increased by 7.8% to HK$153,205
million. Customer deposits fell by 2.3% to HK$501,081
million as customers switched their funds to other
higher yielding investments under the low interest rate
environment.
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Ensuring growth and market recognition in residential
property mortgage

In spite of fierce market competition, the Group grew
its residential mortgage business by 9.0% through
effective marketing and the introduction of a number
of new mortgage products such as “8 Privilege Offers
for the 2008 Olympics Mortgage Scheme” and “Olympic
Decathlon Mortgage Scheme”. The Group also set up four
new Mortgage Advice Centres in selected areas to provide
professional consultancy services to customers. All these
innovative efforts, together with the Group's intrinsic
strengths and track record, ensured that the Group could
maintain its leading position in the residential mortgage
market with the underwriting of new mortgages increasing
by 65.4% year-on-year, outperforming the market average
of 61.7%. Meanwhile, the credit quality of residential
mortgages continued to improve as the delinquency and
rescheduled loan ratio fell further to 0.08%. In recognition
of its outstanding mortgage services, the Group was
awarded the “Sing Tao Exceltent Services Brand Award
2007 - Mortgage and Loan Services” and the "Capital
Weekly Service Awards 2008 - Mortgage” by Sing Tao
Daily and Capital Weekly respectively.

Maintaining the competitiveness of investment and
insurance businesses

in the first half of 2008, given the increasing concern
over the global credit crisis and loss of confidence in the
investment environment, stock markets throughout the
world experienced a slump in general. Naturally, this had
an adverse impact on the Group's investment-related
agency businesses. Nevertheless, the Group made good
progress in product innovation and further enhanced its
business platform to meet customers’ needs. Moreover,
the Group expanded its bond and life insurance agency
businesses considerably during the period. The Group
continued to promote its stock brokerage business and
improve its trading platforms and services such as the
“Closing Auction Session for Securities Trading” and
“Online Securities Margin Trading” services. In anticipation
of a more volatile market in 2008, the Group launched
the *Balanced Investment Funds Series” (the “Series”} in
December 2007 to raise customers’ awareness of portfolio
risk management while offering a wide array of investment
preducts. As a result, the total number of funds available

*  Before inter-segment elimination
** Including wealth management VIP and wealth management Prime customers
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for selection in the Series increased and its contribution
to the total fund sales significantly improved. The Group
continued to expand its range of structured products and
enhance its private placement services, leading to a strong
growth of 200.2% in the sales of structured notes.

Regarding the life insurance agency business, with
effective marketing, extensive staff training, optimised
operation procedures and product innovation, the sales
of life insurance products and related commission income
surged by 64.7% and 70.0% respectively year-on-year*.
In terms of product innovation, the Group introduced a
range of tailor-made products such as the “Fortuitous
Saving Protection Plan” and "Pleasure 5-Year Saving
Protection Plan” during the period to meet the diverse
needs of customers.

To cope with customer's demand for all-encompassing
protection products, the Group pioneered a first-of-its-
kind bundled protection preduct in the market known
as the “BOC Family Comprehensive Protection Plan”.
This product offers customers with extensive protection
covering home content, annual travel, perscnal accident,
golfer and domestic helper. Not surprisingly, customers’
feedback on this product has been highly positive.

Continuous expansion of high net worth customer
base

The Group is committed to providing premium services
to its high net worth customers. In the first half of
2008, the Group enhanced its private placement service
which helped boost the sales valume of structured notes
by 200.2%. To expand its high net worth customer
base, the Group launched marketing campaigns such as
the “Ofympic Five Rings Rewards”, offering a range of
exclusive privileges on designated transactions in foreign
currency fixed deposits, RMB services, fund subscription
and securities trading. The Group also introduced the
“Customer-Get-Customer Programme” by rewarding
existing wealth management customers with privileges
for new customers referred. As at the end of June 2008,
the total number of wealth management customers**
grew by 14.4% versus end-2007. Meanwhile, assets
of wealth management customers maintained with the
Group declined by 1.8% amidst a volatile stock market,




Steady growth of credit card business

The Group's card business continued to expand due to
active private consumption with the number of cards in
issue increasing by 5.4% from the end of last year. At the
same time, cardholder spending volume and merchant
acquiring volume registered growths of 17.2% and 23.2%
respectively.

To grasp business opportunities arising from the 2008
Beijing Olympics, the Group issued the "VISA BOC Olympic
Games Platinum Card” in May 2008. In the same month,
a new co-branded card, “"BOC Esso MasterCard”, was
launched providing exclusive privileges to cardholders.
These new cards not only enriched the Group’s product
range but also enhanced its product differentiation among
the competitors. Meanwhile, the Group's card business in
the Mainland centinued to grow and the "EMV Titanium
Card"” was introduced during the period. The Group has
also been benefiting from the bank card-related service
and support in the Mainland market made available by
BOC Services Company, Limited, a joint venture formed
between BOC Credit Card {International) Lid. and BOC in
November 2007.

Growing and leading RMB banking business in Hong
Kong

The Group has maintained its leading position in RMB
banking business in Hong Kong. To satisfy the surge in
demand for RMB deposits in the first half of 2008, the
Group launched “RMB Exchange Express” to provide
customers with a more convenient service in their RMB
exchange transactions. At the same time, the Group
launched the "RMB Remittance Express” service in April
2008, providing customers with RMB remittance service to
bank accounts in the Mainland with preferential handling
charges. The Group has continued to enjoy the largest
market share in its local RMB deposits-taking business

MANAGEMENT'S DISCUSSION AND ANALYSIS

with the amount of deposits more than doubled in the
first half of 2008. In respect of the RMB credit card
business, the Group has also maintained its leading
position as the number of RMB credit cards issued grew
by 22.4% from the end of 2007 while the RMB card
acquiring volume and RMB cardholder spending volume
surged by 73.2% and 66.0% respectively year-on-year.
At the end of June 2008, the number of ATMs providing
RMB withdrawal service reached 326. Taking advantage
of the Group’s leading position in RMB business, the total
number of RMB withdrawals in our ATM network in the
first half of 2008 recorded a significant increase of 81.5%
compared with the same period of 2007.

Channel rationalisation and e-channel development
The Group continued to optimise its distribution channels.
In the first half of 2008, the Group opened 1 new branch,
renovated 12 existing branches and added 6 Wealth
Management Centres and 4 Mortgage Advice Centres to
its network in Hong Kong. As at the end of June 2008,
the Group's service network in Hong Kong comprised of
289 branches.

Customers’ satisfaction regarding the Group’s service
quality is of utmost importance 1o the Group. In the
first half of 2008, the Group launched a comprehensive
transaction survey programme in branches for obtaining
customers’ feedback on the Group's service improvement
programmes. At the same time, the Group continued to
enhance its e-banking channels, especially for investment
functions, in order to strengthen its competitive edge in
providing internet investment services. In the first half
of 2008, the number of e-banking customers increased
by 6.2% and the stock trading transactions carried out
through e-channels accounted for 77.5% of total number
of transaction.
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Corporate Banking

Restated

Half-year ended Half-year ended
30 June 30 June Increase/
HK$'m, except percentage amounts 2008 2007 {decrease)
Net interest income 2,972 2,803 +6.0%
Other operating income 1,132 863 +31.2%
OCperating income 4,104 3,666 +11.9%
Operating expenses {1,081) (899} +20.2%
Operating profit before impairment allowances 3,023 2,767 +9.3%
Net (charge)release of loan impairment allowances (57) 220 N/A
Others 3) - N/A
Profit before taxation 2,963 2,987 -0.8%
At 30 June At 31 December Increase/
2008 2007 {decrease)
Segment assets 339,456 281,680 +20.5%
Segment liabilities 324,447 284,353 +14.1%

Note: For additional segmental information, see Note 41 to the Interim Financizl Information,

Results

Corporate Banking achieved good results in the first
half of 2008. Operating income increased by 11.9% to
HK$4,104 million, which was driven by the growth in
both net interest income and other operating income.
After accounting for the 20.2% increase in operating
expenses, operating profit before impairment allowances
rose by 9.3% to HK$3,023 million. Profit before taxation
fell by 0.8% to HK$2,963 million, mainly due to the
decline in loan recoveries and increase in loan impairment
allowances,

Net interest income increased by 6.0% to HK$2,972
million mainly due to the growth in loans and advances,
which was partly offset by narrower deposit spread as
average market interest rates dropped. Other operating
income rose by 31.2% to HK$1,132 million, thanks to the
growth in fees income from loan and bills services.

Operating expenses were up 20.2% to HK$1,081 million,
mainly due to higher staff costs after headcount increase
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and pay rise. Higher business tax for increased Mainland
business and depreciation charges on computer equipment
also contributed to the increase in operating expenses.

Net charge of loan impairment altowances was HK$57
million, compared to the net release of HK$220 million
in the first half of 2007. The net charge reflected the
reduction of loan recoveries and the increase in the loan
impairment allowances made to cover the formation of
new impaired loans and further deterioration of existing
impaired accounts. In view of the unfavorable outlook of
the macro economics and signs of deterioration of the US
economy, precautionary measures have been implemented
such as by tightening up the underwriting standards of
credit approval and the monitoring of SME loans, revising
the lending and pricing strategies an new credits of the
segments concerned.

Advances and other accounts increased significantly by
20.3% to HK$337,568 million. Customer deposits grew
by 13.9% to HK$320,692 million.



Spearheading the growth of loan syndication

The Group has maintained its leading position in loan
syndication. According to Basis Point, the Group remained
the top mandated arranger in the markets of syndicated
loans for both Hong Kong-Macau and the Mainland-
Hong Kong-Macau in the first half of 2008. In January
2008, the Group was appointed as the "Asia-Pacific
Syndicated Loan Centre” of the BOC Group with the
responsibilities of initiating, coordinating and managing
the syndicated loan business in the Asia-Pacific region.
This appointment not only signifies the recognition of
the Group's expertise and extensive experience in the
syndicated loan market, but also helps it in exploring
cross-border business opportunities in the wider region.
It helps boost the Group’s loan fee income as well as
its syndicated lending. The Group established the first
phase of the “Loan Syndication Information Management
System” in the first half of 2008. This new system links
up similar networks of the BOC Group's major branches,
thus optimising the sharing of supporting information
among group members and enhancing overall operational
efficiency.

Making good progress in expanding SME business

The high-yielding SME business remains one of the Group’s
strategic focuses. In the first half of 2008, loans to the
SME segment recaorded a solid growth. The Group further
strengthened its relationship with SME customers by
launching a number of thematic marketing programmes
and sponsoring a series of marketing activities. At the
same time, the Group continued to enhance its product
offerings and refine its products. In January 2008, the
Group and the Hong Kong Productivity Council jointty
launched the “Green Equipment Financing Scheme”, a
preferential lending package for corporate customers
to acquire environment-friendly equipment. In addition,
the Group introduced the "Corporate Privitege” services
at selected branches to tailor-make services for targeted
customers. These initiatives helped sustain the growth
mormentum of the SME business and resulted in a double-
digit growth of SME loans in the first half of 2008. In
recognition of its success in the SME business, the Group
was awarded the "SME's Best Partner Award 2008" by
the Hong Kong Chamber of Small and Medium Business
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Limited and the “Capital Weekly Service Awards 2008 -
SME Banking” by Capital Weekly during the period.

Solid growth of trade finance

The Group continued to step up its marketing efforts to
stimulate the growth of the trade finance business. In
the first half of 2008, the Group repositioned part of its
operations to further improve its operational efficiency.
In addition, the Group initiated the “Trade Facilities
Reform Programme” in March 2008 to streamiine the
credit approval process and raise the utilisation rate of
credit limit. With these initiatives, the outstanding balance
of trade finance grew strongly by 30.5% compared to
end-2007. The volume of trade bills settiement likewise
grew significantly by 44% year-on-year.

Robust expansion of cash management

In the first half of 2008, the Group continued to design
and consolidate cross-border cash management projects
for large Mainland enterprises seeking global expansion.
At the same time, the Group strove to maintain its
competitive edge in the local cash management business
by making continuous refinement on existing products
such as "Integrated Receivables and Payment Solutions”
and developing new products to meet the diverse needs
of customers. Through effective marketing campaigns,
the number of CBS Online customers increased by 23.0%
while that of BOC Wealth Master customers grew by
6.6%.

Vigorous development of custody services

Custody business continued to grow in the first half of
2008. The Group has been actively exploring business
opportunities in both local and overseas markets. During
the period, the Group succeeded in becoming the
custodian for a locally listed investment fund. In January
2008, the Group was appointed by one of the largest
joint venture investment banks in the Mainland as the
foreign custodian for its first QDI product, which was also
the first broker-type QDI ever approved in the Mainland.
The Group also successfully implemented several QDII
mandates in the first half of 2008. At the end of June
2008, total assets under custody was HK$295 billion.
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Mainland Business

Strong growth of Mainland business

Mainland business continued to be one of the high-growth
segments of the Group. Followirg the implementation of
a dualistic approach in the Mainland business with the
local incorporation of Nanyang {China) in December
last year, the Group’s Mainland operation made good
progress in business development. Total advances to
customers grew by 17.2% to HK$35.1 billion, with RMB
loans surging by 26.0%. Customer deposits increased
by 119.7% to HK$12.7 billion. Total operating income
recorded a satisfactory year-on-year growth of 15.4%,
driven by strong growth in both net interest income and
net fees and commission income which was, however,
partialiy offset by the foreign exchange loss arising from
the revaluation of Nanyang (China)’s Hong Kong Dollar
capital funds against the appreciated RMB. Operating
profit before impairment allowances fell by 7.6% year-
on-year. Should the estimated impact of the exchange
revaluation of the Mainland operation’s capital funds be
excluded™*, operating profit before impairment allowances

would have increased by 40.3%. Loan quality remained
sound, with the classified loan ratio standing at 0.78%, an
increase of 0.10 percentage point from end-2007 mainly
due tc the downgrade of an individual account.

By the end of June 2008, the Group's network in the
Mainland consisted of 15 branches and sub-branches
(including those of Nanyang (China)). 13 branches and
sub-branches had already been permitted to conduct
RMB business**. On 24 July 2008, the head office of
Nanyang (China) was approved to start its domestic retail
RMB business. In the first half of 2008, the China Banking
Regulatory Commission {"CBRC") had approved Nanyang
{China)'s application to estabtish its Hangzhou branch,
Nanning branch and Shanghai Xubut sub-branch, while
Guangzhou Panyu sub-branch commenced business on 23
July 2008. Meanwhile, the Group has launched a series of
structured products as well as QDIl products to expand its
wealth management business in the Mainland and at the
same time to enhance its cross-border financial services to
better serve both personal and corporate customers,

*  The estimated impact of the exchange revaluation of the Mainland operation’s capital funds included the exchange revaluation loss of Nanyang {China)'s HKD capital

funds and the revaluation gain of the RMB operating funds of the Group's ather mainland branches.

Excapt for Mainland residents
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Treasury

Restated

Half-year ended Half-year ended
30 June 30 June Increase/
HK$'m, except percentage amounts 2008 2007 (decrease)
Net interest income 3,456 2,451 +41.0%
Qther operating income 933 51 +1,729.4%
Operating income 4,389 2,502 +75.4%
Operating expenses (431) (258) +67.1%
Operating profit before impairment allowances 3,958 2,244 +76.4%

Net charge of impairment allowances on

securities investments (2,149) - N/A
Profit before taxation 1,809 2,244 -19.4%
At 30 June At 31 December Increase/
2008 2007 {decrease)
Segment assets 563,506 566,661 -0.6%
Segment liabilities 154,217 116,095 +32.8%

Note: For additional segmental information, see Mote 41 to the nterim Financial Information.

Results
The Treasury segment grew its operating income by
75.4% to HK$4,389 million year-on-year owing mainly

to the growth in both net interest income and other

operating income. Qperating profit before impairment
allowances increased by 76.4% to HK$3,958 million after
accounting for the 67.1% growth in operating expenses.
Profit before taxation declined by 19.4% owing to a net
charge of HK$2,149 million of impairment allowances on
securities investments.

The 41.0% rise in the net interest income was made
possible by higher interest spread on the debt securities
portfolio with lower funding cost as interest rate
declined.

Other operating income also rose significantly by HK$882
million to HK$933 million. This was mainly attributable to
lower marked-to-market loss on foreign exchange swap
contracts and higher income from other foreign exchange
activities driven by increased Business volume of foreign
exchange and structured deposits. Income from equity

instrument and commodities also increased, mainly driven
by the newly taunched "Equity-Linked Investments” and
higher customer demand for bullion products. A gain on
disposal of securities was recorded for the sale of Visa
Inc. shares.

Operating expenses rose by 67.1% to HK$431 million,
mainly due to higher staff costs after headcount increase
and pay rise as well as increased IT costs and depreciation
charge on computer equipment.

In the first half of 2008, further deterioration of the
capital market had an impact on the Group’s securities
investments in the US and hence the related provisions.
The Group carried out a comprehensive assessment on
its impairment charges, taking into account the relevant
criteria and other specific features of the investments,
and increased its provisions accordingly. As a result, a8 net
charge of impairment allowances on securities investments
of HK$2,149 million was made for the Group's portfolio
of US mortgage-backed securities. Following the reporting
period end, the market continues to weaken which may
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further impact the Group's securities investments. The
Group will closely monitor future market development and
proactively manage its investment portfolio.

At the end of June 2008, the Group's debt securities
investments amounted to HK$258.9 billion. 98% of the
portfolic was rated A or better*. The Group's exposures
to US subprime mortgage-backed securities, US Alt-A and
US Prime residential mortgage-backed securities amounted
to HK$1.2 billion, HK$5.2 billion and HK$24.4 biltion
respectively. Exposures to Freddie Mac and Fannie Mae,
the US mortgage agencies, totalled HK$5.5 billion.

The ratings were based on Moodys' ratings or their equivalent to the
respective issues of the debt securities. For those with na issue rating, their

issuer ratings were used.

Diversifying investment portfolio and erhancing
portfolic management

The sentiment of the capital market further deteriorated in
the first half of 2008 due to the worsening credit crunch
and liquidity concerns which meant that the operating
environment for treasury business was very challenging.
Against this backdrop, credit spread increased to the
widest level in recent years, While the Group conducted
detailed analyses and closely monitored its treasury
portfclio to ensure the overall credit risk was maintained
at an acceptable level, it also adopted appropriate
investment strategies to take advaniage of the wider

credit spread under the low interest rate environment.
By expanding investments in certain high-quality debt
securities of money centre banks, the Group not only
diversified its investment portfolio, but also improved
its investment return. Meanwhile, under the operation
of three specialised investment teams each focusing
on different markets and with the implementation of
the Asset Liability Management System last year, the
Group's investment decision-making process and portfolio
management were further enhanced. More advanced
analytical models and systems are now in place to help
maximise the return on surplus funds in the volatile
market.

Enhancing product manufacturing capabilities and
improving product cross-selling efforts

The Group continued to develop treasury products io
meet customers’ needs. In response to a volatile equity
and foreign exchange market, the Group enhanced the
varieties of its product offerings. After the launch of
its first structured notes and equity warrants last year,
the Group further expanded its product offerings by
introducing its first equity-linked nvestment products
under its own brand in January 2008. At the same time,
by cross-selling with the Corporate Banking unit, currency-
linked structured deposits were offered to major corporate
customers which helped boost the sales of structured
products significantly.

insurance

Half-year ended Half-year ended
30 June 30 June Increase/
HK$'m, except percentage amounts 2008 2007 {decrease)
Net interest income 538 346 +55.5%
Other operating income 2,955 2,441 +21.1%
Operating income 3,493 2,787 +25.3%
Net insurance benefits and claims {3.602) {2,632) +36.9%
Net operating income (109) 155 N/A
Operating expenses (69) (48} +43.8%
{Loss)/Profit before taxation (178) 107 N/A
At 30 June At 31 December InCrease/
2008 20067 (decrease)
Segment assets 27,738 24,545 +13.0%
Segment liabilities 25,982 23,182 +12.1%

Note: For additional segmental information, see Note 41 to the Interim Financial Information.
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Results

The Group's Insurance segment registered a growth of
25.3% in operating income, driven by increases in net
interest income and other operating income. However,
after accounting for the increases in net insurance benefits
and claims by 36.9% and operating expenses by 43.8%,
the segment recorded a loss before taxation of HK$178
million in the first half of 2008.

Net interest income rose by 55.5% to HK$538 million
primarily because of an increase in investments in debt
securities made by the significant growth of premium
income. Other operating income increased by 21.1% to
HK$2,955 million which was driven by the 53.4% growth
of net insurance premium income but partially offset by
the marked-to-market loss of its debt securities and equity
investments. At the same time, net insurance benefits
and claims rose by 36.9% mainly due to the growth of
new business. During the period, the segment achieved
significant growth of single premium endowment products
which created the new business strain on its current year
profitability. It was caused by the initial outlay such as
commission and reserves charged when a new policy
was written. However, the future income stream from
the related investments would gradually repay the initial
outlay and be reflected in future profit.

Assets in the Insurance segment grew by 13.0% because
of the increase in debt securities investments. Liabilities
rose by 12.1% with an increase in insurance contract
liabilities.

Driving sales by product innovation

By offering a wide range of products, the Group continued
to expand its insurance business. In the first half of 2008,
new single premium products such as the “Fortuitous
Saving Protection Plan” and “Pleasure 5-Year Saving
Protection Plan” were intraduced and received good
response from customers. A new life product targeting
SME businesses was also launched. At the same time, a
series of promotional and marketing activities were rolled
out to drive the sales of regular pay products such as the
“Companion Insurance Plan”™ and "Get-Free Insurance

*  Before group elimination
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Plan*. As a result, premium income of single and regular
pay producis* were up 56.5% and 31.2% respectively
year-on-year. BOC Life ranked number cne in the market
in terms of total new business premium in the first quarter
of 2008 and its market share as of the first quarter of
2008 was increased from end-2007.

Developing multi-channel platform

Following the establishment of BOC Life’s telemarketing
call centre in late 2007, a direct insurance specialist team
was set up in the first half of 2008 and stationed at the
Group's branches for providing customers with financial
needs analysis and cross selling life insurance products.

RISK MANAGEMENT

Banking Group

Overview

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

Risk Management Governance Structure

The Group's risk management governance structure is
designed io cover the whole process of all businesses and
ensure various risks are properly managed and controlled
in the course of conducting business. The Group has
a sound risk management organisational structure. It
implements a comprehensive set of pelicies and procedures
to identify, measure, monitor and control various risks that
may arise, These risk management policies and procedures
are regularly reviewed and modified to reflect changes in
markets and business strategies. Various groups of risk
takers assume their respective responsibilities for risk
management.

\
\
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The Board of Directors, representing the interests of
shareholders, is the highest decision-making authority
of the Group and has the ultimate responsibility for
risk management. The Board, with the assistance of
its committees, has the primary responsibility for the
formulation of risk management strategies and for
ensuring that the Group has an effective risk management
system to implement these strategies. The Risk Committee
("RC*), a standing committee established by the Board
of Directors, is responsible for overseeing the Group's
various types of risks, reviewing and approving high-level
risk-related policies and overseeing their implementation,
reviewing significant or high risk exposures or transactions
and exercising its power of veto if it considers that any
transaction should not proceed. The Audit Committee
(*AC") assists the Board in fulfilling its role in overseeing
the internal control system.

The Chief Executive ("CE") is responsible for managing
the Group’s various types of risks, approving detailed
risk management policies, and approving material risk
exposures or transactions within his authority delegated
by the Board of Directors. The Chief Risk Officer (*CRQ")
assists the CE in fulfilling his responsibilities for the day-
to-day management of risks. The CRO is responsible for
initiating new risk management strategies, projects and
measures that will enable the Group to better monitor and
manage new risk issues or areas that may arise from time
to time from new businesses, products and changes in
the operating environment. He may also take appropriate
initiatives in response to regulatory changes. The CRQO is
also responsible for reviewing material risk exposures or
transactions within his delegated authority and exercising
his power of veto if he believes that any transaction
should not proceed.

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

The Group’s principal banking subsidiaries, Nanyang and
Chiyu, are subject to risk policies that are consistent with
those of the Group. These subsidiaries execute their risk
management strategies independently and report to the
Group’'s management on a regular basis.
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Credit Risk Management

Credit risk is the risk that a customer or counterparty will
be unable to or unwilling to meet a commitment it has
entered into with the Group and will cause a financial
loss. The Chief Credit Officer (“CCO") reports directly
to the CRO and is responsible for the management of
credit risk and for the formulation of all credit policies
and procedures. Different credit approval and control
procedures are adopted according to the level of risk
associated with the customer, counterparty or transaction.
Corporate and financial institution credit applications are
independently reviewed and objectively assessed by risk
management units. A small business credit scorecard is
used to assist the credit assessment of small enterprise
credit facilities. A credit scoring system is used to process
retail credit transactions, including residential mortgage
loans, personal loans and credit cards. The Credit Risk
Assessment Committee comprising experts from the
Group's credit and other functions is responsible for
making an independent assessment of all credit facilities
which require the approval of Deputy Chief Executives
or above.

The Group's internal loan grading system divides loans
into 5 categories with reference to HKMA's guidelines,
The Risk Management Department ("RMD") provides
regular credit management information reports and ad
hoc reports to the Management Committee, RC and Board
of Directors to facilitate their continuous monitoring of
credit risk.

For investments on debt securities and securitisation
assets, the external credit rating and assessment on credit
quality of the underlying assets are used for managing
the credit risk involved. Credit limits are established on
a customer and security issuer basis. For derivatives,
the Group sets customer limits to manage the credit
risk involved and follows the same approval and control
processes as loans and advances. Ongoing menitoring and
stop-loss procedures are established.

The Group adopted a comprehensive methodology
in determining whether a particular asset/mortgage-
backed security ("ABS/MBS") was impaired. Under
the methodology, the Group would not only take into
consideration the mark-to-market (MTM) price of the
issue and its external credit rating, but also other factors
including its FICO score, vintage, collateral location,
adjustable rate mortgage {("ARM") status, delinquencies,
level of collateral protection, loan to value ratio and




prepayment speed. Having considered these factors, the
ABS/MBS issue had to further pass the required credit
enhancement coverage ratio set by the Group. This
ratio was determined by applying assumptions regarding
the default rates based on the available delinquency,
foreclosure and real estate owned (“REQ") data of the
ABS/MBS issue.

Interest Rate Risk Management

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

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

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

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

. Option risk — exercise of the options embedded
in assets, liabilities or off-balance sheet items that
can cause a change in the cashflows of assets and
liabilities

The Group's Asset and Liability Management Committee
{"ALCO") exercises its oversight of interest rate risk and
RC sanctions the interest rate risk management policies
formulated by ALCO. The interest rate risk is identified
and measured on a daily basis. The Treasury Department
(“TD") manages the interest rate risk according to the
established policies. The Finance Department {“FD")
closely monitors the related risks and the results are
reported to ALCO regularly. RMD reviews the policies,
guidelines and limits proposed by the TD.

Gap analysis is one of the tools used to measure the
Group’s exposure to repricing risk. This provides the
Group with a static view of the maturity and repricing
characteristics of its balance sheet positions. The Group
uses interest rate derivatives to hedge its interest rate
exposures and in most cases, plain vanilla interest rate
swaps are used.

MANAGEMENT'S DISCUSSION AND ANALYSIS

Sensitivities of earnings and economic value to interest
rate changes {Earnings at Risk and Economic Value at
Risk) are assessed through a hypothetical interest rate
shock of 200 basis points across the yield curve on both
sides. Earnings at Risk and Economic Value at Risk are
controlled respectively within an approved percentage
of the projected net interest income for the year and the
latest capital base as sanctioned by RC. The results are
reported to ALCO and RC on a reqular basis.

The impact of basis risk is gauged by the projected change
in net interest income under scenarios of imperfect
correlation in the adjustment of the rates earned and paid
on different instruments. Ratios of assets to liabilities with
similar pricing basis are established 10 monitor such risk,

Stress test on yield curve risk is performed to assess
the impact on earnings and economic value due to
the steepening or flattening of the yield curve. The
impact of optionality of demand and savings deposits
and prepayment of mortgage loans is also assessed
under different stress test scenarios. The prepayment
risk of ABS/MBS is assessed by the impact on earnings
and economic value using the sensitivity of extended/
contracted weighted average life.

Market Risk Management

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

Market risk management framewark

Market risk is managed within various major risk limits
approved by the RC, including risk positions and/or risk
factor sensitivities. Since April 2007, BOCHK has also
formally applied Value-at-Risk (VAR) limit as a daily risk
management too). These overall risk limits are divided into
sub-limits by reference to different risk products, including
interest rates, foreign exchange rates, commodity prices
and equity products. Transactions are classified into
different risk product categories according to the
prominent type of risk inherent in the transactions.
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WMIANAGBENENT S DISLUSSIUN AND ANALY SIS

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

The Group’s control of market risk is based on restricting
individual operations to trading within various market

risk limits approved by the RC, and a list of permissible
instruments authorised by senicr management, as well as
enforcing rigorous new product approval procedures to
ensure that all risks that arise are thoroughly identified,
properly measured and adequately controlled.

The Group also uses VAR technique to measure potential
losses and market risks of its trading book for reporting to
the RC and senior management on a periodic basis. VAR is
a statistical technique which estimates the potential losses
that could occur on risk positions taken over a specified
time horizon within a given level of confidence.

The Group has changed its VAR calculation from a
variance/co-variance basis to historical simulation basis
with effect from April 2007. The Group uses historical
movements in market rates and prices, a 99% confidence
level and a 1-day holding period to calculate portfolio and
individual VAR. Movements in market prices are calculated
by reference to market data from the last two years,

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

Minimum for ~ Maximum for Average for

At 30 June the first half the first half the first half

HK$'m 2008 of 2008 of 2008 of 2008
VAR for all market risk 6.3 3.0 7.8 . 5.2
VAR for foreign exchange risk products 5.7 2.8 7.3 4.6
VAR for interest rate risk products 3.3 1.0 3.8 2.1
VAR for equity risk products 0.2 0.2 2.8 0.6
VAR for commodity risk products 0.0 0.0 0.5 0.1
Minimum for Maximum for Average for

At 30 June the first half the first half the first half

HK$'m 2007 of 2007 of 2007 of 2007
VAR for all market risk 2.8 1.4 4.8 31
VAR for foreign exchange risk products 35 1.0 52 34
VAR for interest rate risk products 1.3 0.7 3.1 1.8
VAR for equity risk products 0.3 0.1 0.6 03
VAR for commodity risk products 0.0 0.0 0.4 01

1 Structural FX positions have been excluded.

2 Revenues from structural FX positions and back to back transactions have been excluded
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In the first half of 2008, the average daily revenue? of
BOCHK earned from market risk-related trading activities
was HK$6.0 million (first half of 2007: HK$2.6 million}.

Although a valuable guide to risk, VAR should always be
viewed in the context of its limitations. For example:

- -the use of historical data as a proxy for estimating
future events may not encompass all potential
events, particularly those which are extreme in
nature; '

- the use of a one-day holding period assumes that
all positions can be liquidated or hedged in one
day. This may not fully reflect the market risk
arising at times of severe ilhquidity, when a one-
day holding period may be insufficient to liquidate
or hedge all positions fully;

- the use of a 99 per cent confidence level, by
definition, does not take into account losses that
might occur beyond this level of confidence; and

- VAR is calculated on the basis of exposures
outstanding at the close of business and therefore
does not necessarily reflect intra-day exposures.

The Group recognises these limitations by augmenting
its VAR limits with other position and sensitivity limit
structures. Additionally, the Group applies a wide range
of stress testing, both on individual portfolios and on the
Group's consolidated positions. Stress testing programme
of the trading book includes sensitivity testing on changes
in risk factors with various degrees of severity, as well as
scenario analysis on historical events including the 1997
Asian Crisis and the 11 September event in the United
$tates in 2001. The Group’s stress-testing regime provides
senior management with an assessment of the financial
impact of identified extreme events an the market risk
exposures of the Group.

Liquidity Risk Management

The aim of liquidity management is to enable the Group
to meet, even under adverse market conditions, all its
maturing repayment obligations on time, and to fund
all its asset growth and strategic opportunities without
forced liquidation of its assets at shart notice.

MANAGEMENTDS DIDLCUSSION AND ANALY 21D

The Group funds its operations principally by accepting
deposits from retail and corporate depositors. In addition,
the Group may issue certificates of deposit to secure
long-term funds. Funding may also be secured through
adjusting the asset mix in the Group's investment
portfolio. The Group uses the majority of funds raised to
extend loans, to purchase debt securities or to conduct
interbank placements.

The Group monitors the liquidity risks using cash flow
analysis (under normal condition and stress conditions
respectively) and by examining deposit stability,
concentration risk, mismatch ratios, loan-to-deposit
ratio and liquidity profile of the investment portfolio.
The primary objective of the Group's asset and liability
management strategy is to achieve ogtimal returns while
ensuring adequate levels of liquidity and capital within an
effective risk control framework and ALCO is responsible
for establishing these policy directives (including the
liquidity contingency plan), and RC sanctions the liquidity
management policies, TD manages the liquidity risk
according to the established policies. FD monitors the
Group's liquidity risks and reports to ALCO regularly.
RMD reviews the policies, guidelines and limits proposed
by the TD.

Operational Risk Management

Operational risk is the risk of loss resulting from inadequate
or faited internal processes, people and systems, or from
external events,

The Group has put in place an effective internal control
process which requires the establishment of detailed
policies and contral procedures for all the key activities.
Proper segregation of duties and authorisation is the
fundamental principle followed by the Group. RMD
formulates corporate-level policies and procedures
concerning operational risk management which are
approved by RC. The management cf respective business
lines is responsible for managing and reporting operational
risks specific to their business units by applying the
respective tools such as key risk indicators, self assessment
and operational risk events reporting mechanism to
identify, assess and contro! the risks inherent in their
business processes, activities and products. These are
followed by pericdic monitoring and ongoing review of
changes by RMD. Besides the current operational risk
status, trends derived from historical data are served as

Interim Report 2008 BOC Hong Kang (Holdings} Limited




MANAGEMENT"S DISCUSSION AND ANALYSIS

alert on potential risks. RMD evaluates the operational
risk profile, records operational risk data and reports
operational risk issues to RC and senior management. The
Group also takes out insurance to mitigate unforeseeable
operational risks.

Business continuity plans are in place to support business
operations in the event of emergency or disaster.
Adequate backup facilities are maintained and periodic
drills are conducted.

Reputation Risk Management

Reputation risk is the risk that negative publicity regarding
the Group's business practices, whether genuine or not,
will cause a potential decline in the customer base or lead
to costly litigation or revenue erosion. Reputation risk is
inherent in every aspect of business operation and covers
a wide spectrum of issues.

In order to mitigate reputation risk, the Group has
formulated its Reputation Risk Management Policy that
is diligently implemented. This policy provides guidance
to prevent and manage reputation risk proactively at an
early stage. It requires constant monitoring of external
reputation risk incidents and published failures of risk
incidents in the financial industry.

Legal and Compliance Risk Management

Legal risk is the risk that unenforceable contracts, lawsuits
or adverse judgments may disrupt or otherwise negatively
affect the operation or financial condition of the Group.
Compliance risk is the risk of legal or regulatory sanctions,
financial loss, or loss to reputation a bank may suffer as
a result of its any failure to comply with all applicable
laws and regulations. By establishing and maintaining
appropriate policies and guidelines, the CRO, working
through the Legal and Compliance Department, is
responsible for proactively identifying and managing
these risks.

Strategic Risk Management

Strateqic risk generally refers to the risks that may induce
immediate or future negative impact on the financial and
market positions of the Group because of poor strategic
decisions, improper implementation of strategies and lack
of response to the market.

m BOC Hong Kong (Holdings) Limited  interim Report 2008

The Board of Directors reviews and approves the policy
for the management of strategic risks. Key strategic issues
have to be fully evaluated and broperly endarsed by the
senior management and the Board.

Capital Management

The major objective of capital management is to maximise
total shareholders’ return while maintaining a capital
adequacy position commensurate with the Group's overall
risk profile, The Group pericdically reviews its capital
structure and adjusts the capital mix where appropriate
to achieve the targeted weighted average cost of capital.
ALCO monitors the Group’s capital adequacy. The Group
has complied with all the statutory capital standards for
all the periods.

To comply with HKMA's requirements as stated in the
Supervisory Policy Manual "Supervisory Review Process”,
the Group has implemented its internal capital adequacy
assessment process ("ICAAP"). Using the statutory
minimum capital adequacy ratio ("CAR"), 8%, as a
starting point, extra capital (capital add-on) needed to
cover the risks not captured under Pillar | was assessed.
Scorecard methodology has been used to evaluate the
Group’s risk profile in order to assess the capital add-on
and determine the minimum CAR. An Operating CAR
Range has also been established which incorporates the
need for future business growth and efficiency of capital
utilisation,

Stress Testing

The Group supplernents the analysis of various types of
risks with stress testing. Stress testing is a risk management
tool for estimating the Group's risk exposures under
stressed conditions arising from extreme but plausible
market or macroeconomic movements. These tests are
conducted on a regular basis and ALCO monitors the
results against limits approved by RC, Stress test results
are also reported to the Board and RC regularly.

BOC Life Insurance

The principal activity of BOC Life's business is the
underwriting of long-term insurance business in life and
annuity, linked long-term business and retirement scheme
management in Hong Kong. Major types of risks inherent




in the BOC Life's insurance business include insurance risk,
investment risk, interest rate risk and credit risk. BOC Life
manages these risks independently and reports to RC on
a regular basis. The key risks of its insurance business and
related risk control process are as follows:

Insurance Risk Management

BOC Life is in the business of insuring against the risk of
mortality, morbidity, disability, critical illness, accidents
and related risks. BOC Life manages these risks through
the application of its underwriting policies and reinsurance
arrangement.

The underwriting strategy is intended to set premium
pricing at an appropriate level that corresponds with the
underlying exposure of the risks underwritten. Screening
processes, such as the review of health condition and
family medical history, are also included in BOC Life's
underwriting procedures.

Within the insurance process, concentrations of risk
may arise where a particular event or series of events
could impact heavily upon BOC Life's liabilities. Such
concentrations may arise from a single insurance contract
or through a small number of related contracts, and relate
to circumstances where significant liabilities could arise.

For the in-force insurance contracts, most of the
underlying insurance liabilities are related to endowment
and unit-linked insurance products. For most of the
insurance policies issued by it, BOC Life has a retention
limit on any single life insured. BOC Life reinsures the
excess of the insured benefit over the limit for standard
risks (from a medical point of view) under an excess of
loss reinsurance arrangement. BOC Life does not have in
place any reinsurance for contracts that insure against
survival risk.

Uncertainty in the estimation of future benefit payments
and premium receipts for long-term insurance contracis
arises from the unpredictability of long-term changes
in overall levels of mortality. In order to assess the
uncertainty due to the mortality assumption and lapse
assumption, BOC Life conducts mortality study and lapse
study in order to determine the appropriate assumptions.
In these studies, consistent results are reflected in both
assumptions with appropriate margins.

MANAGEMENT'S DISCUSSION AND ANALYSIS

Investment Risk Management

The primary investment objective of BOC Life is to
generate returns adequately match its insurance liabilities.
Movements in market rates such as an increase in interest
rates may result in a depreciation of the value of the bond
portfolio. A fall in equity market may impact the value of
assets or return on investments, BOC Life has an approved
market risk mandate and documented procedures 1o
ensure that exposures remain within the mandate and
its investment management process is moenitored by its
Investment Committee.

Interest Rate Risk Management

The main risk that BOC Life faces cue to the nature of
its investment and liabilities is interest rate risk. BOC
Life manages these positions within an asset liability
management (*ALM"} framework that has been developed
to achieve long-term investment returns in excess of its
obligations under insurance contracts. For each distinct
category of liabilities, a separate portfolio of assets is
maintained. The principal technigue of ALM is to match
assets with the liabilities arising from insurance contracts
by reference to the types of benefits payable to contracts
holders.

Counterparty Risk Management

BOC Life has exposure to counterparty risk, which is the
risk that a counterparty will be unable to pay amounts
in full when due. Key areas where BOC Life's insurance
business is exposed to include:

- counterparty risk with respect to structured
products transactions and debt securities

- reinsurers’ share of insurance unpaid liabilities

- amounts due from re-insurers in respect of claims
already paid

- amount due from insurance contract holders

- amount due from insurance intermediaries

BOC Life manages counterparty risk by placing limits on
its exposure to each investment counterparty or group of

counterparties. Such limits are subject to annual or more
frequent review by the management.
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CONDENSED CONSOLIDATED INCOME STATEMENT

(Unaudited)
Half-year ended
30 June 2008

(Unaudited)
Half-year ended
30 June 2007

Notes HKS'm HK$'m
lnterest income 18,105 21,484
Interest expense (8,076) (12,581)
Net interest income 4 10,029 8,903
Fees and commission income 3,845 3,439
Fees and commission expenses (946) (807)
Net fees and commission income 5 2,899 2,632
Net trading income 1,237 417
Net loss on financial instruments designated at fair value
through profit or loss (1.484) {394)
Net gain on investment in securities 7 128 2
Net insurance premium income 4,501 2,933
Other operating income 9 331 199
Total operating income 17,641 14,692
Met insurance benefits and claims 10 (3,602} (2,632)
Net operating income before impairment allowances 14,039 12,060
Net {charge)/reversal of impairment allowances 11 (2,227) 166
Net operating income 11,812 12,226
Operating expenses 12 {4,088) (3,418)
Operating profit 7,724 8,808
Net gain from disposal of/fair value adjustments on
investment properties 13 710 416
Net {loss)/gain from disposal/revaluation of properties,
plant and equipment 14 (8) 5
Share of profits less losses of associates 8 (2)
Profit before taxation 8.434 9,227
Taxation 15 (1,253) (1,599)
Profit for the period 7,181 7,628
Attributable to:
Equity holders of the Company 7,088 7,466
_Minority interests 93 162
7,181 7,628
Dividends 16 4,631 4,525
HK$ HK$
Earnings per share for profit attributable to the
equity holders of the Company 17 0.6704 0.7062

The notes on pages 47 to 114 are an integral part of this interim financial information.
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CONDENSED CONSOLIDATED BALANCE S5HEET

{Unaudited) (Audited)
At 30 June At 31 December
2008 2007
Notes HKS$'m HK$'m
ASSETS
Cash and balances with banks and other financial institutions 20 188,452 159,065
Placements with banks and other financial institutions maturing
between one and twelve months 50,689 53,154
Financial assets at fair value through profit or loss 21 37,282 34,440
Derivative financial instruments 22 21,397 14,477
Hong Kong SAR Government certificates of indebtedness 32,430 32,770
Advances and other accounts 23 487,012 420,234
Investment in securities 24 262,697 301,183
Interests in associates 89 83
Investment properties 25 8,634 8,058
Properties, plant and equipment 26 25,230 23,293
Deferred tax assets 32 93 23
QOther assets 27 13,163 20,857
Total assets 1,127,168 1,067,637
LIABILITIES
Hong Kong SAR currency notes in circulation 32,430 32,770
Deposits and balances of banks and other financial institutions 81,625 60,599
Financial liabilities at fair value through profit or loss 28 12,113 11,405
Derivative financial instruments 22 17,705 11,092
Deposits from customers 29 819,110 793,606
Debt securities in issue at amortised cost 2,756 2,089
Other accounts and provisions 30 24,875 33,344
Current tax liabilities 1,862 1,210
Deferred tax liabilities 32 3,953 3,967
Insurance contract liabilities 33 25,070 22,497
Subordinated liability 34 8,150 -
Total liabilities 1,029,649 972,579
EQUITY
Share capital 35 52,864 52,864
Reserves 36 42,183 39,978
Capital and reserves attributable to the equity holders
of the Company 95,047 92,842
Minority interests 2,472 2,216
Total equity 97,519 95,058
Total liabilities and equity 1,127,168 1,067,637

The notes on pages 47 to 114 are an integral part of this interim financial information.
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CONDENODED CONSOLIDAIED STAIEMMIENT OF CHANGES IN EQUITY

(Audited)
Aitributable to equity holders of the Company
Reserve for
fair vahie
Premises  changes of
Share  revaluation  avalkblefor-  Regqulatory  Translation Retained Minority Total
capital reserve  sale sequrities reserve* Tesarve eamings Total interests equity
HEY'm HKS'm RK§'m 34 ¥i HKE'm HKS'm HKS'm HKY'm HES'm
AL 1 January 2007 52 864 6,040 {i19) 340 - 05 84,695 1,985 86,640
Net profit for the first hatf of 2007 - - - - - 7,466 7.466 i62 1628
Currency translation difference - - - - 6 - 6 - §
2006 {inal dwidend paid - - - - - (4,726) {4,726} {79 {4,805)
Revaluation of premises - 1,968 - - - - 1,168 1 1,175
Release upon disposal of premises - {2 - - - ? - - -
Change in fair value of availzble-for-sale securities
1aken 1o equily - - {625} - - - {625 - (625)
Amortisation with respect to available-for-sale sacurities
transferred to held-fo-maturity securities - - 10 - - (70) (60) - (60}
Refease of reserve upon disposal of available-for-sale
securities - - (56) - - 1 (5%) 3 (52)
Release {to)rom deferred tax ligbilities - {194} 14 - - - (80} ] 8
Transfer from retained eamings - - - 351 - (351} - - -
At 30 lune 2007 52,864 1012 {672) 3572 b 24,567 87,143 1016 89,825
Company and subsidiaries 57 864 m (872l 3an § 4526 82,008
Assoxiates - - - - - 4] 4
52,864 7012 (613} 3972 6 24,567 87,145
A1 Juty 2007 52,564 10 1672 3972 b 24507 87,749 207 80825
Wet profit for the secand half of 2007 - - - - - 7,380 7380 09 8,189
Curency translation difference - - - - 8 - 8 - ]
2007 interim dividend paid - - - - - 4,529) {4.529) (73 {4,603)
Revaluation of premises - 1,742 - - - - 1,042 10 1,752
Release upon disposal of premises - 21 - - - bl - - -
Change in fair value of available-fov-sale securities
teken 1o equity - - {143) - - - {143) 3 {140)
Amortisation with respet to avaitable-for-sate securitias
tianstersed 1o helg-{o-maturity securities - - 1 - - (45) (a3t - (43)
Net impairment charges ransferved ta peofit or boss - - 289 - - - 8 - 29
Release of reserve upon disposal of available-for-sale
sequrilies - - 3 - - {i} N 3 69
Release to defered tax fabilities - {282) {8 - - - {287} i {288)
Transfer from retained earnings - - - 158 - (158) - - -
A1 31 Degember 2007 52,864 8,451 {458) 4,130 14 27839 92,842 2.6 95,058
Company and subsiciaries 52,864 8,451 {456) 4130 14 7,79 92,797
Associates - - - - - £ 45
52,864 8451 {456} 4130 14 27,839 92,842
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CONDENSED CONSOLIDATED STATEMENT OF CHANGES IN EQUITY

{Unaudited)
Attributable to equity holders of the Company
Reserve for
fair value
Premises  changes of
Share  revaluation available-for-  Regulatory  Tramslation  Retained Minority Total
capital reserve sale securities  reserve! reserve earnings Total interests equity
HKS'm HX$'m HKS'm HKS'm HKS'm HK$'m HKS'm HKS'm HKS'm
At 1 January 2008 52,364 8451 (456) 4130 L} 7,839 92,842 L6 95,058
Net profit for the first half of 2008 - - - - - 7,088 7,088 93 FALS
Currency translation ditfarence - - - - 193 - 198 1 199
2007 final dividend paid - - - - - (5.149) (5.149) {16m {5,256)
Revalisation of peemises - 2,148 - - - - PAL 5 2173
Release upon disposal of premises - ) - - - P ] - - -
Change in fair value of avalable-for-sale securities
taken to eguity - - 3. - - - 3210 3 (3.214)
Amoftisation with respect to available-for-sale securities
transferred to hekd-lo-maturity sequrities - - - - - (4 ] - )
Net impairment charges iransferred to profit of loss - - 1.187 - - - 1,181 - 1,187
Retease of reserve upon disposal of available-for-sale
securities - - 17 - - - 17 - 11
Release (tapfrom deferred tax libilities - (263) LU} - - - (23} 1] an
Transfes from retained earnings - - - 430 - {490} - - -
Increase in minority interests arising from capital issuance
of a subsidiary - - - - - - - U5 U5
A1 30 June 2008 52,864 10313 {2.229) 4,620 1 29,267 95,047 1412 97,519
Company and subsidiaries 52,564 10313 2.9 4,520 n2 1,216 94,99
Associates - - - - - 51 51
52,564 10,313 (2.12%) 4620 2 29,267 95,041
Representing.
2008 interim dividend propesed iNote 16) 4,631
Others 14,636
Retained eamings as a1 30 June 2008 | 29,267

*  In accordance with the requirements of the HKMA, the amounts are set aside for general banking risks, including future losses or other unfareseeable risks, in addition
10 the loan impairment allowances recognised under HKAS 39,

The notes on pages 47 to 114 are an integral part of this interim financial information.
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CUNDENOED CUNOULIDAIED CAOH FLUW SIAIENVIENT

(Unaudited)
Half-year ended
30 June 2008

(Unaudited)
Half-year ended
30 June 2007

Notes HKS$'m HK$'m

Cash flows from operating activities

Operating cash inflow before taxation 37(a) 44,380 11,322

Hong Kong profits tax paid (645) (545)

Overseas profits tax paid (67) (44)
Net cash inflow from operating activities 43,668 10,733
Cash flows from investing activities

Purchase of properties, plant and equipment (217) (287)

Proceeds from disposal of properties, plant and equipment 1 16

Proceeds from disposal of investment properties 98 80

Proceeds from dissolution of an associate - 1

Dividends received from associates 2 2
Net cash outflow from investing activities {116) (188)
Cash flows from financing activities

Dividends paid to equity holders of the Company (5,149) (4,726)

Dividends paid to minority shareholders (107) (79)

Proceeds from capital issuance of a subsidiary 245 -

Proceeds from subordinated labifity 8.144 -
Net cash inflow /{outflow) from financing activities 3,133 {4,805}
Increase in cash and cash equivalents 46,685 5,740
Cash and cash equivalents at 1 January 152,070 128,257
Cash and cash equivalents at 30 June 37(b) 198,755 133,997

The notes on pages 47 to 114 are an integral part of this interim financial information.
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NOTES TO THE INTERIM FINANCIAL INFORMATION

1. Basis of preparation and accounting policies
Basis of preparation
The unaudited interim report has been prepared in accordance with HKAS 34 "interim Financial Reporting” issued
by the HKICPA.

Accounting policies

The accounting policies and methods of computation used in the preparation of the unaudited interim report are
consistent with those used in the Group's financial statements for the year ended 31 December 2007 and should
be read in conjunction with the Group's Annual Report for 2007.

2. Critical accounting estimates and judgements in applying accounting polices
The Group rakes estimates and assumptions that are consistent with those used in the Group’s financial statements
for the year ended 31 December 2007.

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 ris<s are credit risk, market risk (including currency and interest rate risk} and liquidity risk. This note
summarises the Group’s exposures to these risks.

3.1 Credit risk
Gross loans and advances
{(a} Impaired advances
A financial asset is 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 financial asset that can be reliably estimated.

If there is objective evidence that an impairment loss on loans 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 financial asset. Objective evidence that a financial asset is
impaired includes observable data that comes to the attention of the holder of the asset about the
loss events.
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NUTES TO THE INTERIM FINANLUIAL INFORMIATIUN

3. Financial risk management {continued)
3.1 Credit risk (continued)
Gross loans and advances (continued}
(a) impaired advances (continued)

At 30 June At 31 December
2008 2007
HK$'m HK$'m
Gross impaired advances to customers 649 697
Individually assessed loan impairment allowances
made in respect of such advances 416 381
Current market value of collateral held against the
covered portion of advances to customers 441 559
Covered portion of advances to customers 335 410
Uncovered portion of advances to customers 314 287
Gross impaired advances to customers as a
percentage of gross advances to customers 0.17%

0.14%

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

respect of impaired advances.

Classified or impaired advances to customers are analysed as follows:

At 30 June At 31 December

2008 2007

HK$'m HK$'m

Gross classified or impaired advances to customers 1,607 1.803
Gross classified or impaired advances to customners

as a percentage of gross advances to customers 0.44%

0.34%

Classified or impaired advances to customers follow the definitions set out in the Banking (Disclosure)

Rules and represent advances which are either classified as “substandard”, "doubtful” or “loss”

under the Group's classification of toan quality, or individually assessed to be impaired.

m BOC Hong Kong (Holdings) Limited  Interim Report 2008




3.

Financial risk management (continued)
3.1 Credit risk {continued)
Gross loans and advances (continued)

{b)

Advances overdue for more than 3 months

NUITEY T THE INTERIYI FINANLIAL INRPURIVIAT AN

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.

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

At 30 June 2008 At 31 December 2007
% of gross % of gross
advances to advances to
Amount customers Amount customers
HK$'m HK$'m
Gross advances to customers
which have been overdue for:
- six months or less but over
three months 171 0.03% 242 0.06%
- one year or less but over
six months 184 0.04% 163 0.04%
— over one year 619 013% 652 0.16%
Advances overdue for over
three months 974 0.20% 1,057 0.26%
Individually assessed loan
impairment allowances made
in respect of such advances 345 305
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NOTES TO TRE INTERIM FINANCIAL INFORMATION

3. Financial risk management (continued)
3.1 Credit risk (continued)
Gross loans and advances (continued)
[{s)] Advances overdue for more than 3 months (continued)

At 30 June At 31 December
2008 2007
HKS'm HKS'm

Current market value of collateral held against the
covered portion of advances to customers 1,922 1,970
Covered portion of advances to customers 723 847
Uncovered portion of advances to customers 251 210

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

As at 30 June 2008 and 21 December 2007, there were no advances to banks and other financial
institutions that were overdue for more than three months.

{c} Rescheduled advances

At 30 June 2008 At 31 December 2007
% of gross % of gross
advances to advances to
Amount customers Amount customers
HKS$'m HK$'m
Rescheduled advances to
customers net of amounts
included in advances overdue
for more than 3 months 116 0.02% 186 0.05%

As at 30 June 2008 and 31 December 2007, there were no rescheduled advances to banks and
other financial institutions.

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

3. Financial risk management (continued)
3.1 Credit risk (continued)
Gross loans and advances {continued)
(d) Concentration of advances to customers
(i} Sectoral analysis of gross advances to customers
The information concerning gross advances to customers has been analysed into loans used
inside or outside Hong Kong by industry sectors of the borrowers as follows:
At 30 lune 2008
Individuaty  Collectively
% Covered by assessed assessed
Gross  collateral or  Classified or impairment  impairment
advances other security impaired Overdue*  allowances  allowances
HKS'm HKS'm HKS'm HKS'm HKS'm
Loans for use in Hoag Kong
Industrial, commercial and financial
- Froperty development 19,195 31.78% 6 1 3 51
- Progerty investment 72,1489 87.85% 9 643 77 200
| - Financial concerns 13500 7.00% - 8 - )|
| - Stockbrokers m 14.66% - - - -
- Wholesale and retail trade 16273 60.16% Iy 352 94 L)
' - Manufacturing 16313 57.88% 13 59 4 5
- Transport and iransport
equipment 0,288 0.60% 2 10 1 62
- Recreational activities 5 92.16% - - - -
| - Information technology 8,244 n.19% - 1 - n
- Others 26,158 36.58% 8 450 1 n
Individuals
- Loans for the purchase of flats
ir Home Owneeship Scheme,
| Private Sector Particpation Scheme
and Tenants Purchase Scheme 14129 99.90% " 501 b 1
- Loans for purchase of ather
residential properties 116,148 99.96% 193 1,547 1 n
- Credit card advances 5,666 - 5 1,267 - 62
- Others 11,861 79.61% 94 543 2 15
Total loans for use in Hong Kong ELYR I 12.06% 1,092 5,698 28 h
Trade finance 31,683 32.44% 145 44 11 95
Loans for use outside Hong Keng 101,677 34.54% 369 LYF) n 02
Gross advances {0 customers 475,587 61.40% 1,607 6,611 416 1,108
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NOTES TO THE INTERIM FINANCIAL INFORMATION

3. Financial risk management {continued)
3.1 Credit risk (continued)
Gross loans and advances (continued)
{c} Concentration of advances to customers (continued)

(i} Sectoral analysis of gross advances to customers (continued)
At 31 December 2007
Individually ~ Collectively
% Cavered by assessed assessed
Gross  collaterdl o Classified or impaiment  impaiment
advances  other security impaired verdue* allowances allowances
BK'm HK$'m HK§'m HK§'m HKS'm

Loans for use in Hong Kong

industrial, commercia! and finanial

- Property development 17979 13.971% 16 i8 3 52
- Property iavestment 65,963 86.50% 343 961 i4 187
- Financial concerns 12,345 6.05% - 14 - 43
- Stackbrokers Ml 12.10% - - - -
- Wholesale and retail trade ) 13,572 65.05% 238 382 85 41
- Manufacturing 14,468 52.08% 138 550 £ 48
- Transport and transport equipment 1 FRILY 3 5 | &
- Recreational activities Bl 9353% - - - -
- Information technology L00% 37.39% - 2 - b
- Others 21,046 41.70% 50 584 16 65
Indrviuals

-~ Loans for the purchase of ffats

in Home Ownership Scheme,
Private Sector Participation Scheme
and Tenants Purchase Scheme 11,969 99.78% 129 599 8 13
- Loans for purchase of other
residential properties 105,583 95.87% 3 2,078 18 81
- Credit card advances 5,761 - 3 15 - 63
- Cthers 10,708 79.51% 19 34 50 14
Total foans for use in Hong Kong 305,677 1131% 1383 571 32 673
Trade finange 14,275 A0.N% 105 395 B n
Laans for use outside Kong Kang 83,110 38.76% 315 s 6 54
(ross advances to Customers 413,062 fd.64% 1,803 6,546 38i 1,004

*  Advances with a specific repayment date ate classified as overdue when the principal or interest is past due and remains
unpaid.
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NOTES TO THE INTERIM FINANCIAL INFORMATION

3. Financial risk management (continued)
3.1 Credit risk (continued)
Gross loans and advances (continued)
{d) Concentration of advances to customers (continued)
(ii} Geographical analysis of gross advances to customers and overdue advances
The following geographical analysis of gross advances to customers and overdue advances
is based on the location of the counterparties, after taking into account the transfer of risk

in respect of such advances where appropriate.

Gross advances to customers

At 30 June At 31 December
2008 2007
HK$'m HKS$'m
Hong Kong 391,429 351,102
Mainland China 57.858 39,050
Others 26,300 22,910
‘ 475,587 413,062
i Collectively assessed loan impairment
5 allowances in respect of the gross
‘ advances to customers
’ Hong Kong 895 827
Mainland China 155 124
‘ Others 58 53
. 1,108 1,004
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NOTES TO THE INTERIM FINANCIAL INFORMATION

3.

Financial risk management (continued)
Credit risk (continued)
Gross loans and advances (continued)

3.1

()

Concentration of advances to customers (continued)

{in

Geographical analysis of gross advances to customers and overdue advances {continued)

Overdue advances

At 30 June At 31 December
2008 2007
HKS'm HK$'m
Hong Kong 6,050 6,221
Mainland China 415 278
Others 146 47
6,611 6,546
Individually assessed loan impairment
allowances in respect of the overdue
advances
Hong Kong 319 284
Mainland China 56 46
Others 10 pl
385 332
Collectively assessed loan impairment
allowances in respect of the overdue
advances
Hong Keng 59 60
Mainland China 7 10
Others 1 -
67 70

BOC Hong Kong {Holdings} Limited  Interim Report 2008




3.

NOTES TO THE INTERIM FINANCIAL INFORMATION

Financial risk management (continued)
Credit risk (continued)
Gross loans and advances {continued)

3.1

(d}

Concentration of advances to customers (continued)

(i)

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

Classified or impaired advances

At 30 June At 31 December
2008 2007
HK$'m HKS'm
Hong Kong 1,373 1,572
Mainland China 234 223
Others - 8
1,607 1,803
Individually assessed loan impairment
allowances in respect of the classified
or impaired advances
Hong Kong 355 333
Mainland China 61 46
Others - 2
416 381
Collectively assessed loan impairment
allowances in respect of the classified
or impaired advances
Hong Kong 22 19
Mainland China 4 6
26 25

Repossessed assets

The estimated market value of repossessed assets held by the Group as at 30 June 2008 amounted to
HK$223 million (31 December 2007: HK$116 million). They comprise properties in respect of which the
Group has acquired access or controd (e.g. through court proceedings or voluntary actions by the borrowers
concerned) for release in full or in part of the obligations of the borrowers.
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NOTES TO THE INTERIM FINANCIAL INFORMATION

3.  Financial risk management (continued)
3.1 Credit risk (continued)
Debt securities
The table below represents an analysis of the carrying value of investment in securities by credit rating and
credit risk characteristic, based on Moody's ratings or their equivalent to the respective issues of the debt

securities.
At 30 June 2008
US mortgage related*
Subprime Alt-A Prime Others** Total
HK$'m HK$'m HKS$'m HK$'m HK$'m
Aaa 1,213 5110 24,297 50,369 80,989
Aal to Aa3 - 101 - 96,857 96,958
Al to A3 30 - 53 26,055 26,138
Lower than A3 - - - 2,1 2,771
Unrated - - - 52,028 52,028
1,243 5211 24,350 228,080 258,884
At 31 December 2007
US mortgage related*
Subprime Alt-A Prime Others** Total
HK$'m HK$'m HKS$'m HK$'m HK3'm
Aaa 4,118 6,567 29,014 54,673 94,372
Aal to Aa3 - - - 88,952 88,952
Al to A3 - - - 27,062 27,062
Lower than A3 - - - 2,772 2,772
Unrated - - - 83,445 83,445
4,118 6,567 29,014 256,904 296,603

. Representing those securities relating to residential mortgage.
e Including exposures to Freddie Mac and Fannie Mae.
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3.

NOTES TO THE INTERIM FINANCIAL INFORMATION

Financial risk management (continued)

3.1

Credit risk (continued)

Debt securities {continued)}

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

At 30 June At 31 December

2008 2007

HKS$'m HK$'m

Aza 8,355 16,917
Azl to Aa3 32,313 47,998
Al to A3 9,058 7.663
Lower than A3 448 490
Unrated 1,854 10,377
52,028 83,445

The Group defines US subprime mortgage related debt securities as those that are supporied by US residential
subprime mortgage loans to borrowers. As at 30 June 2008, the Group's exposure 1o the US subprime
mortgage market was limited to investments in the US subprime mortgage related debt securities.

With regard to risk management of the debt securities, the Group analyses important factors of its US
mo-tgage asset-backed securities such as different vintages, delinquency rates, credit ratings and underlying
mortgage pools.

The Group's impairment allowances on available-for-sale and held-to-maturity debt securities held at 30
June 2008 amounted to HK$1,308 million and HK$2,281 million respectively {31 December 2007: HK$190
miiion and HK$1,682 million). The carrying values of the available-for-sale and held-to-maturity debt
securities considered impaired as at 30 June 2008 were HK$4,785 million and HK$5,947 million respectively
{31 December 2007: HK$556 million and HK$3,738 million).

Inc.uded in the above were impairment allowances on US subprime mortgage related debt securities held
at 30 June 2008 amounting to HK$450 million (31 December 2007: HK3$1,253 miliion) and the carrying
valae of these impaired securities as at 30 June 2008 amounted to HK$894 million (31 December 2007:
HK$2,856 million}.

The Group’s impairment allowances on US Alt-A mortgage backed securities held at 30 June 2008 amounted
to HK$1,229 million (31 December 2007: HK$573 million). The carrying valug of these impaired securities
as at 30 June 2008 was HK$3,215 million {31 December 2007: HK$1,380 million).

The Group's impairment allowances on US prime mortgage backed securities held at 30 June 2008 amounted
to HK$1,910 million (31 December 2007: HK$46 million). The carrying value of these impaired securities as

at 30 June 2008 was HK$6,622 million (31 December 2007: HK$58 million).

As at 30 June 2008 and 31 December 2007, there were no overdue debt securities.
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NOTES TO THE INTERIM FINANCIAL INFORMATION

3. Financial risk management (continued)
3.2 Market risk
VAR
The following table sets out the VAR for all trading market risk exposure' of BOCHK.

Minimum for Maximum for Average for
the first half the first half the first half

HKE'm At 30 June of year of year of year
VAR for all market risk - 2008 6.3 30 7.8 5.2
- 2007 2.8 1.4 4.8 3.1

VAR far foreign exchange - 2008 5.7 28 1.3 4.6
risk products - 2007 35 1.0 5.2 34
VAR for interest rate risk products - 2008 3.3 1.0 38 2.1
- 2007 13 0.7 3.1 1.8

VAR for equity risk products - 2008 0.2 0.2 2.8 0.6
- 2007 0.3 0.1 0.6 0.3

VAR for commodity risk products - 2008 0.0 0.0 05 0.1
- 2007 0.0 0.0 0.4 0.1

In the first half of 2008, the average daily revenue? of BOCHK earned from market risk-related trading
activities was HK$6.0 million (first half of 2007: HK$2.6 million).

1 Structural FX pasitions have been excluded.
2z Revenues from structura! FX positions and back to back transactions have been excluded.
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NOTES TO TRE INTERIVE FINANCIAL INFORNIATIUN

3. Financial risk management {continued)
3.2 Market risk (continued)
Currency risk
The tables below summarise the Group's exposure to foreign currency exchange rate risk as at 30 June 2008
and 31 December 2007. Included in the tables are the Group’s assets and liabilities at carrying amounts in
HK$ equivalent, categorised by the original currency.

At 30 June 2008
Japanese Pound
Renminbi  US Dollars  HK Dollars EURO Yen Sterling Gthers Totaf
HKS'm HKS'm HK$'m HKS'm HK$'m HK$'m HKS'm HKS'm
Assats
Cash and balances with banks
and other financial institutions 85,278 40,984 48,131 1,037 127 9,090 3,805 188,452
Placsments with banks and other
financial institutions maturing
between one and twelve months 615 17,166 2217 182 1 - 438 50,689
Financial assets at fair value
through profit or loss 707 374 27,787 - - - ] 31,282
Der vative financial instruments - 892 20,505 - - - - 21,397
Horg Kong SAR Government
cortificates of indebtedness - - 32,430 - - - - 32,430
Advances and ather accounts 16,810 98,693 359,174 3,833 1,718 1372 5402 487,012
Investrent in securities
- Available-for-sale securities 145 63,630 24,826 15916 533 2an 11,895 119,117
- Held-to-maturity securities 920 67,226 36,740 5,613 1,425 1,210 20,311 133,505
- Loans and receivables - 612 1.9% 120 - 148 1,189 10,075
Interests in associates - - 89 - - - - 89
Investment properties - - 8,634 - - - - 8,634
Proserties, plant and equipment 78 1 25,151 - - - - 25,230
Other assets (including deferred
tax assets) 57 2321 10,706 16 25 b1 101 13,256
Total assets 104,610 300,245 634,446 26,717 3,849 14,016 43,285 1,127,168
Liahilities
Hong Kong SAR currency notes in
¢ reulation - - 32,430 - - - - 32,430
Deposits and balances of banks
and other finandia} institutions 58,416 13,837 7,043 26 249 580 1214 81,625
Financial liabilities at fair value
trough profit or loss - 1,250 10,812 - - - 51 1211
Derivative financia! instruments - 1,747 15,958 - - - - 17,705
Deposits from customers 42,273 195,317 492,689 9,805 2,625 22,699 53,702 819,110
Debt securities in issue at
amortised cost - 693 2,003 - - - 60 2,756
Other accounts and provisions
(nctuding current and deferred
tax liabilities) 1,454 1737 19,734 336 4 276 1,104 30,690
Insurance contract liabilities - 4,591 20,479 - - - - 25,070
Subordinated liability - - - 8,150 - - - 8,150
Total liabilities 102,143 225,172 601,148 18,517 2,923 23,555 56,191 1,029,649
Ne‘ on-balance sheet position 2,467 75073 33,298 8,200 926 {9,539) {12,506) 97,519
Qil-balance sheet net notional
prosition* 330 {1,924) 66,440 {8,779} {1.194) 9,549 12,308 6,790
Contingent liabilities and
(ommitments 9,453 62,162 159,177 4,045 816 411 1,793 237,857

*  Off-balance sheet net notional position represents the net national amounts of foreign currency derivative financial instruments, which are principally
used to reduce the Group's exposure 1o currency movements.
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NWUTES TO THE IMTERIVI FINANLUIAL INFORMATION

3. Financial risk management {continued)
3.2 Market risk (continued)
Currency risk (continued)

At 31 December 2007

Japanese Pound
Renminbi  US Dollars  HK Dollars EURC Yen Sterling Others Total
HKS'm HK$'m HK$'m HK$'m HK$'m HKS'm HKS'm HK$'m
Assets
Cash and balances with banks and
other financial institutions 30,849 45,833 73 1,147 160 1815 3,530 156,065

Placemenis with banks and ather
financial institutions maturing

betweer one and twelve months s 23,854 28,750 - - - 175 53,154
Financial assets at fair value

thraugh profit or loss 9%7 8,997 24,286 - - - 20 34,440
Derivative financial instruments - 173 13,703 - - - ¥ 14,477
Hong Kong SAR Government

certificates of indebtedness - - 31,170 - - - - 32,770
Advances and other accounts 13,335 71,308 323,495 4,202 1,667 1,006 5,220 420234
Investment in securities

- Available-for-sale securities 930 62,612 26,697 7,005 28 130 6,900 104,653

- Held-to-maturity securities 864 84,686 59,565 2,486 - 1,554 16,273 165428

- Loans and receivablas - 3,594 26,511 478 - - 569 31,102
Interests in associates - - 83 - - - - 83
Investrent properties - - 8,058 - - - - 8,058
Properties, plant and equipment n 1 13210 - - - - 23293
Other assets (including deferred

121 assels) ] o47 19,361 161 61 145 136 20,880
Total assets 46,51 306,606 658,230 15,429 1,916 5,841 13,044 1,067,637
Liabilities
Hong Kang SAR currency notes

in circulation - - 32,710 - - - - 32,770
Deposits and balances of banks

and other financial institutions 27,173 19,422 9,090 147 2,141 92 2,534 60,599
Financial liabilities at fair value

through prafit or loss - 2917 8,688 - - - - 11,405
Derivative financial instruments - 1,257 9,824 - - - 1 11,062
Deposits from cusiomers 17,380 166,41 548,223 8,432 1,892 12,284 18,395 793,806
Debt securities in issue at

amostised cost - 667 1,422 - - - - 2,089

Other accounts and provisions
(including current and deferred

tax liabilities) 574 9,751 26,706 n 3t 387 761 38,521
Insurance contract liabilities - 4,284 18,213 - - - - 22,497
Total fiabilities 45,107 204,544 654,936 8,890 4,564 12,763 41,705 972,579
Net an-balance sheet position 1,464 102,092 3,294 6,539 (2,748) (6,922) {8,661) 95,058

Off-balance sheet net notional
position*® 394 (97,215 80 481 (6.478) 2436 7,050 8975 4,643

Contingent liabilities and
commitments 4873 55,183 163,697 4,693 e 259 1,581 231,303
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NOTES TO THE INTERIM FINANCIAL INFORMATIUN

Financial risk management (continued)

3.2

Market risk (continued)

Interest rate risk

The “ables below summarise the Group's exposure to interest rate risk as at 30 June 2008 and 31 December
2007. Included in the tables are the Group's assets and liabilities at carrying amounts, categorised by the
earliar of contractual repricing or maturity dates. Derivative financial instruments are principally used to
reduce the Group’s exposure to interest rate movements. Their carrying amounts are presented under the
colu nn captioned “MNon-interest bearing”.

At 30 June 2008
Upto 13 312 1-5 Over  Non-interest
1 month months months years 5 years bearing Total
HK$'m HK$'m HK$'m HK$'m HK$'m HK$'m HK$'m
Assits
Cash and balances with banks and other
financial institutions 181,649 - - - - 6,803 188,452
Placamenits with banks and other
financial institutions maturing between
one and twelve months - 37,480 13,209 - - - 50,689
Financial assets at fair value through
piofit or oss 4,659 3116 1,51 7,653 16,833 3,100 37,282
Derivative finanial instruments - - - - - 21,397 21,397
Hong Kong SAR Government certificates
¢ indebtadness - - - - - 32,430 32,430
Advances and other accounts 374,303 68,631 30,732 9,326 947 3,073 487,012
[nvestment in securities
- Available-for-sale securities 21,084 22,980 5,523 37,188 28,529 383 119,117
- Held-to-maturity securities 33,961 39,380 14,992 25,075 20,097 - 133,505
- Loans and receivables 4,203 1,560 3312 - - - 10,075
Interests in associatas - - - - - 89 89
Investment properties - - - - - 8,634 8,634
Projterties, plant and equipment - - - - - 25,230 25,230
Qther assets (including deferred
fax assets) - - - - - 13,256 13,256
Total assets 619,859 174,147 69,339 79,542 66,456 117,825 1,127,168
Liahilities
Hong Kong SAR currency notes in
¢ reulation - - - - - 32,430 32,430
Deposits and balances of banks and
cther financial institutions §8,346 3,123 5378 - - 4778 81,625
Financial liabilities at fair value through
profit or loss 5,508 5457 289 859 - - 12,113
Derivative financial instruments - - - - - 12,705 12,705
Dapaosits from customers 639,630 112,674 31,5724 483 - 34,749 818,110
Delyt securities in issue &t amortised cost - - 2,756 - - - 2,756
Ott.er accounts and provisions (including
current and ceferred 1ax liabilities) 8,592 - 569 138 - 1,391 30,690
Insnrance contract liabilities - - - - - 25,070 25,070
Suberdinated liability - - 8,150 - - - 8,150
Toal liabilities 722,076 121,254 48,16 1,430 - 136,123 1,029,649
Intorest sensitivity cap (102,217) 52,893 20,623 78,062 66,456 (18,298) 97519
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NOTES TO THE INTERIM FINANCIAL INFORMATION

3. Financial risk management {continued)
3.2 Market risk {continued)
Interest rate risk {(continued)

At 31 December 2007
Upto 1-3 312 1-5 Over  Non-interest
i month months manths years 5 years bearing Total
HKS'm HKS‘m HK$"m HKS'm HKY'm HKY'm HKS'm
Assets
Cash and balances with banks and other
financial institutions 152,746 - - - - 6,315 159,065
Placements with banks and other
financial institutions maturing between
one and twelve months - 42,230 10,924 - - - 53,154
Financial assets at fair value through
profit or loss 3,562 1,839 2,164 5,894 11,397 3,584 34,440
Derwative financia instruments - - - - - 14477 14,477
Hang Kong SAR Govarament certificates
of indebtedness - - - - - 32,770 32,770
Advances and ather accounts 328,750 58,396 16,372 9,487 643 3,586 420,234
Investment in securities
- Available-for-sale securities 11,668 N3 6,257 19,959 40,869 4,580 104,653
- Held-to-maturity securities 25,562 43,920 18,534 43,022 34,390 - 165,428
- Loans and receivables 7,459 11,444 12,199 - - - 33,102
Interests in assaciates - - - - - 83 83
Investment properties - - - - - 8,058 8,058
Properties, plant and equipment - - - - - 23,293 23,293
QOther assets (including deferred
tax assets} - - - - - 20,880 20,880
Total assets 529,747 179,149 69,450 78,362 93,299 117,630 1,067,637
Liabilities
Hong Kong SAR currency notes in
circulation - - - - - 32,770 32,170
Deposits and balances of banks and
other financial institutions 45,728 3428 6,897 - - 4,546 50,599
Financial liabiiities at fair value through
profit of lgss 6,600 2,355 1,531 919 - - 11,405
Derivative finangial instruments - - - - - 11,062 11,092
Depasits from customers 623,008 63,440 35,157 547 - 36,453 793,606
Debt securities in issue at amortised cost - - 1,977 12 - - 2,08
Other accounts and provisions (including
cuirent and deferred tax liahilities) 7,624 10 - 128 - 30,662 38,521
Insurance contract izhilities - - - - - 22,497 22,497
Total liabilities 682,961 104,330 45,562 1,706 - 138,020 972,579
Interest sensitivity gap (153,214) 74,819 23,888 76,656 93,299 {20,390) 95,058
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NOTES TO THE INTERIM FINANCIAL INFORMATION

3. Financial risk management {continued)
3.3 Lligquidity risk
Tables below analyse assets and liabilities of the Group as at 30 June 2008 and 31 December 2007 into
relevant maturity groupings based on the remaining period at balance sheet date to the contractual maturity

date.
At 30 June 2008
On Upto 13 12 15 Over
demand  1month months months years Syears  Indefinite Total
HK$'m HKS$'m HKS'm HKS'm HKS'm HKS'm HK$'m HK$'m
Assels

Cash and balances with banks and

otter financial institutions 92,602 95,850 - - - - - 188,452

Placements with banks and other
financial institutions maturing
be:ween one and twelve months - - 37,480 13,209 - - - 50,689

Financial assets at fair value
through prefit or loss
- ¢t securities held for trading

- pthers - 3402 2,482 1,734 725 3 - 8,386
- cebt securities designatec at
fair value through profit

or loss
- certificates of deposit held - - - 5 1127 1359 - 2,511
- others - - 101 742 6,576 15,866 - 13,285
- equity securities - - - - - - 3,00 © 3,100
Derivative finandial instruments 17,845 474 il 1,746 844 194 - 1,397
Hone Kong SAR Government
certificates of indebtedness 32,430 - - - - - - 32430
Advances and other accounts
- ¢dvances to customers 28,007 15,649 29,278 57,561 201,189 140,361 1,018 474,063
- trade bills 18 4,349 3,920 981 - - - 9,268
- edvances to banks and other
finangial institutions 28 80 309 189 3,075 - - 1,681

Investment in securities
- debt securities held for
available-for-sale
- certificates of deposit Feld - 1,012 383 1,290 38 - - 6,576
- others - 4228 6,188 5775 50,671 37,081 4,785 108,728
~ tlebt securities held for
held-ta-maturity

- ceriificates of depaosit held - 1,387 1,132 3,826 1,198 - - 13,543
- others - 635 2452 19,703 63018 22,207 5,947 119,962
- dlebt securities held for loans
and receivables - 4,203 2,560 3312 - - - 10,075
- equity securities - - - - - - 3,813 3813
Imter2sts in associates - - - - - - 89 B9
Investment properties - - - - - - 8,634 8,634
Proparties, plant and equipment - - - - - - 25,230 25,230
Other assets {including deferred
tai assets) 5212 1618 8 169 87 - 162 13,256
Total assets 177142 138,987 86,590 110,262 339,341 122,068 $2,71718 1,127,168
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NOTES TO THE INTERIM FINANCIAL INFORMATION

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

At 30 June 2008
On Upto 13 312 1-5 Over
demand 1 month months months years Syears Indefinite Total

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

Liabilities
Hong Kong SAR curzency notes in

circulation 32,430 - - - - - - 32,430
Deposits and balances of banks

and other financial institutions 59,374 13,750 3123 5378 - - - 81,625

Financial liabilities at fair value
through profit or loss

- cerlificates of deposit issued - - 962 - 861 - - 1823

- gihers - 3,669 3347 2513 a7 283 - 10,290
Derivative {inancial instruments 13,710 42 306 1,794 931 67 - 17,705
Deposits from customers 338,799 335,080 11,325 32,266 1,640 - - 819,10
Debt securities in issue al

amortised cost - - - 2,756 - - - 2,756
Qther accounts and provisions

(including current and

deferred tax liabilities) 14,879 180 17 2909 4,09 ik} 954 30,690
Insurance contract liabilities 1,955 4 1 815 16,280 6,015 | - 25,070
Subordinated liatility - - - - - 8,150 - 8,150
Total liabilities 461,147 360,966 118,076 48,436 24,335 14,734 954 1,029,649
Net liguidity gap (284,005  (221,979) (32,486} 61,826 315,005 207,334 51,84 97,519
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3.

Financial risk management (continued)
Liquidity risk {continued)

3.3

NOTES TO THE INTERIM FINANCIAL INFORMATION

At 31 December 2007
On Upto 13 ERY) 1-5 Qver
demand 1 month months months years Syears  Indefinite Total
HKS'm HK$'m HK$'m HK$'m HK$'m HK$'m HKY'm HK$'m
Assels
Cash and balances with banks
and ather financial institutions 40,100 118,965 - - - - - 159,065
Placements with banks and other
financial institutions maturing
beween one and twelve manths - - 42,230 10,924 - - - 53,154
Finar cial assets at fair value
thiough profit or loss
- tlebt securities held for trading
- certificates of deposit held - - - 80 - - - 80
- others - 1,697 779 2,342 1,307 3 - 6,157
- tlebt securities designated at
fair value through profit
of loss
- certificates of deposit held - - - 415 393 2,316 - 3,124
- others - 36 343 212 5,376 15,468 - 21,495
- uquity securities - - - - - - 3,584 3,584
Derivative financial instruments 12,686 228 128 629 459 a6 - 14477
Hong Kang SAR Government
ce tificates of indabtedness 32770 - - - - - - 32,770
Advinces and other accounis
- advances 10 Customers 21,196 16,345 25,568 43,608 173,120 130,067 1,373 411,677
- rade bills 12 2,815 2227 280 - - - 5334
- agdvances to banks and other
financial institutions 27 - 600 440 2,156 - - 3223
[avestment in securities
- ddabt securities held for
available-for-sale
- certificates of deposit held - | 462 1614 3,689 - - 7,466
- others - 5,886 3776 1,515 30,790 44,084 556 92,607
- 1Jebt securities held for
held-to-maturity
- certificates of deposit held - 1,097 1,460 2,426 6,351 624 - 11,988
- pthers - 4278 12,309 i7,166 81,918 34031 3,738 153,440
- febt securities held for loans
and receivables - 7459 11,444 12,19 - - - 3,102
- 1quity securities - - - - - - 4,580 4,580
Interests in associates - - - - - - 83 83
Invesiment properties - - - - - - 8,058 8,058
Froperties, plant and equipment - - - - - - T 23,293 13,293
Other assets (including deferred
ta assets} 3,360 16,219 4 174 202 - a01 20,880
Totz| assets 118,151 175,726 101,781 101,384 305,761 226,668 46,166 1,067,637
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NOTES TO THE INTERIM FINANCIAL INFORMATION

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

At 31 December 2007

on Upto 13 312 15 Over
demand 1 month months months years Syears  Indefinite Total
HKS'm HK§'m HKS'm HK'm HK$'m HES'm HKS'm Hk$'m

Liabilities
Hong Xang SAR currency notes

in circulation 3310 - - - - - - 32,770
Deposits and balances of banks

and other financial institutions 28,200 22,074 3428 6,867 - - - 60,595

Financiat fiabilities at fair value
through profit or loss

- certificates of deposit issued - - - 1,086 B68 - - 1,954

- others - 1,554 1,925 3,680 983 309 - 9,451
Derivative financial instruments 8,320 418 355 954 831 214 - 11,092
Deposits irom customers 329,544 329,918 98,440 35,157 547 - - 793,606
Debt securities in issue at

amortised cost - - - 1977 112 - - 2,089

Other accounts and provisions
{including current and deferred

tax liabilities) 15,446 15,543 1,07 1,680 4,100 - 0 38,521
Insurance contract liabilities 2,054 - - 535 13,786 6,122 - 22,491
Total liabilities 416,334 370,507 105,218 51,946 21,227 6,645 m 92,51
et liquidity gap (306,183) (194,781} (3,438) 48,438 284,534 220,023 45,465 95,058

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

The analysis of debt securities by remaining period to maturity is disclosed in order to comply with relevant
provisions under the Banking (Disclosure} Rules. The disctosure does not imply that the securities will be
held to maturity.

The above analysis in respect of insurance contract liabilities represents the estimated timing of net cash
outflows resulting from recognised insurance contract liabilities on the balance sheet as at 30 June 2008
and 31 December 2007.

3.4 Insurance risk
The Group is in the business of insuring against the risk of mortality, morbidity, disability, critical illness,
accidents and related risks. The Group manages these risks through the appiication of its underwriting
policies and reinsurance arrangement,

The underwriting strategy is intended to set premium pricing at an appropriate level that corresponds
with the underlying exposure of the risks underwritten. Screening processes, such as the review of health
condition and family medical history, are also included in the Group’s underwriting procedures.
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NOTES TO THE INTERIM FINANCIAL INFORMATION

3.  Financial risk management (continued)

3.4

3.5

Insurance risk {continued)

With.n the insurance process, concentrations of risk may arise where a particular event or series of events
could impact heavily upon the Group's liabilities. Such concentrations may arise from a single insurance
contract or through a small number of related contracts, and relate to circumstances where significant

liabilities could arise.

For the in-force insurance contracts, most of the underlying insurance liabilities are related to endowment
and unit-linked insurance products. For most of the insurance policies issued by it, the Group has a retention
limit on any single life insured. The Group reinsures the excess of the insured benefit over the limit for
standard risks {from a medical point of view) under an excess of loss reinsurance arrangerment. The Group
does not have in place any reinsurance for contracts that insure against survival risk.

Uncertainty in the estimation of future benefit payments and premium receipts for long-term insurance
contracts arises from the unpredictability of long-term changes in overall levels of mortality. In order to
assess the uncertainty due to the mortality assumption and lapse assumption, the Group conducts mortality
study and lapse study in order to determine the appropriate assumptions. In these studies, consistent results
are raflected in both assumptions with appropriate margins.

Capital management
{a} Capital adequacy ratio

At 30 June At 31 December

2008 2007

Capital adequacy ratio 13.87% 13.08%
Core capital ratio 11.51% 12.23%

The capital ratios are computed on the consolidated basis that comprises the positions of BOCHK
and certain subsidiaries specified by the HKMA for its requlatory purposes and in accordance with
the Banking {Capital) Rules.

The differences between the basis of consolidation for accounting and regulatory purposes are
described in “Appendix - Subsidiaries of the Company” on page 123.

Interim Report 2008 BOC Hong Kong {Holdings} Limited




NOTES TO THE INTERIM FINANCIAL INFORMATION

3. Financial risk management (continued)
3.5 Capital management (continued)
(b) Components of capital base after deductions

The consolidated capital base after deductions used in the calculation of the above capital
adequacy ratio as at 30 June 2008 and 31 December 2007 and reported to the HKMA is analysed

as follows:
At 30 June At 31 December
2008 2007
HKS$'m HK$'m
Core capital:
Paid up ordinary share capital 43,043 43,043
Reserves 19,572 22,611
Profit and loss account 3,310 207
Minority interests 1,230 1,284
67,155 67,145
Deductions from core capital {274) {483)
Core capital 66,881 66,662
Supplementary capital;
Fair value gains arising from holdings of
available-for-sale securities 157 18
Fair value gains arising from holdings of securities
designated at fair value through profit or loss 3 9
Collective loan impairment aliowances 1,108 1,004
Requlatory reserve 4,620 4,130
Term subordinated debt 8,144 -
14,032 5,161
Deductions from supplementary capital (274) {483)
Supplementary capital 13,758 4,678
Total capital base after deductions 80,639 71,340

Subsidiaries which are not included in the tonsolidation group for the calculation of capital adequacy

ratios are denoted in “Appendix - Subsidiaries of the Company” on page 123. Investment costs in

such subsidiaries are deducted from the capital base.

@ BOC Hong Kong (Holdings) Limited  Interim Report 2008




NUOIED 1U TRE INTERIV FINANLUIAL TNFURIVIAL VN

4. Net interest income

Half-year ended Half-year ended
30 June 2008 30 June 2007

HKS$'m HK$'m
Interest income
Cash and due from banks and other financial institutions 2,694 3,229
Advances 0 customers 8,197 9,940
Listed investments 1,369 1,239
Unlisted investments 5,626 6,675
Others 219 401

18,105 21,484
Interest expense
Due to banks, customers and other financial institutions {7.710) (12,098)
Debt securities in issue (58) (49
Subordinated liability (6} -
Others (302) {434)

(8,076) (12,581)
Net interest income 10,029 8,903

Included within interest income is HK$21 million (first half of 2007: HK$14 million} of interest income recognised
on advances classified as impaired for the first half of 2008. Interest accrued on impaired investment securities
amounted to HK$13 million (first half of 2007: Nil).

Included within interest income and interest expense are HK$17,416 million (first half of 2007; HK$20,882 million}

and HK$7.670 million (first half of 2007: HK$12,192 million) for financial assets and financial liabilities that are
not recognised at fair value through profit or loss respectively.
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5. Net fees and commission income
Half-year ended Half-year ended
30 June 2008 30 June 2007
HKS$'m HK%'m
Fees and commission income
Securities brokerage
- Stockbroking 1,289 1,324
— Bonds 220 65
Credit cards 578 471
Bills commissions 329 273
Loan commissions 263 129
Payment services 239 221
Asset management 157 342
Insurance 132 85
Trust services 87 66
Guarantees 26 24
Others
- currency exchange 108 73
- RMB business 99 54
- safe deposit box 96 99
- infermation search 25 23
- correspondent banking 21 17
- low deposit balance accounts 15 17
- BOC cards 13 14
- postage and telegrams 13 12
— agency services 11 8
— dormant accounts 9 IR
- sundries 115 111
3,845 3,439
Fees and commission expenses (946) (807}
Net fees and commission income 2,899 2,632
Of which arise from
- financial assets or financial liabilities not at fair value
through profit or loss
— Fees and commission income 288 158
- Fees and commission expenses (14) {36)
274 122
- trust and other fiduciary activities
- Fees and commission income 169 66
— Fees and commission expenses (3) -
166 66
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NOTES TO THE INTERIM FINANCIAL INFURMAITIUN

Net trading income

Half-year ended Half-year ended

30 June 2008 30 June 2007

HK$'m HK$'m

Net gain from:

- fareign exchange and foreign exchange products 875 155
- interest rate instruments 206 192

— equity instruments 135 70

- commodities 21 -
1,237 417

Net gain on investment in securities

Half-year ended Half-year ended

30 June 2008 30 June 2007

HKS$'m HK$'m

Net gain from disposal of available-for-sale securities 129 1
Net (loss)/gain from redemption of held-to-maturity securities {1 1
128 2

Net insurance premium income

Half-year ended Half-year ended

30 June 2008 30 June 2007

HK$'m HK$'m

Gross written premiums 4,511 2,936
Less: Gross written premiums ceded to reinsurers (10) (3)
Net insurance premium income 4,501 2,933
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9, Other operating income

Half-year ended
30 June 2008

Half-year ended
30 June 2007

HK$'m HK$'m

Dividend income from investment in securities
— listed investments 91 -
- unlisted investments 9 9
Gross rental income from investment properties 151 123
Less: Outgoings in respect of investment properties (24) (22)
Net gain on disposal of subsidiaries - 1
Qthers 104 88
331 199

Included in the "Qutgoings in respect of investment properties” is HK$1 million {first half of 2007: HK$2 million)

of direct operating expenses related to investment properties that were not let during the period.

10. Net insurance benefits and claims

Half-year ended
30 June 2008

Hali-year ended
30 June 2007

HK$'m HK$'m
Claims, benefits and surrenders paid 741 440
Movement in liabilities 2,862 2,193
Gross claims, benefits and surrenders paid and movement
in liabilities 3,603 2,633
Less: Reinsurers’ share of claims, benefits and surrenders paid
and movement in liabilities (&)}] (1
Net insurance claims, benefits and surrenders paid and
movement in liabilities 3,602 2,632
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11. Net (charge)/reversal of impairment allowances

Half-year ended
30 June 2008

Half-year ended
30 June 2007

HKS$'m HK$'m
Advances to customers
individually assessed
- nevs allowances {(142) {106)
- releases 62 109
— recoveries 187 340
Net reversal of individually assessed loan impairment allowances 107 343
Collectively assessed
- new allowances {199) (192)
- releases 7 -
- recoveries 14 15
Net charge of collectively assessed loan impairment allowances {178) (77}
Net {charge)/reversal of loan impairment allowances (71) 166
Available-for-sale securities
Net charge of impairment losses an available-for-sale securities
- Individually assessed (1,187) -
Held-to-maturity securities
Net charge of impairment allowances on held-to-maturity
securities
- Individually assessed (362) -
Others (N -
Net {charge)/reversal of impairment allowances (2,227) 166
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NOTES TO THE INTERIM FINANCIAL INFORMATION

12.

13.

14.

Operating expenses

Half-year ended
30 June 2008

Half-year ended
30 June 2007

HK%'m HK$'m
Staff costs {including directors’ emoluments)
- salaries and other costs 2,302 1,957
- termination benefit 2 6
- pension cost 178 146
2,482 2,109
Premises and equipment expenses (excluding depreciation)
- rental of premises 193 168
- information technology 184 143
— gthers 118 106
495 417
Depreciation 480 373
Auditors’ remuneration
- audit services 5 4
— non-audit services 1 1
Other operating expenses 625 514
3,418

4,088

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

Half-year ended
30 lune 20038

Half-year ended
30 June 2007

HKS'm HK$'m

Net gain on disposal of investment properties 9 2
Net gain on fair value adjustments on investment properties 701 414
| 710 416

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

Half-year ended
30 June 2008

Half-year ended
30 June 2007

HK$'m HK$'m

Net loss on disposal of other fixed assets - (2)
Net (loss)/gain on revaluation of premises (8) 7
(8) 5
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NOTES TO THE INTERIM FINANCIAL INFORMATION

Taxation
Taxation in the condensed consclidated income statement represents:

Half-year ended
30 June 2008

Half-year ended
30 June 2007

HK$'m HK$'m

Hong Korg profits tax
- current period taxation 1,286 1,508
Deferred tax (reversal)/charge (111) 44
Hong Keng profits tax 1,175 1,552
Overseas taxation 78 47
1,599

1,253

Hong Kong profits tax has been provided at the rate of 16.5% (2007 17.5%) on the estimated assessable profits
arising in Hong Kong for the first half of 2008. Taxation on overseas profits has been calculated on the estimated
assessable profits for the first half of 2008 at the rates of taxation prevailing in the countries in which the Group

operates.

The taxaticn on the Group’s profit before taxation that differs from the theoretical amount that would arise using

the taxation rate of Hong Kong is as follows:

Half-year ended
30 June 2008

Half-year ended
30 June 2007

HK$'m HK$'m
Profit belore taxation 8,434 9,227
Calculated at a taxation rate of 16.5% (2007: 17.5%) 1,392 1,615
Effect of different taxation rates in other countries 32 (11
Income rot subject to taxation (225) (52)
Expenses not deductible for taxation purposes 54 54
Utilisation of previously unrecagnised tax losses - {7
Taxation charge 1,253 1,599
Effective tax rate 14.9% 17.3%
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NOTES TO THE INTERIM FINANCIAL INFORMATION

16. Dividends
Half-year ended Half-year ended
30 June 2008 30 June 2007
Per share Total Per share Total
HKS$ HK$'m HK$ HK$'m
Interim dividend 0.438 4,631 0.428 ] 4,525

At a meeting held on 28 August 2008, the Board declared an interim dividend of HK$0.438 per ordinary share for
the first half of 2008 amounting to approximately HK$4,631 million. This declared dividend is not reflected as a
dividend payable in this interim financial information, but will be refiected as an appropriation of retained earnings
for the year ending 31 December 2008.

17. Earnings per share for profit attributable to the equity holders of the Company
The calculation of basic earnings per share is based on the consolidated profit attributable to the equity halders of
the Company for the first half of 2008 of approximately HK$7,088 million (first half of 2007: HK$7,466 million}
and on the ordinary shares in issue of 10,572,780,266 shares (2007: 10,572,7890,266 ordinary shares).

There was no dilution of earnings per share as no potential ordinary shares were in issue for the first half of 2008
{first half of 2007 Nib.

18. Retirement benefit costs

The principat defined contribution schemes for the Group's employees are ORSO schemes exempted under the
MPF Schemes Ordinance and the BOC-Prudential Easy Choice MPF Scheme. Under the ORSO schemes, employees
make monthly contributions to the ORSO schemes equal to 5% of their basic salaries, while the employer makes
monthly contributions equal to 5% 1o 15% of the employees’ monthly basic salaries, depending on 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 ranging from 20% to 95% for employees who have completed
between 3 1o 20 years of service, on conditions of retirement, early retirement, permanent incapacity and iff-health
or termination of employment other than summary dismissal.

With the implementation of the MPF Schemes Grdinance on 1 December 2000, the Group also participates in
the BOC-Prudential Easy Choice MPF Scheme, of which the trustee is BOCH-Prudential Trustee and the investment
manager is BOCI-Prudential Manager, which are related parties of the Company.

The Group’s total contributions made to the ORSO schemes for the first half of 2008 amounted to approximately
HK$149 miflion (first half of 2007: approximately HK$129 million), after a deduction of forfeited contributions
of approximately HK$7 million (first half of 2007: approximately HK$7 million). For the MPF Scheme, the Group
contributed approximately HK$19 millien (first half of 2007: approximately HK$13 million) for the first half of
2008.
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NOTES TO THE INTERIM FINANCIAL INFORNIATIUN

19. Share option schemes
(a) Share Option Scheme and Sharesave Plan
The principal terms of the Share Option Scheme and the Sharesave Plan were approved and adopted by
writen Tesolutions of all the shareholders of the Company dated 10 July 2002.

The purpose of the Share Option Scheme is to provide the participants with the opportunity to acquire
proprietary interests in the Company. The Board may, in its absolute discretion, offer to grant options under
the Share Option Scheme to any person as the Board may select. The subscription price for the shares
shall be determined on the date of grant by 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 after the date prescribed by
the Board and from time to time as 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 of the
Company. 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 ¢ 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 an
option is exercised during an exercise period, it may be exercised in whole or in part.

No options were granted pursuant to the Share Option Scheme or the Sharesave Plan during the first half
of 2008 (first half of 2007: Nil).
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NOTES TO THE INTERIM FINANCIAL INFORMATION

19.

Share option schemes (continued)

(b)

Pre-Listing Share Option Scheme

On 5 July 2002, several directors together with approximately 60 senior management personnel of the Group
and employees of BOC were granted options by BOC (BVI), the immediate holding company of the Company,
pursuant to a Pre-Listing Share Option Scheme to purchase from BOC {BVI) an aggregate of 31,132,600
existing issued shares of the Company. The Group has taken advantage of the transitional provisions set
out in paragraph 53 of HKFRS 2 under which the new recognition and measurement policies have not been
applied to all options granted to employees on or before 7 November 2002.

Details of the share options outstanding as at 30 June 2008 are disclosed as follows:

Average

Total exercise

number of price

Senior share {(HK$ per

Directors  management Others* options share)

At 1 January 2008 6,651,600 2,253,100 1,446,000 10,350,700 8.5
Less: Share cptions exercised during

the period (361,500) {587,500) (1.446,000) (2,395,000) 85

A1 30 June 2008 6,290,100 1,665,600 - 7,955,700 8.5

Exercisable at 30 June 2008 6,290,100 1.655,60(_) - 7,955,700 8.5

At 1 January 2007 8,459,100 3,980,450 1,446,000 13,885,550 8.5

Transfer (1,446,000) - 1,446,000 - 25
Less: Share options exercised during

the year {361,500) 11,727,350 {1,446,000) {3,534,850) 8.5

At 31 December 2007 6,651,600 2,253,100 1,446,000 10,350,700 85

Exercisable at 31 Decernber 2007 £,651,600 2,253,100 1,446,000 10,350,700 2.5

*  Represented share options held by ex-directors of the Group.

Share options were exercised on a regular basis throughout the period, the weighted average share price
during the period was HK$19.23 (31 December 2007: HK$19.38).

The options granted under this scheme can be exercised at HK$8.50 per share in respect of the option
price of HK$1.00. These options have a vesting period of four years from the date on which dealings in the
shares commenced on the Stock Exchange with a valid exercise period of ten years. No offer to grant any
options under the Pre-Listing Share Qption Scheme will be made on or after the date on which dealings in
the shares commenced on the Stock Exchange.
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20. Cash and balances with banks and other financial institutions

At 30 june At 31 December
2008 2007
HK$'m HK$'m
Cash 4,089 3,334
Balances with central banks 83,826 30,627
Balances with banks and other financial institutions 4,687 6,139
Placements with banks and other financial institutions
maturing within one month 95,850 118,965
188,452 159,065
21. Financial assets at fair value through profit or loss
Financial assets
designated at fair value
Trading securities through profit or loss Total
At 30 At 31 At 30 At 31 At 30 At 31
June December June December June December
2008 2007 2008 2007 2008 2007
HKS'm HK$'m HK$'m HK$'m HKS'm HK$'m
At fair value
Debt secur ties
- Listed n Hong Kong 476 190 330 895 806 1,085
- Listed outside Hong Kong 168 537 3,266 2,687 3,434 3,224
644 727 3,596 3,682 4,240 4,309
- Unlisted 7,742 5,510 22,200 21,037 19,942 26,547
8,386 6,237 25,796 24,619 34,182 30,856
Equity securities
- Listed in Hong Kong 72 327 304 349 376 676
- Unlisted 115 94 2,609 2,814 2,724 2,908
187 421 2,913 3,163 3,100 3,584
Total 8,573 6,658 28,709 27,782 37,282 34,440
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NOTES TO THE INTERIM FINANCIAL INFORMATION

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

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

At 30 June At 31 December
2008 2007
HK$'m HK$'m
Sovereigns 7.294 4,197
Public sector entities 1,719 1,333
Banks and other financial institutions 24,576 24,820
Corporate entities 3,693 4,090
37,282 34,440

Financial assets at fair value through profit or loss are analysed as follows:
At 30 June At 31 December
2008 2007
HK$'m HKS$'m
Treasury bills 6,586 3,517
Certificates of deposit held 2,511 3,204
Other financial assets at fair value through profit or loss 28,185 27,719
37,282 34,440
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NOTES TO THE INTERIM FINANCIAL INFORMATION

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

Currency fo-wards represent commitments to purchase and sell foreign currency on a future date. Interest rate
futures are contractual obligations to receive or pay a net amount based on changes in interest rates or buy
or sell interest rate financial instruments on a future date at an agreed price in the financial market under the
administration of the stock exchange. Forward rate agreements are individually negotiated interest rate futures that
call for a cash settlement at a future date for the difference between a contracted rate of interest and the current
market rate, based cn 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 (i.e. cross-currency interest rate swaps).
Except for certain currency swap contracts, no exchange of principal takes place.

Foreign currancy, interest rate, equity and precious metal options are coniractual agreements under which the seller
(writer) grants the purchaser (hotder) the right, but not the obligation, either to buy (a call option) or sell {a put
option) at o~ by a set date or during a set period, a specific amount of the financial instrument at a predetermined
price. In corsideration 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).

The contraci/notional amounts and fair values of derivative financial instruments held by the Group are set out in the
following tasles. The contract/nctional amounts of these instruments indicate the volume of transactions outstanding
at the balance sheet dates and certain of them provide a basis for comparisen with fair value instruments recognised
on the condensed consolidated balance sheet. However, they do not necessarily indicate the amounts of future cash
flows involvad 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 unfavaurable (liabilities) as
a result of fluctuations in market interest rates, foreign exchange rates or equity and metal 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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22. Derivative financial instruments (continued)
The following tables summarise the contract/notional amounts of each significant type of derivative financial
instrument as at 30 June 2008 and 31 December 2007;

At 30 June 2008
Not qualified
for hedge
Trading Hedging accounting* Total
HKS' ™ HKS'm HKS'm HKS'm
Exchange rate contracts
Spot and forwards 288,861 - - 288,861
Swaps 192,702 - 68 192,770
Foreign currency option contracts
~ Options purchased 5,137 - - 5,137
— Options written 5,181 - - 5,181
491,889 - 68 491,949
Interest rate contracts
Futures 4,821 - - 4,821
Swaps 48,826 22,917 5,184 76,927
Interest rate option contracts
~ Swaptions written 702 - - 702
— Bond options written 468 - - 468
54,817 22,917 5,184 82,918
Bullion contracts 16,769 - - 16,769
Equity contracts 8,931 - - 8,931
Other contracts 157 - - 157
Total 572,585 22,917 5,252 600,724

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

At 31 December 2007
Not gualified
for hedge
Trading Hedging accounting Total
HK$'m HK$'m HKE'm HX$'m
Exchange rate contracts
Spot and forwards 258,556 - 1,495 260,051
Swaps 156,554 - - 156,554
Foreign currency option contracts
- Options purchased 5,607 - - 5,607
— Options written 5,875 - - 5,875
426,592 - 1,495 428,087
Interest rate contracts
Futures 226 - - 226
Swaps 36,714 6,708 3,253 46,675
Interest rate option contracts
- Swaptions written 780 - - 780
- Bond options written 780 - - 780
38,500 6,708 3,253 48,461
Bullion contracts 12,950 - - 12,950
Equity contracts 5,378 - - 5,378
Other coniracts 172 - - 172
Tozal 483,592 6,708 4,748 495,048
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22. Derivative financial instruments {(continued)
The following tables summarise the fair values of each class of derivative financial instrument as at 30 June 2008
and 31 December 2007:

At 30 June 2008
Fair value assets Fair value liabilities
Not Net
qualified qualified
for hedge for hedge
Trading  Hedging accounting Total Trading  Hedging accounting Total

HK$'m HKS'm HK$'m HK$'m HKS'm HK$'m HK$'m HK§'m

Exchange rate contracts

Spot and forwards 17,649 - - 17,649 {12,681) - - {12,681)
Swaps 613 - 1 614 (720 - (nm {728)
Foreign currency opticn contracts
- Options purchased 27 - - 7 - - - -
- Qptions written - - - - (26} - - (16)
18,289 - 1 18,290 {13,434) - (1) (13,435)
Interest rate contracts
Futures 1 - - 1 (9 - - {9)
Swaps 700 ERy] 8 1,087 (1,153) {153} (78) {1,384)
Interest rate option contracts
- Swaptions written - - - - () - - {5
- Bond options written - - - - )] - - n
701 n 8 1088 {(1.174) {153) 18) {1,405)
Bullion contracts 290 - - 890 {1,728 - - {1,728)
Equity contracts 1129 - - 1,129 (1,137} - - {1,137}
Total 21,009 _379 9 01,397 (17.473) (153) (79) (17.705)
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NOTES TO THE INTERIM FINANCIAL INFORMATION

22. Derivative financial instruments (continued)

At 31 Decamber 2007

Fair value assets Fair value liabilities
Not Not
qualified gualified
for hedge for hedge
Trading Hedging  accounting Total Trading Hedging  accounting Total

HK$'m HK$'m HK3'm HK$'m HK§'m HK$'m HK$'m HKS'm

Exchange rate ¢ontracts

Spot and forwards ' 12,588 - - 12,588 (7.822) - (10) {7,832)
Swaps 269 - - 269 (634} - - (634)
Foreign curency option contracts
- Options purchased 48 - - 43 - - - -
- Optiory; written - - - - (51 - - (51)
12,905 - - 12,905 (8,507) - (10 857
Interest rate contracts
Swaps 492 10 3 525 (885) {124} {90) {1,099)
[nterest rat? option contracts
- Swaptians writien - - - - (17 - - {nh
- Bond cptions written - - - - 23) - - {23)
497 10 23 525 {925) (124) (90) {1,139)
Bullion contracts 774 - - 774 {1,130) - - (1,110}
Equity contracts 73 - - 13 (326) - - (326)
Total 14,444 10 23 14,477 (10,868} (124) (100) {11,092)
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22. Derivative financial instruments (continued)

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

At 30 June | At 31 December
2008 2007
HK$'m HK$'m
Exchange rate contracts
Forwards 659 1.017
Swaps 660 492
Foreign currency option contracts
- Options purchased 6 19
Interest rate contracts
Swaps 265 104
Bullion contracts 50 63
Equity contracts 79 49
1,719 1,744

The credit risk weighted amounts are the amounts that have been calculated in accordance with the Banking

(Capital) Rules. The amounts calculated are dependent upon the status of the counterparty and the maturity

characteristics of each type of contract.

There is no effect of bilateral netting agreement on the fair values or the credit risk-weighted amounts of the

derivative financial instruments.

Approximately 56% (31 December 2007: 52%) of the Group's transactions in derivative contracts are conducted

with other financial institutions.
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23. Advances and other accounts

At 30 June | At 31 December

2008 2007

HKS$'m HKS$'m

Personal Icans and advances 152,491 141,708

Corporate loans and advances 323,096 271,354

Advances “o customers 475,587 413,062
Loan impairment allowances

— Indivicually assessed (416) {381)

- Collectively assessed {1,108) (1,004)

474,063 411,677

Trade bills 9,268 5,334

Advances to banks and other financial institutions 3,681 3,223

Total 487,012 420,234

As at 30 June 2008, advances to customers included accrued interest on gross advances of HK$1,147 miflion (31
December 2007: HK$1,454 million).

As at 30 June 2008 and 31 December 2007, no impairment allowance was made in respect of trade bills and

advances to banks and other financial institutions.
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24. Investment in securities

At 30 June | At 31 December
2008 2007
HKS$'m HK$'m
(a) Available-for-sale securities
Debt securities, at fair value
- Listed in Hong Kong 2,794 3,659
- Listed outside Hong Kong 33,415 18,455
36,209 22,114
- Unlisted 79,095 77,959
115,304 100,073
Equity securitigs, at fair value
— Listed in Hong Kong 3,282 4,135
— Listed outside Heng Kong 453 -
3,735 4,135
- Unlisted 78 445
3,813 4,580
119,117 104,653
(b) Held-to-maturity securities
Listed, at amortised cast
- in Hong Kong 4,078 4107
- outside Hong Kong 23,165 21,078
27,243 25,185
Unlisted, at amortised cost 108,543 141,925
135,786 167,110
Impairment allowances (2,281) {1,682)
133,505 165,428
{c} Loans and receivables
Unlisted, at amortised cost 10,075 31,102
Total 262,697 301,183
Market value of listed held-to-maturity securities 24,776

26,708
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Investment in securities (continued)

NOTES TO THE INTERIM FINANCIAL INFORMATION

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

At 30 June 2008

Available- Held-to-
for-sale maturity Loans and
securities securities  receivables Total
HK$'m HK$'m HKS$'m HK$'m
Sovereigns 15,474 1,463 - 16,937
Public sector entities 7,697 18,341 - 26,038
Banks and other financial institutions 64,948 84,932 10,075 159,955
Corporate entities 30,998 28,769 - 59,767
119,117 133,505 10,075 262,697
At 31 December 2007
Available- Held-to-
for-sale maturity Loans and
sacurities securities receivables Total
HK$'m HK$'m HKS'm HK$'m
Sovereigns 13,402 1,814 - 15,216
Public sector entities 9,673 20,530 - 30,203
Banks and other financial institutions 47,989 108,547 31,102 187,638
Corporata entities 33,589 34,537 - 68,126
104,653 165,428 31,102 301,183

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

Available-for-sale securities

Held-to-maturity securities

At 30 June | At 31 December At 30 June | At 31 December

2008 2007 2008 2007

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

Treasury hills 9,425 9,396 100 200
Certificates of deposit held 6,576 7,466 13,543 11,988
Others 103,116 87,791 119,862 153,240
119,117 104,653 133,505 165,428
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25. Investment properties

At 30 June | At 31 December
2008 2007
HK$'m HKS'm
At 1 January 8,058 7,481
Disposals (89) (200)
Fair value gains {Note 13) 701 1,056
Reclassification to properties, plant ard equipment (Note 26) (36) (279)
At period/year end 8,634 8,058
26. Properties, plant and equipment
Equipment,
fixtures and
Premises fittings Total
HK$'m HKS$'m HKS$'m
Net book value at 1 lanuary 2008 20,783 2,510 23,293
Additions 13 204 217
Disposals - {1 (n
Revaluation 2,165 - 2,165
Depreciation for the period (Note 12) (191) (289) {480)
Reclassification from investment properties (Note 25) 36 - 36
Net book value at 30 June 2008 _ 22,806 2,424 25,230
At 30 June 2008
Cost or valuation 22,806 5,795 28,601
Accumulated depreciation and impairment - (3.371) (3,371)
MNet book value at 30 June 2008 22,806 2,424 25,230
Net book value at 1 January 2007 17,906 1,834 19,740
Additions - 1,147 1,147
Disposals {16) (17 {33)
Revaluation 2,946 - 2,946
Depreciation for the year (332) (455) (787)
Reclassification from investment praperties (Note 25) 279 - 279
Exchange adjustments - 1 1
Net book value at 31 December 2007 20,783 2,510 23,293
At 31 December 2007
Cost or valuation 20,783 5,642 26,425
Accumulated depreciation and impairment - (3,132) (3,132}
Net book value at 31 December 2007 20,783 2,510 23,293
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26. Properties, plant and equipment {continued)

NOTES TO THE INTERIM FINANCIAL INFORMATION

The analysis of cost or valuation of the above assets is as follows:

Equipment,
fixtures and
Premises fittings Total
HK$'m HKS'm HKS$'m
At 30 Junz 2008
At cost - 5,795 5,795
At valuation 22,806 - 22,806
22,806 5,795 28,601
At 31 December 2007
At cost - 5,642 5,642
At valuation 20,783 - 20,783
20,783 5,642 26,425
27. Other assets
At 30 June | At 31 December
2008 2007
HK$'m HK$'m
Repossessed assets 136 76
Precious metals 1,843 1,741
Accounts receivable and prepayments 11,184 18,040
13,163 20,857
28. Financial liabilities at fair value through profit or loss
At 30 June | At 31 December
2008 2007
HK$'m HK$'m
Trading liabilities
- Short positions in Exchange Fund Bills (Note 31) 6.689 3,492
Financial liabilities designated at fair value through profit or loss
- Structured deposits (Note 29) 3,601 5,959
- Certificates of deposit issued 1,823 1,954
5,424 7,913
12,113 11,405
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28. Financial liabilities at fair value through profit or loss (continued)
The carrying amount of financial liabilities designated at fair value through profit or loss as at 30 June 2008 is
more than the amount that the Group would be contractually required to pay at maturity to the holders by HK$33
million, and it was less than the amount that the Group would be contractually required to pay at maturity to the
holders by HK$44 millicn as at 31 December 2007. The amount of change in the fair values of financial liabilities
at fair value through profit or loss, during the period and cumulatively, attributable to changes in credit risk is
insignificant.

29. Deposits from customers

At 30 June | At 31 December
2008 2007
HKS$'m HK$'m
Current, savings and other deposit accounts
(per condensed consolidated balance sheet) 819,110 793,606
Structured deposits reported as financial liahilities
at fair value through profit or loss (Note 28) 3,601 5,959
822,711 799,565
Analysed by:
Demand depasits and current accounts
- corporate customers 32,682 32,645
- individual customers 8,225 7,854
40,907 40,499
Savings deposits
- corporate customers 74,292 76,668
- individual customers 221,210 209,985
295,502 286,653
Time, call and notice deposits
— corporate customers 212,440 172,342
- individual customers 273,862 300,071
486,302 472,413
822,711 799,565
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32.

Other accounts and provisions

NOTES TO THE INTERIM FINANCIAL INFORMATION

At 30 June | At 31 December

2008 2007

HKS$'m HK$'m

Other accounts payable 24,864 33,335
Provisions 1 9
24,875 33,344

Assets pladged as security

As at 30 Jurie 2008, liabilities of the Group amounting to HK$6,689 million {31 December 2007 HK$3,492 million)
were secured by assets deposited with central depositories to facilitate settlement operations. In addition, the
liabilities of the Group amounting to HK$3,675 million (31 December 2007: Nil) were secured by debt securities
related 1o sale and repurchase arrangements. The amount of assets pledged by the Group to secura these liabilities
was HK$11.629 million (31 December 2007: HK$3,836 million) included in “Trading securities” and “Available-

for-sale securities”.

Deferred taxation

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

Taxes”.

The major components of deferred tax assets and labilities recorded in the condensed consolidated balance sheet,
and the movements during the first half of 2008 and the year ended 31 December 2007 are as follows:

At 30 June 2008
Accelerated Other
tax Asset Tax temporary
depreciation  revaluation losses Provisions  differences Total
HK$'m HK$'m HK$'m HKS'm HK$'m HKS'm
At 1 January 2008 533 3,717 (15) (169) (182) 3,944
(Credited)/charged to income
statement (Note 15} (43) (26) (73) 8 23 (111)
Charged/(credited) to 2quity
and minority interests - 262 - - (235) 7
At 30 June 2008 430 4,013 (88) (161) (394) 3,860
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32. Deferred taxation (continued)

At 31 December 2007

Accelerated Other

tax Asset Tax temporary
deprecigtion revaluation losses Provisions differences Total
HK$'m HK$'m HK$'m HK$'m HK$'m HK$'m
At 1 January 2007 40 3,155 {(71) (89) (74 3,322
Chargedfcredited) to income statement 132 143 56 (80) 1 252

Chargedf(credited) to equity and

minerity interests - 479 - - {109) 370
At 31 December 2007 533 3,777 {15) (169) (182) 3,944

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

At 30 June | At 31 December

2008 2007

HK$'m HK$'m

Deferred tax assets (93) (23)
Deferred tax liabilities 3,953 3,967
3,860 3.944

At 30 June | At 31 December

2008 2007

HK$'m HK$'m

Deterred tax assets to be recovered after more than twelve months (93) (23}
Deferred tax liabilities to be settled after more than twelve months 4,334 4,115
4,241 4,092
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32. Deferred taxation (continued)

The deferred tax charged/{credited) to equity during the first half of 2008 and the year ended 31 December 2007

is as follows;:

At 30 June | At 31 December
2008 2007
HK$'m HK$'m

Fair value reserves in shareholders’ equity:
— premises 263 476
— availaole-for-sale securities (240) (109)
- minority interests 4 3
27 370

33. Insurance contract liabilities
At 30 June | At 31 December
2008 2007
HKS'm HK3$'m
Gross and net
At 1 January 22,497 14,239
Benefits paid (737) (881)
Claims ncurred and movement in liabilities 3,310 9,139
At pericdfyear end 25,070 22,497
34. Subordinated liability

At 30 June | At 31 December
2008 2007
HKS$'m HK$'m
Subordinated loan 8,150 -

In June 2008, BOCHK ohtained a floating-rate subordinated loan with a principal amount of EUR&60 millicn from
BOC, the intermediate holding company. The loan will be due and repayable in June 2018. Interest is charged at
§-month EURIBOR plus 0.85% per annum for the first five years of the loan term, and at 6-month EURIBOR plus
1.35% per annum for the remaining tenure, payable semi-annually.
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35. Share capital

At 30 June | At 31 December
2008 2007
HK$'m HK$'m
Authorised:
20,000,000,000 ordinary shares of HK$5 each 100,000 100,600
Issued and fully paid:
10,572,780,266 ordinary shares of HK$5 each 52,864 52,864

36. 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 44 to 45.

37. Notes to condensed consolidated cash flow statement

{a) Reconciliation of operating profit to operating cash inflow before taxation

Half-year ended

Half-year ended

30 June 2008 30 June 2007
HK$'m HK$'m
Operating profit 7.724 8,808
Depreciation 480 373
Net charge/(reversal) of impairment allowances 2,227 (166)
Unwind of discount on impairment 21 (14)
Advances written off net of recoveries 86 214
Interest expense an subordinated liability 6 -
Change in cash and balances with banks and other financial
institutions with original maturity over three menths 17,866 {6,883}
Change in placements with banks and other financial institutions
with original maturity over three months (627) {9,863)
Change in financial assets at fair value through profit or loss 565 2,360
Change in derivative financial instruments (307} (615)
Change in advances and other accounts {66,914) (46,767)
Change in investment in securities 33,400 (1,751)
Change in other assets 7,689 {46,795)
Change in deposits and balances of banks and other
financial institutions 21,026 (2,316)
Change in financial liabilities at fair value through profit or loss 708 3,077
Change in deposits from customers 25,504 109,223
Change in debt securities in issue at amortised cost 667 283
Change in other accounts and provisions (8,471) (48)
Change in insurance coniract liabilities 2,573 2,196
Exchange difference 199 6
QOperating cash inflow before taxation 44,380 11,322
Cash flows from operating activities included;
- Interest received 19,220 21,158
- Interast paid 2,254 12,427
- Dividend received 100 9
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37. Notes to condensed consolidated cash flow statement (continued)

{b) Analysis of the balances of cash and cash equivalents

At 30 June At 30 June
2008 2007
HK$'m HK$'m
Cash and balances with banks and cther financial institutions
with original maturity within three months 173,272 110,712
Placements with banks and other financial institutions
with original maturity within three months 10,847 14,339
Treasury bills with original maturity within three months 12,820 8,244
Certificates of deposit held with original maturity
within three months 1.816 702
198,755 133,997

38. Contingent liabilities and commitments

The following is a summary of the contractual amounts of each significant class of centingent liability and

commitment and the corresponding aggregate credit risk weighted amount:

At 30 June | At 31 December

2008 2007

HK$'m HK3'm

Direct credlit substitutes 1.511 2,120

Transaction-related contingencies 8,186 7.075

Trade-relaed contingencies 33,231 29,081
Commitments that are unconditionally cancellable _

without prior notice 53,169 50,034

Other corr mitments with an original maturity of

- up to one year 93,133 84,804

— over cne year 48,627 58,189

237,857 231,303

Credit risk weighted amount 45,867 47,356

The calculation basis of the credit risk weighted amount has been set out in Note 22.
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38. Capital commitments
The Group has the fotlowing outstanding capital commitments not provided for in this interim financial

information:
At 30 June | At 31 December
2008 2007
HKS$'m HK$'m
Authorised and contracted for but not provided for 318 165
Authorised but not contracted for 54 1
372 166

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

40. Operating lease commitments
{a) The Group as lessee
The Group has commitments to make the following future minimum lease payments under non-cancellable
operating leases:

At 30 June | At 31 December
2008 2007
HK$'m HK$'m

Land and buildings
- not later than one year 357 3
— later than one year but not later than five years 378 297
~ later than five years 5 -
740 618

Certain non-cancellable operating leases included in the tables above were subject to renegotiation and
rent adjustment with reference to market rates prevailing at specified agreed dates.
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NOTES TO THE INTERIM FINANCIAL INFORMATION

Operating lease commitments (continued)
{b) The Group as lessor
The Group has contracted with tenants for the following future minimum lease receivables under non-

cancellable operating leases:

At 30 June | At 31 December
2008 2007
HK$'m HX$'m

Land and buildings
-- not later than one year 276 251
- later than one year but not later than five years 272 215
548 466

The Group leases its investment properties (Note 25) under operating lease arrangaments, with leases
typically for a period from one to three years. The terms of the teases generally requirz the tenants 1o pay
security deposits and provide for periodic rent adjustments according to the prevailing market conditions.
None of the leases include contingent rentals.

Segmental reporting

The Group 2ngages in many businesses in several regions. For segmental reporting purposes, information is solely
provided in respect of business segments. Geographical segment information is not presented because over 90%
of the Group's revenues and profits before tax are derives from the assets located in Hong Kong.

Informatior about the four business segments is provided in segmental reporting. They are Personal Banking,
Corporate Banking, Treasury and Insurance.

Both Personal Banking and Corporate Banking segments provide general banking services. Personal Banking
serves individual customers while Corporate Banking deals with non individual customars. The Treasury segment is
responsible for managing the capital, liquidity, and the interest rate and foreign exchange positions of the Group in
addition to proprietary trades. The Insurance segment shows business relating to the Group’s long-term fife insurance
products, including traditional and linked individual life insurance and group life insurance products. “Others” refers
to those items related to the Group as a whole but independent of the other four business segments, including
the Group's holdings of premises, investment properties and interests in associates.

Revenues, expenses, assets and liabilities of any business segment mainly include items directly attributable ta the
segment. In relation to occupation of the Group's premises, rentals are internally charged based on market rates
according to the areas occupied. For management overheads, allocations are made on reasonable bases. During the
sacond hali of 2007, the Group has revised the allocation bases and comparative amounts have been reclassified
to conform with the current year’s presentation. There is no impact on the Group’s income statement and balance
sheet. Inter-segment funding is charged according to the internal funds transier pricing mechanism of the Group.
The charge on any such funding is mainly made by reference to the corresponding money market rate.
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NOTES TO THE INTERIM FINANCIAL INFORMATION

41.

BOC Hong Kong {(Heldings} Limited

Segmental reporting (continued)

Half-year ended 30 June 2008

Personal Corporate Treasury Insurance Others Subtotal  Eliminations Consolidated
HKS'm HK$'m HK$'m HKS'm HK§'m HK$'m HK$'m HK$'m
Net interest (expensesincome
- externaf {1,950) 3,092 8319 538 30 10,029 - 10,029
- inter-segment 5,280 (120) {4,863} - {297) - - -
3330 29712 3456 538 (267) 10,029 - 10,029
Net fees and commission income/

(expenses) PALS] 1,012 (2) {164) (22) 2,965 (66} 2,899
Net trading incomef{expenses) 3 90 298 - () 1,37 - 1297
Net lass on financial instruments

designated at fair value through

profit or lss - - (o) (1399 - (1,484) - {1.484)
Net gain on investment in securities - - 128 - - 128 - 128
Net insurance premium income - - - 4,503 - 4,503 2 4,501
QOther operating income b3 30 1 8 m 1,037 (706} 3
Total operating income 5,862 4,104 4,389 3493 567 18,415 (174} 17,641
Net insurance benefits and dlaims - - - (3,602) - (3,602) - {3.602)
Net operating income before

impairment allowances 5,862 4,104 4,389 {109} 567 14,813 {7174 14,039
Net charge of impairment allowances (18) {50} {2.149) - - {2,220 - (.3
Net operating income/{expenses) 5,844 4,044 2,240 (109} 567 12,586 {774} 1812
Operating expenses {2879 {1,08%) (431 {6%) {402) {a,.862) m {4.088)
Operating profit/{loss) 2,965 2,963 1.809 (178) 165 1724 - 74
Net gain from disposal obffair value

adjustments on investment

prapertias - - - - M0 12 - m
Net loss from disposalirevaluation of

properties, plant and equipment - - - - (8) @® - (8)
Share of profits less losses of

associates - - - - 8 8 - 8
Profit/{loss) before taxation 2,965 1,963 1,809 {178) 875 8,434 - 8.434
At 30 Jume 2008
Assets
Segment assets 165,005 338,456 563,506 27,738 41,196 1,136,901 (19,370} 1,126,531
[nterests in associates - - - - 29 a9 - 89
Unallocated corporate assets - - - - 548 548 - 548

165,005 339,456 563,506 17,138 41,833 137,538 {10,370} 1,127,168
Liabilities
Segment liabilities 524,774 EYEREY) 154,217 25,982 82 1,029,702 (10,370} 1,019,332
Unallocated corporate liabilities - - - - 10,317 10,317 - 10317
524,774 324,447 154,217 25,982 10,599 1,040,119 {10,370 1,029,649
Half-year ended 30 June 2008
Other information
Additions of properties,

plant and equipment 4 1 - 1 m a7 - u7
Depreciation 13 65 52 2 L 480 - 480
Amortisation of securities - - (73 - - {13 - (1)
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Segmental reporting (continued)

NOTES TO THE INTERIM FINANCIAL INFORMATION

Half-year ended 30 June 2007

Personal Corporate Treasury Insurance Others Subtetal  Eliminations  Consolidated
HKY'm HK$'m HKY'm HKY'm HK§'m HKS'm HK$'m HKS'm
Net interest (exensesyincome
- external {4,198) 2,746 9,956 346 53 8,503 - 8,303
- inter-segment 8,039 57 {7,505) - {591) - - -
3841 1,803 2451 346 (538) 8,903 - 8,903
Net faes and ccmmission incomef
{expenses) 2,037 781 7 (1 (33 2,681 (49) 1632
Net trading income 268 81 46 - 12 a7 - 417
Net loss on finzncial instruments
designated a: fair value through
profit of loss - - {5) (389 - (354) - (394)
Net gain on investment in securities - - 2 - - 2 - ?
Net insurance premium income - - - 21936 - 2936 {3 3,933
Other operatiny income i 1 1 5 804 838 (639) 199
Total operatir g income 6,173 3,666 2,50 2,187 % 15,383 {691} 14,692
Net insurance benefits and claims - ~ - (2,632 - 12,632) - {2.630)
Net operating income before
impairment a!lowances 6,173 3,666 2,502 155 255 12,751 {691) 12,060
Net {charge)freersal of impairment
allowances (54) 220 - - - 166 - 166
Het operating income 6,119 3,886 2,502 155 255 12917 {691) 12,226
QOperating expenses {2,581 (899) {258) {48 {323) {4,109) 3] {3.418)
Operating profit/(loss) 31,538 1,987 2,44 107 {68) 8,808 - 8,808
Net gain from disposal offfair value
adjustments on investment
properties - - - - 116 416 - 416
Net gain from Jisposalirevaluation of
oroperties, plant and equipment - - - - 5 5 - 5
Share of profits fess losses of
ass0ciates - - - - @ @ - @
Profit before taxation 3,538 2,987 2,244 107 351 9,227 - 9,427
At 31 Decembier 2007
Assets
Ssgment asset; 162,634 281,680 566,661 24,545 37.567 1,073,087 (5,771} 1,067,316
Interests in associates - - - - 83 83 - 83
Unallocatad ccporate assets - - - - 238 238 - 238
162,634 281,680 966,661 24,545 37,888 1,073,408 {5771) 1,067,637
Liabilities
Segment fiabil ties 545,397 284,353 116,095 13,182 2,539 971,566 {5,771) 965,795
Unallocated corporate fiabilities - - - - 6,784 6,784 - 6,784
545,397 184,353 116,095 23182 5323 978,350 {5,711} 972,579
Haff-year ended 30 June 2007
Other information
Additions of properties, plant and
equipment Z - - - 85 iy - 287
Depreciation 104 4] 23 1 168 373 - 33
Amortisation of securities - - 919 - - 919 - 419
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42. Significant related party transactions
Related parties are those parties that have the ability, directly or indirectly, to control the other party or exercise
significant influence over the other party in making financial and operating decisions, Parties are also considered
1o be related if they are subject to common control. Related parties may be individuals or other entities.

The Group provides loans and credit facilities to related parties in the normal course of business. Such transactions
are conducted with terms that are no more favourable than those contracted with third party customers of the
Group.

Transactions with related parties, which the Group entered into during the period are summarised as follows:

(a)  Advances to third parties guaranteed by BOC Group companies
As at 30 June 2008, BOC, the intermediate holding company, provided guarantees for loans in favour of
the Group amounting to HK$7,450 million (31 December 2007: HK$3,693 million) to certain third parties.
BOC held equity interests of not more than 20% in these third parties.

(b) Advances acquired from BOC
During the first half of 2008, the Group has entered into an agreement with BOC to acquire advances
amounting to USD300 million arising from trade finance facifities granted to customers. The outstanding
amount of such advances at balance sheet date has been included as “advances to customers” in this

interim financial information.
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42, Significant related party transactions {continued)

{c)

Summary of transactions entered into during the ordinary course of business with BOC
Group companies

The aggregate income and expenses arising from related party transactions with the immediate holding
company, the intermediate holding companies, associates of the Company as well as subsidiaries and
associates of BOC are summarised as follows:

Half-year ended 30 June 2008
Immediate and
intermediate
holding Other related
companies Associates parties’
Notes HK$'m HK$'m HK$'m
Income statement items:
'nterest income (i) 574 - 7
nterest expense {ii) (235) (1) (63)
nsurance premiumn paid (net) (iii) - - (14}
administrative services fees
received/receivable (iv) 15 - 12
Rental fees received/receivable {iv) 1 - 27
Credit card commission paid/
payable (net) {v) (a3) - {1
Securities brokerage commission
paid/payable {net) (v) - - (188)
Rental, property management
and letting agency fees paid/
payable (v) - - (48)
Funds selling commission
received (vi} - - 49
Correspondent banking
fee received {vii) 7 - -
Net trading losses (7) - (76)
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42, Significant related party transactions (continued)
{c) Summary of transactions entered intao during the ordinary course of business with BOC
Group companies (continued)

Hal{-year ended 30 June 2007
Immediate and
intermediate
holding Other related
companies Associates parties’
Notes HK$'m HK$'m HK$'m
Income statement items:
Interest income (i) 205 - 9
Interest expense ) (ii) (232) (2) (168}
Insurance premium paid (net) giii) - - (20)
Administrative services fees
received/receivable (iv) 16 - 16
Rental fees received/receivable (iv) - - 1
Credit card commission paid/
payable (net) {v) (42) - (1
Securities brokerage cammission
paid/payable (net} v) - - (178}
Rental, property management
and letting agency fees paid/
payable {v) - - (40)
Funds selling commission
received {vi) - - 7
Correspondent banking
fee received {vii) 7 - -
Loans services fees received - - 1
Net trading gains " - 54

m BOC Hang Kong (Hokdings) Limited  Interim Report 2008




NOTES TO THE INTERIM FINANCIAL INFORMATION

significant related party transactions {continued)
Summary of transactions entered into during the ordinary course of business with BOC
Group companies {(continued}

At 30 June 2008

Immediate and
intermediate

holding Other related
companies Associates parties’
Notes HK$'m HK$'m HK$’'m
Balance sheet items:
Cash and balances with banks
and other financial institutions (i) 21,056 - 21
Placements with banks and other
financial institutions maturing
between one and twelve
months (i) 14,013 - -
Financial assets at fair value
through profit or loss 297 - 2,030
Derivative financial instruments
assets {viii) 38 - 3
Advances and other accounts (i) 45 - 860
Investment in securities (i) 367 - -
Other assets (ix) 52 - 1,351
Deposits and balances of banks
and other financial institutions {ii) 11,473 - 617
Deposits from customers (ii) 84 7% 4,473
Derivative financial
instruments liabilities (viii) 25 - 89
Other accounts and provisions {ix) 54 - 2,306
Subordinated liability {x} 8,150 - -
Off-balance sheet items:
Contingent liabilities and
commitments (xi) 7,422 - 722
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42, Significant related party transactions (continued)
{c) Summary of transactions entered into during the ordinary course of business with BOC
Group companies (continued)

Al 31 December 2007

Immediate and
intermediate

holding Other related
comparnies Associates parties’
Notes HK$'m HK$'m HK$'m

Balance sheet items:
Cash and balances with banks
and other financial institutions (i} 22,854 - 30
Placements with banks and other
financial institutions maturing
between one and twelve

months i 8,917 - -
Financial assets at fair value

through profit or loss 438 - 2,097
Derivative financial instruments

assets (viii) 30 - 3
Advances and other accounts (iy 21 - -
Investment in securities {i} 347 - -
Other assets (ix) 64 - 5,154
Deposits and balances of banks

and other financial institutions (i) 15,478 - 680
Deposits from customers i) 74 85 7,158
Derivative financial

ins{ruments fiabilities {viii} 14 - 23
QOther accounts and provisions (ix) 100 - 5,538

Off-balance sheet items:
Contingent liabilities and
commitments (xi} 2,248 - 3,722

1 Subsidiaries and associates of BOC and post-employment benefit plans for the benefit of employees of the Company are collectively disclosed
as ather celated parties and certain of which are state-contelled eatities.

Notes:

(i) Interest income
In the ordinary course of business, the Group enters into various transactions with BOC Group
companies including deposit of cash and balances with banks and other financial institutions,
placement of interbank deposits, investment in securities and provision of loans and credit facilities.
The transactions were conducted at prices and terms that are no more favourable than those charged
to and contracted with other third party customers of the Group.
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42. Significant related party transactions (continued})
() Surmmary of transactions entered into during the ordinary course of business with BOC
Group companies {continued)
Notes: (continued)

(ii} Interest expense
in the ordinary course of business, the Group accepts interbank deposits and current, fixed, savings
and other deposits from BOC Group companies at the relevant market rates at the time of the
transactions. Interest on a subordinated loan is charged at the contracted rate as denoted in Note
34.

(ili)  Insurance premium paid/insurance commission received (net)
In the ordinary course of business, the Group provides insurance agency services to and purchases
generat insurance policies from BOC Group companies at the relevant market rates at the time of
the transactions.

(ivi Administrative services fees and rental fees received/receivable
In the ordinary course of business, the Group receives administrative services {ees for the provision
of various administrative services including internal audit, technology, human resources support and
training to BOC Group companies mainly on the basis of cost plus & margin of 5%, and receives
office premises rental fees from BOC Group companies at the relevant market rates at the time of
the transactions.

) Commission, property management, letting agency fees and rental fees paid/payable
In the ordinary course of business, the Group pays commission fees for credit card administrative and
promotianal services, securities brokerage services, property management and letting agency fees to
BOC Group companies. The Group also pays rental fees to BOC Group companiss. These transactions
have been entered into in the ordinary course of business and were priced at the relevant market
rates at the time of the transactions.

{vil  Funds selling commission received
In the ordinary course of business, the Group receives commission for engaging in promotion and
sale of fund products of a BOC Group company to customers of the Group at the relevant market
rates at the time of the transactions.

(vii) Correspondent banking fee received
In the ordinary course of business, BOC provides services to the Group's customers including
remittance services and advising on and collecting letters of credit issued by the Group. The Group
shares the fees paid by its customers with BOC on the basis agreed between the parties from time
1o time.

(viii) Derivative financial instruments assets/liabilities

In the ordinary course of business, the Group enters into foreign exchange contracts and interest
rate contracts with BOC Group companies. As at 30 June 2008 the aggregate notional amount
of such derivative transactions amounted to HK$232,270 million {31 December 2007: HK$13,219
million) whilst the corresponding derivative financial instruments assets and liabilities amounted to
HK$41 million (31 December 2007: HK$33 million) and HK$114 million (31 December 2007: HK$37
million) respeciively. These transactions are executed at the relevant market rates at the time of the
transactions.
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NOTES TO THE INTERIM FINANCIAL INFORMATION

42. Significant related party transactions (continued)

Summary of transactions entered into during the ordinary course of business with BOC
Group companies (continued)

Notes: (continued}

{c)

(d)

(ix)

(x)

{(xi)

Other assets and other accounts and provisions

Included within “Other assets” and “Cther accounts and provisions” are receivables from and
payables to BOC Group companies. The amounts mainly represent the account receivables from and
payables to a subsidiary of BOC in relation to dealing in securities trading transactions on behalf
of the Group's customers. The receivables and payables arose from transactions carried out in the
normal course of business. '

Subordinated liability
BOCHK entered into a subordinated credit facitity agreement with BOC for the purposes of capital
management. Major commercial terms of the loan are stated in Note 34.

Contingent liahilities and commitments

In the ordinary course of business, the Group provides loan facilities and trade finance services to,
and guarantees for the obligations of BOC and its subsidiaries and associates on normal commercial
terms.

Key management personnel

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

The key management compensation for the six months ended 30 June 2008 and 2007 is detalied as

follows:

Half-year ended
30 June 2008

Half-year ended
30 June 2007

HK$'m HK$'m

Salaries and other short-term employee benefits 31 27

Post-employment benefits 1 1
32 28 |

BGC Hong Kong (Holdings) Limited
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42. Significant related party transactions (continued)
Transactions with Central SAFE and other companies controlled by Central SAFE

Central SAFE is the controlling entity of BOC. Central SAFE is approved by the State Coundil of the PRC to
assumne the rights and obligations of the equity owner on behalf of the State. Accordingly, Central SAFE,
actir g on behalf of the State, has become the ultimate holding company of the Company by virtue of its

(e)

interest in BOC.

The Group did not have any balances or enter into any transactions with Central SAFE for the six months
ended 30 June 2008 and 2007 (31 December 2007: Nil).

Cen-ral SAFE has controlling equity interests in certain other entities in the PRC. The Group enters into
banking transactions with these companies in the normal course of business. These include loans, investment

securities and money market transactions. The outstanding balances at the period/year end, and the retated

income and expenses for the period are as follows:

2008 2007
Interest Interest
income/ income/
{expense} (expense)
for the for the
six months Outstanding six months  Qutstanding
ended balance at ended balance at
30 June 30 June 30 June 31 December
HK$'m HK$'m HK%'m HK$'m
Advances to customers/banks and
other financial institutions - - - 23
Investment in securities 50 3,989 36 2,433
Financial assets at fair value through
profit or loss 9 15 - 9
Due from banks and other financial
institutions 28 501 35 1,443
Due to banks and other financial
institutions {16) 1,286 )] 2,417
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42. Significant related party transactions {(continued)
{f)  Transactions with the Ministry of Finance and the People’s Bank of China and other
state-controlled entities
The Group enters into banking transactions with the Ministry of Finance and the People’s Bank of China
in the normal course of business. These include purchases and redemption of treasury bonds and money

market transactions.

The state-controlled entities are those, other than BOC {the intermediate holding company and its
subsidiaries} and Central SAFE and its controlied companies, over which the PRC government directly or
indirectly holds over 50% of the outstanding shares or voting rights, and has the ability to control or the
power to govern their financial or operaticnal policies through its government authorities, agencies and
affiliates. The Group has extensive transactions with other state controlled entities. These transactions,
conducied in the ordinary course of business, may include, but are not limited to, the following:

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

- inter-bank balance taking and placing;

- sale, 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 postal services.
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Liquidity ratio

Half-year ended Half-year ended
30 June 2008 30 June 2007
Average liquidity ratic 42.47% 50.08%

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

The liguidity ratio is computed on the solo basis (the Hong Kong offices only) and is in accordance with the Fourth
Schedule of the Banking Ordinance.

Currency concentrations

The following is a summary of the major foreign currency exposures arising from trading, non-trading and structural
positions. The net options position is calculated based on the basis of delta-weighted positions of all foreign
exchange options contracts,

At 30 June 2008

Equivalent in million of HK$

Us Japanese Australian Pound Renminbi

Dollars Yen Eure Dollars  Sterling Yuan Others Total
Spot assets 326,686 3,956 27,299 33,774 14,207 102,775 11,345 520,042
Spot liabilit es (253,254) (3,029} (19,165) {30,888) (23,735)  {101,853) {27,127)  {459,051)
Forward purchases 211,449 28,741 29,660 33,002 28,738 28,235 49,473 409,388
Forward sales (284,037)  (29,936)  (38,151) (36,246}  (19,217)  (27,835) (33,835 (469,257
Net options position 470 4 (7 (40) 18 - (69) 37
Net long/(short) position 1,314 {264) {364) (308) 1 1,322 (213) 1,498
Net structu-al position 235 - - - - 1,378 - 1,613

At 31 December 2007

Equivalent in million ¢f HK$

US  Japanese Australian Pound  Renminbi
. Dollars Yen Eurc Dollars Sterling Yuan Cthers Total
Spot assets 327,003 2,019 15,738 27,376 6,028 44,929 7,364 430,458
Spot liabilities (224,622) {4,764} {9,215) {24,055) {12,951} {44,055) (19,615)  (339,277)
Forward purchases 156,983 22,718 25,775 22,051 25,807 -26,760 43,162 326,356
Forward sales (257,677} {20,215) (32,238) (25,426} (18,858) {26,322) (30,823)  (411,559)
Net options position 107 (16) (1n 2 {5) - {9 82
Net leng/(short) position 4,794 {258) 44 (32) 121 1,312 79 6,060
Net structural position 34 - - - - 459 - 543
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NOTES TO THE INTERIM FINANCIAL INFORNIATION

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

Public
sector
Banks entities Others Total
HK$'m HKS'm HKS$'m HK$'m
At 30 June 2008
Asia, other than Hong Kong
- Mainland China 65,516 83,408 47,413 196,337
— Others 67,896 117 20,696 88,709
133,412 83,525 68,109 285,046
North America
- United States 11,630 19,891 71,554 103,075
- Others 12,075 323 152 12,550
23,705 20,214 71,706 115,625
Waestern Europe
- Germany 35,499 290 1.361 37,850
- Others 116,501 265 8,484 125,250
152,000 1,255 9,845 163,100
Total 309,117 104,994 149,660 563,771
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45. Cross-border claims {continued)

Public
sector
Banks entities QOthers Total
HK$'m HK%'m HK$'m HK$'m
At 31 December 2007
Asia, other than Hong Kong
- Mainland China 56,017 30,926 29.699 116,642
— Others 75,767 469 19,585 95,821
131,784 31,395 49,284 212,463
North America
— United States 9,726 27,179 78,144 115,049
— Others 18,081 95 68 18,244
27,807 27,274 78,212 133,293
Western Europe _
- Germany 42,651 - 2,331 44,982
- Others 155,136 3 11,827 166,966
197,787 3 14,158 211,948
Total 357,378 58,672 141,654 557,704

46. Non-bank Mainland China exposures
Non-bank counterparties are identified in accordance with the definitions set out in the prudential return "Quarterly
Analysis of Loans and Advances and Provisions” issued by the HKMA. Exposures to Mainland China arising from
non-bank counterparties are summarised as follows:

At 30 June 2008
Individually
On-balance Off-balance assessed
sheet sheet Total impairment
exposure exposure exposure allowances
HK$'m HKS'm HKS$'m HKS$'m
Mainland China entities 85,387 37,231 122,618 30
Companizs and individuals outside
Mainlard China where the credit is
granted for use in Maintand China 28,811 17,364 46,175 36
Other non-bank Mainland China
exposures 12,419 5,322 17.741 9
126,617 59,917 186,534 75
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46. Non-bank Mainland China exposures {continued)

At 31 December 2007
Individually
On-balance Off-balance assessed
sheet sheet Total impairment
exposure exposure exposure allowances
HK$'m HK$'m HK$'m HK$'m
Mainland China entities 60,275 44,693 104,968 23
Companies and individuals outside
Mainland China where the credit is
granted for use in Mainland China 23,142 17,535 40,677 13
Other non-bank Mainland China
exposures 10,133 8,261 18,394 8
93,550 70,489 164,039 44

47. Ultimate holding company
Central SAFE, acting on behalf of the State, is the ultimate holding company of the Company whilst BOC is the
Company’s intermediate holding company.

48. Compliance with HKAS 34
The interim report for the first half of 2008 complies with HKAS 34 “Interim Financial Reporting” tssued by the
HKICPA.

49. Statutory accounts
The information in the interim report is unaudited and does not constitute statutory accounts. The statutory accounts
for the year ended 31 December 2007 have been delivered to the Registrar of Companies and the HKMA, The
auditors expressed an unqualified opinion on those statutory accounts in their report dated 25 March 2008.
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ADDITIONAL INFORMATION

Dividend and closure of register of members ,
The Board declared an interim dividend of HK$0.438 per share {(2007: HK30.428), payable on Thursday, 25
September 2008 to shareholders whose names appear on the Register of Members of the Company on Thursday,
18 September 2008.

The Register of Members of the Company will be closed, for the purpose of determining shareholders’ entitlement
to the interim dividend, from Tuesday, 16 September 2008 to Thursday, 18 September 2008 (both days inclusive),
during which period no transfer of shares will be registered. In order to rank for the interim dividend, shareholders
should ensure that all transfer documents, accompanied by the relevant share certificates, are lodged with the
Company’s Share Registrar, Computershare Hong Kong Investor Services Limited, at Rooms 1712-1716, 17th Floor,
Hopewell Centre, 183 Queen’s Road East, Wan Chai, Hong Kong, not later than 4:30 p.m. on Friday, 12 September
2008. Shares of the Company will be traded ex-dividend as from Thursday, 11 September 2008.

Substantial interests in share capital

The register maintained by the Company pursuant to section 336 of the SFO recorded that, as at 30 June 2008,
the following corporations had the following interests (as defined in the SFQ) in the Company set oppasite their
respective names:

No. of shares of HK$5 each in the Company

Name of Corporation (% of total issued shares)
Central SAFE 6,953,617,435 {65.77%)
BOC 6,953,617,435 (65.77%)
BOCHKG 6,949,330,256 (65.73%)
BOC {BVI) 6,949,330,256 (65.73%]}
Notes:
1. Following the rearganisation of BOC in August 2004, Central SAFE holds the contrelling equity capital of BOC on behalf of the State. Accordingly, for

the purpose of the SFO, Central SAFE is deemed to have the same interests in the Company as BOC.

2. BOC holds the entire issued share capital of BOCHKG, which in turn holds the entire issued share capital of BOC (BVI}). Accordingly, BOC and BOCHKG
are deemed to have the same interests in the Company as BOC (BV)) for the purpase of the SFO. BOC (BVI) beneficially ho!ds 6,94%,330,256 shares of
the Company.

3. The interest in the Company held by BOC included 4,000,000 shares hetd by BOC Insurance, a wholly-owned subsidiary of BOC, which had been disposed

of by BOC Insurance during the reporting period.

4, BOC holds the entire issued share capital of BOCI, which in turn holds the entire issued share capital of BOCI Asia Limited and BOCI Financial Products
Limited. Accordingly, BOC is deemed to have the same interests in the Company as BOCI Asia Limited and BOCI Financial Products Limited for the
purpose of the SFO. BOCI Asia Limited had an interest in 91,500 shares of the Company and an interest in 117,000 shares held under physically setiled
equity derivatives while BOCI Financial Products Limited had an interest in 78,679 shares of the Company.

All the interests stated above represented long positions. Save as disclosed above, as at 30 June 2008, no other
interests or short positions were recorded in the register maintained by the Company under section 336 of the
SFO.
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Directors’ rights to acquire shares

On 5 July 2002, the following Directors were granted options by BOC (BVI), the immediate holding company of
the Company, pursuant to a Pre-Listing Share Option Scheme to purchase from BOC (BVI) existing issued shares
of the Company at a price of HK$8.50 per share. These options have a vesting period of four years from 25 July
2002 with a valid exercise period of ten years,

Particulars of the cuistanding options granted to the Directors under the Pre-Listing Share Option Scheme as at
30 june 2C08 are set out below:

Number of share options

Exertise Bxerdsed  Surrendered lapsed  Balances

Date of price Exerdsable  Granted on Balancesasat  duringthe  duringthe  during the asat

Name of Director grant {HKS) period S July 2002 1January 2008 period period period 30 hune 2008

SUN Changji 5 luly 2002 850 25 uly 2003 1,590,600 1,590,600 - - - 1,590,600
to 4 July 2012

HE Guanghei S July 2002 850 15 uly 2003 1,446,000 723,000 - - - 723,000
to 4 July 2012

L) Zaohang 5 July 2002 850 25 )uly 2003 1,446,000 1,445,000 - - - 1,446,000
to 4 July 2012

ZHOU Zaigun 5 July 2002 850 25)uly 2003 1,446,000 1,446,000 361,500 - - 1,084,500
104 July 2012

ZHANG Yanling 5 July 2002 850 25 July 2003 1,446,000 1,446,000 - - - 1,446,000
to 4 luly 2012

Total 7,314,500 6,651,600 361,500 - - 6,290,100

Save as disclosed above, at no time during the period was the Company, its holding companies, or any of its
subsidiaries or fellow subsidiaries a party to any arrangements to enable the Directors to acquire benefits by means
of the acquisition of shares in, or debentures of, the Company or any other body corporate.
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5. Directors’ and Chief Executive’s interests in shares, underlying shares and debentures
As at 30 June 2008, the Directors, the Chief Executive and their respective associates had the following interests in
the shares and underlying shares of the Company, as recorded in the register required to be kept by the Company
pursuant to section 352 of the SFO or as otherwise notified to the Company and the Stock Exchange pursuant 1o
the Model Cede for Securities Transactions by Directors of Listed Issuers:

Number of shares/underlying shares held

% of the
Personal Family  Corporate Other issued
Name of Director interests interests interests interests Total share capital
SUN Changji 1,590,600 - - - 1,590,600 0.015%
HE Guangbei 723,000 - - - 723,000 0.007%
LI Zachang 1,446,000! - - - 1,446,000 0.014%
ZHOU Zaiqun 1,085,000? - - - 1,085,000 0.010%
ZHANG Yanling 1,446,000 - - - 1,446,000 0.014%
Total 6.290,600 - - - 6,290,600 0.060%
Notes:
i Such interests represented the respective Directars’ interests in underlying shares in respect of the share optiens granted to him/her pursuant to the
Pre-Listing Share Option Scheme, details of which are set out in the section titled *Directors’ rights to acquire shares™ above.
2. Such interests included Mr. Zhou's interests in 500 shares and interests in 1,084,500 underlying shares in respect of the share options granted to him

pursuant to the Pre-Listing Share Option Scheme, details of which are set out in the section titled *Directors’ rights to acquire shares” abave.

Save as disclosed above, as at 30 June 2008, none of the Directors or the Chief Executive of the Company or their
respective associates had any interests or short positions in the shares, underlying shares or debentures of the
Company or any of its associated corporations (within the meaning of Part XV of the SFQ) as recorded in the register
required to be kept by the Company pursuant to section 352 of the SFO or as otherwise notified to the Company
and the Stock Exchange pursuant to the Model Code for Securities Transactions by Directors of Listed Issuers.

6. Purchase, sale or redemption of the Company’s shares
During the period under review, neither the Company nor any of its subsidiaries has purchased, sold or redeemed
any of the Company’s shares.

7. Audit Committee
The Audit Committee consists anly of Non-executive Directors, the majority of whom are Independent Non-executive
Directors. It is chaired by Independent Non-executive Director Mr. Shan Weijian. Other members include Mr. Zhou
Zaigun, Dr. Fung Victor Kwok King, Mr. Tung Chee Chen, Madam Yang Linda Tsao, Mr. Tung Savio Wai-Hok and
Mr. Koh Beng Seng.

Based on the principle of independence, the Audit Committee assists the Board in menitoring the financial reports,
internail control, internal audit and external audit of the Group.
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ADDITIONAL INFORMATION

Audit Committee (continued)

At the request of the Audit Committee of the Company, the Group’s external auditors have carried out a review
of the interim financial information in accordance with the Hong Kong Standard on Review Engagements 2410
“Review of Interim Financial Information Performed by the Independent Auditor of the Entity” issued by the
HKICPA. The Audit Committee has reviewed with management the accounting principles and practices adopted
by the Group and discussed auditing, internal control and financial reporting matters including the review of the
unaudited nterim financial reports.

Compliance with the Code on Corporate Governance Practices of the Listing Rules

In pursuit of the Company’s stated objective to embrace good carporate governance principles and practices,
the Company has been continuously enhancing its corporate governance practices in order to attain even higher
standards. In conjunction with the implementation of the Code an Corporate Governance Practices {the "CG Code")
contained in Appendix 14 of the Listing Rules issued by the Stock Exchange of HMong Kong on 1 January 2005, the
Company has further strengthened its corporate governance practices by reference to the requirements of the CG
Code and nternational best practices. The Company is pleased to announce that it has been in full compliance
with all the code provisions of the CG Code and that it has also complied with nearly all the recommended best
practices set out in the CG Code throughout the period under review. For further details, please refer to the section
titled “Corporate Governance” contained in the Annual Report 2007 of the Company.

Compliance with the Codes for Securities Transactions by Directors

The Company has adopted the “Code for Securities Transactions by Directors” {the “Company’s Code”) to govern
securities transactions by Directors. The terms of the Company’s Code are more stringent than the mandatory
standards set out in the "Model Code for Securities Transactions by Directors of Listed Issuers” contained in
Appendix 10 of the Listing Rules {the “Model Code"). Apart from the securities of the Company, the Company’s
Code applies equally to the Director's dealings in the securities of our parent bank, BOC which was listed on the
Stock Exchange of Hong Kong in June 2006. In this connection, the Campany had made specific enquiry of all
Directors, who confirmed that they had complied with the standards set out in both the Company’s Code and the
Moadel Cocle throughout the period under review.

Compliance with the Banking {Disclosure) Rules and the Listing Rules

The unaudited interim report complies with the requirements set out in the Banking (Disclosure) Rules and the
applicable disclosure provisions of the Rules Governing the Listing of Securities on The Stock Exchange of Hong
Kong Limited.

Interim Report

This Interirn Report is available in both English and Chinese. The Chinese version of this interim Report is available
by writing to the Company’s Share Registrar, Computershare Hong Kong Investor Services Limited, at Rooms
1806-1807, 18th Floor, Hopewell Centre, 183 Queen’s Road East, Wan Chai, Hong Kong. This Interim Report is
also available (in both English and Chinese) on the Company’s website at www.bachk.com and the website of
Hong Kong Exchanges and Clearing Limited at www hkexnews.hk.

If you have any queries about how to obtain copies of this Interim Report or how to access those documents on
the Company's website, please call the Company’s hotline at (852) 2846 2700,
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ADDITIONAL INFORMATION

12.

Reconciliation between HKFRSs vs IFRS/CAS

The Company understands that BOC, an intermediate holding company as well as controlling shareholder of the
Company, will prepare and disclose censolidated financial information in accordance with IFRS and CAS for which
the Company and its subsidiaries will form part of the interim financial information. CAS is the new set of PRC
accounting standards that has been effective for annual periods beginning on or after 1 January 2007 for companies
publicly listed in PRC, The requirements of CAS have substantially converged with IFRS and HKFRSs.

The consolidated financial information of "BOC Hong Kong Group” for the periods disclosed by BOC in its interim
financial information is not the same as the consolidated financial information of the Group for the periods published
by the Company pursuant to applicable laws and regulations in Hong Kong. There are two reasons for this.

First, the definitions of "BOC Hong Kong Group” {as adopted by BOC for the purpose of its own financial disclosure)
and "Group” (as adopted by the Company in preparing and presenting its consolidated financial information) are
different: “BOC Hong Kong Group” refers to BOCHKG and its subsidiaries, whereas “Group” refers to the Company
and its subsidiaries {see the below organisation chart). Though there is a difference in definitions between “BOC
Hong Kong Group® and "Group”, their financial results for the periods presented are substantially the same. This
is because BOCHKG and BOC (BVI) are holding companies only and have no substantive operations of their own.

] BOC |
100%

| sochka |

100%
| socev) |

approximately 66%

l The Company '

Second, the Group has prepared its interim financial information in accordance with HK GAAP prior to 1 January
2005 and as from 1 January 2005 onwards in accordance with HKFRSs; whereas the consolidated financial
information reported to BOC is prepared in accordance with IFRS and CAS respectively. Despite the fact that
HKFRSs have converged with IFRS, there is a timing difference in the initial adoption of HKFRSs and IFRS by the
Group and by BOC respectively,

The Board considers that the best way 1o ensure that shareholders and the investing public understand the material
differences between the consolidated financial information of the Group published by the Company on the one
hand, and the consolidated financial information of BOC Hong Kong Group disclosed by BOC in its interim financial
information on the other hand, is to present recondiliations of the profit after tax/net assets of the Group prepared
under HKFRSs to the profit after tax/net assets of the Group prepared under IFRS and CAS respectively for the
periods presented.

The major differences between HKFRSs and IFRS/CAS, which arise from the difference in measurement basis in IFRS
or CAS and the timing difference in the initial adoption of HKFRSS and IFRS relate to the following:

- re-measurement of carrying value of treasury products;
- restatement of carrying value of bank premises; and

- deferred taxation impact arising from the above different measurement basis.
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Reconciliation between HKFRSs vs IFRS/CAS (continued)

(a) Re-measurement of carrying value of treasury products
Due to the difference in the timing of first adoption of HKFRSs and IFRS, classification and measurement
of certain investment securities under HK GAAP/HKFRSs and IFRS were different. Therefore, investment
securities were reclassified and re-measured to align with the accounting policies of BOC for the relevant
periods. Classification and measurement under IFRS and CAS is basically the same.

(b) Restatement of carrying value of bank premises
The Company has elected for a revaluation basis rather than cost basis to account for bank premises and
investment properties under HKFRSs. On the contrary, BOC has elected for the cost convention for bank
premises and revaluation basis for investment properties under IFRS and CAS. Therefore, adjustments have
been made to the carrying value of bank premises as well as to re-calculate the depreciation charge and
disposal gain/loss under IFRS and CAS.

(c) Deferred tax adjustments
These represent the deferred tax effect of the aforesaid adjustments.

Going forward, the differences relating to the restatement of carrying value of bank premises as a result of the
election of the different measurement basis allowed under HKFRSs, IFRS and CAS will be recurring in the future,
while the timing difference related to the measurement of investment securities will be reversed gradually and

eliminated n future years.

Profit after tax/Net assets reconciliation
HKFRSs Vs IFRS/CAS

Profit after tax Net assets
Half-year ended  Half-year ended
30 June 30 June At 30 June At 31 December
2008 2007 2008 2007
HX$'m HK$'m HK$'m HK$'m
Profit after tax/net assets of BOC
Hong kKong (Holdings) Limited
prepared under HKFR5s 7,181 7,628 97,514 95,058
Add: IFRS/CAS adjustments
Re-measurement of carrying
vilue of treasury products (s1) (66) (¥)] 1
Restatement of carrying value
ol bank premises 101 106 {12,050) (9,990)
Deterred tax adjustments (18) {21) 1,943 1,692
Profit after tax/net assets of BOC
Hong Kong (Holdings) Limited
prepared under IFRS/CAS 7,213 7,647 87,405 86,761
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INDEFENDEN]T REVIEVW REFURIT

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

BOC HONG KONG (HOLDINGS) LIMITED

(incorporated in Hong Kong with limited liability)

Introduction

We have reviewed the interim financial information set out on pages 42 to 114, which comprises the condensed
consolidated balance sheet of BOC Hong Kong {Holdings} Limited (the “Company”} and its subsidiaries (together, the
“Group”) as at 30 June 2008 and the related condensed consolidated statements of income, changes in equity and cash
flaws far the six-manth periad then ended, and a summary of significant accounting policies and other explanatory notes.
The Rules Geverning the Listing of Securities on the Main Board of The Stock Exchange of Hong Kong Limited require
the preparation of a report on interim financial information to be in compliance with the relevant provisions thereof and
Hong Kong Accounting Standard 34 “Interim Financial Reporting” issued by the Hong Kong Institute of Certified Public
Accountants. The directors of the Company are rasponsible for the preparation and presentation of this interim financial
information in accordance with Hong Kong Accounting Standard 34 "Interim Financial Reporting”. Our responsibility is to
express a conclusion on this interim financial information based on our review and to report our conclusion solely to you,
as a body, in accordance with our agreed terms of engagement and for no other purpose. We do not assume responsibility
towards or accept liability to any other persen 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 infermation consists of making inguiries, primarily of persons responsible
for financial and accounting matters, and applying analytical and other review procedures. A review is substantially less
in scope than an audit conducted in accordance with Hong Kong Standards on Auditing and consequently does not
enable us to obtain assurance that we would become aware of all significant matters that might be identified in an audit.
Accordingly, we do not express an audit opinion.

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

r uﬂww

PricewaterhouseCoopers
Certified Public Accountants
Hong Kong, 28 August 2008
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APPENDIX

Subsidiaries of the Company
The particulars of our subsidiaries are as follows:

Country/place Issued and  Percentage of
and date of fully paid up attributable
incorporation/ share capital/ equity
Name of company aperation registered capital interest  Principal activities
Directly held:
Bank of China (Hcng Kong) Hong Kong Ordinary shares 100.00% Banking business
Limited 16 October 1964 HK$43,042,840,858
BOC Group Life Assurance Hong Kong Ordinary shares 51.00% Life insurance

Company Limited*

Indirectly held:
Nanyang Commercial Bank,
Limited

Chiyu Banking Corporation
Limited

BOC Credit Card
(International) Limited

Arene Trading Limited

Bank of China (Hong Kong)
Nominees Limited*

Bank of China (Hong Kong)
Trustees Limited*

BOC Group Trustze
Company Limited*

BOC Travel Services Limited

BOCHK Financial Products
{Cayman) Limited

BOCHK Information
. Technology (Shenzhen)
Co., Ltd.*

BOCHK Informaton
Technology Services
(Shenzhen} Ltd*

12 March 1997

Hong Kong
2 February 1948

Hong Kong
24 April 1947

Hong Kong
9 September 1980

Hong Kong
22 August 1978

Hong Kong
1 October 1985

Hong Kong
6 November 1987

Hong Kong
1 December 1997

Hong Kong
24 August 1982

Cayman
10 November 2006

PRC
16 April 1990
PRC
26 May 1993

HK$868,000,000

Ordinary shares
HK$600,000,000

Ordinary shares
HK$300,000,000

Ordinary shares
HK$480,000,000

Ordinary shares
HK$500,000

Ordinary shares
HK$2

Ordinary shares
HK$3,000,000

Ordinary shares
HK$200,000,000

Ordinary shares
HK$2,000,000

Ordinary shares
US$50,000

Registered capital
HK$70,000,000

Registered capital
HK$40,000,000

100.00%

70.49%

100.00%

100.00%

100.00%

100.00%

64.20%

100.00%

100.00%

100.00%

100.00%

pusiness

Banking business

Banking business

Creadit card services

Property holding and
investment

Nominee services

Trustee and agency
services

Trustee services

Travel services

Note issuing

Property holding and
investment

Information
technology services

Interim Report 2008 BOC Hong Kong (Holdings} Limited

123




124

APPENDIX

Subsidiaries of the Company (continued)

Country/place Issued and Percentage of
and date of fully paid up attributable
incorporation/ share capital/ equity
Name of company operation registered capital interest  Principal activities
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 and
Limited* 23 April 1980 HK$10,000 investment holding
Chiyu Banking Corporation Hong Kong Ordinary shares 70.49%  Investment holding
(Nominees} Limited* 3 November 1981 HK$100,000
Chung Chiat Company Hong Kong Ordinary shares 100.00%  Property holding and
Limited 9 April 1980 HK$200 investment
Dwell Bay Limited Hong Kong Ordinary shares 100.00% Property holding and
19 December 1980 HK$100,000 investment
Glister Company Limited* Hong Kong Ordinary shares 70.49% Investment holding
26 March 2001 HK32
Glory Cardinal Limited* Hong Kong Ordinary shares 70.49% Investment holding
4 May 2001 HK$2
Grace Charter Limited* Hong Kong Ordinary shares 70.49%  Investment holding
4 May 2001 HK$2
G.2.Y. Microfilm Technology | PRC Registered capital 100.00% Property holding and
(Shenzhen) Co., Ltd.* 24 September 1993 HK$40,000,000 investment
Hua Chiac Commercial Hong Kong Ordinary shares 100.00% Nominee services
(Nominees} Limited* 28 October 1986 HK$10,000
Kincheng Finance (H.K.} Hong Keng Ordinary shares 100.00% Loan financing
Limited 30 March 1979 HK$225,000,000
Kincheng Investments & Hong Kodg Ordinary shares 100.00%  Property holding and
Developments {H.K.) 15 May 1981 HK$6.000 investment
Limited
Kincheng (Nominees) Hong Kong Ordinary shares 100.00% Nominee services
Limited* 12 December 1980 HK$100,000
Kiu Nam Investment Hong Kong Ordinary shares 100.00% Property holding and
Corporation Limited 9 November 1963 HK$2,000,000 investment
Kwong Li Nam Investment Hong Kong Ordinary shares 100.00% Investment agency
Agency Limited* 25 May 1984 HK$3,050,000
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Subsidiaries of the Company (continued)

APPENDIX

Country/place Issued and Percentage of
and date of fully paid up attributable
incorporation/ share capital/ equity
Name of company operation registered capital interest  Principal activities
Nan Song Company, Hong Kong Ordinary shares 100.00%  Property investment
Limited* 13 April 1965 HK$1,000,000 and investment
holding
Nanyang Commercial Bank PRC Registered capital 100.00%  Banking business
{China) Limited 14 December 2007 RMB2,500,000,000
Nanyang Commercial Bank Hong Kong Ordinary shares 100.00% Nominee services
(Nominees) Limized* 22 August 1980 HK$50,000
Nanyang Commercial Bank Hong Kong Qrdinary shares 100.00%  Trustee services
Trustee Limited* 22 October 1976 HK$3,000,000
Nanyang Finance Company Hong Keng Ordinary shares 100.00% Financial services
Limited 16 March 1979 HK$50,000,000
Pacific Trend Profits British Virgin Islands Registered shares 70.49% Investment holding
Corporation* 20 April 2001 usHi
Patson (HK) Limited* Hong Kong Ordinary shares 100.00%  Property investment
18 August 1970 HK$1,000,000
Perento Limited Hong Kong Ordinary shares 100.00%  Property holding and
27 September 1983 HK$10,000 investment
Po Hay Enterprises Limited Heng Kong Crdinary shares 100.00% Property holding and
2 October 1979 HK$100,000 investment
Po Sang Financial Investment | Hong Kong QOrdinary shares 100.00% Gold trading and
Services Company 23 September 1980 HK$25,000,000 nvestment holding
Limited*
Po Sang Futures L mited* Hong Kong Ordinary shares 100.00% Commodities
19 October 1993 HK$25,000,000 brokerage
Po Sang (Nominees) Limited* | Hong Kong Ordinary shares 100.00% Nominee services
29 April 1993 HK$10,000
Rams City {(Nominees) Hong Kong Ordinary shares 100.00% Ncminee services and
Limited* 2 May 1986 HK$2,000,000 investment holding
Sanicon Investment Limited Hong Kong Ordinary shares 100.00%  Property holding and

24 January 2000

HK32

investment

Interim Report 2008 BOC Hong Kong {Holdings) Limited
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Subsidiaries of the Company (continued)

Country/place issued and  Percentage of
and date of fully paid up attributable
incorporation/ share capital/ equity
Name of company operation registered capital interest Principal activities
Seng Sun Development Hong Kong Ordinary shares 70.49% Investment holding
Company, Limited* 11 December 1961 HK$2,800,000
Shenstone Limited Hong Kong Ordinary shares 100.00%  Property holding and
4 September 1979 HK%2 investment
Sin Chiao Enterprises Hong Kong Ordinary shares 100.00%  Property holding and
Corporation, Limited* 13 September 1961 HK$3,000,000 investment
Sin Hua Trustee Limited* Hong Kong Qrdinary shares 100.00%  Trustee services
27 October 1978 HK$3,000,000
Sin Mei {Nominee) Limited* Hong Kong Ordinary shares 100.00% Nominee services and
27 April 1982 HK$100,000 investment holding
Sin Yeh Shing Company Hong Kong Ordinary shares 100.00%  Property holding and
Limited 28 November 1980 HK$100,000 investment
Sino Information Services Hong Kong Ordinary shares 100.00% Information services
Company Limited 11 February 1993 HK$7,000,000
The China-South Sea Hong Kong Ordinary shares 100.00% Nominee services
{Nominees) Services 13 February 1981 HK$100,000
Limited*
The China State (Nominees) Hong Kong Ordinary shares 100.00% Nominee services and
Limited™* 14 May 1982 HK$100,000 investment holding
The China State Trustee Hong Kong Ordinary shares 100.00%  Trustee services
Limited* 17 July 1981 HK$3,000,000
Track Link Investment Hong Kong Ordinary shares 100.00% Property holding and
Limited 8 February 1994 HK§2 investment
Yien Yieh (Nominee} Hong Kong Ordinary shares 100.00% Nominee services and

Limited*

26 June 2001

HK$2,000

investment holding

Po Sang (Nominees) Limited commenced member’s voluntary winding up on 31 July 2008.

Remarks:

Name of subsidiaries which are not included in the consolidation group for regulatory purposes in respect of capital
adequacy is marked with * in the above table. BOCHK and its subsidiaries specified by the HKMA form the basis of
consolidation for its regulatory purposes in accordance with the Banking (Capital) Rules. For accounting purposes,
subsidiaries are consolidated in accordance with the accounting standards issued by the HKICPA pursuant to section 1BA
of the Professional Accountants Ordinance.

BOC Hong Kong (Holdings) Limited
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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

“AC" The Audit Committee

“ADR" American Depositary Receipt

“ADS(s)” American Depositary Share(s)

"ALCO" The Asset and Liability Management Committee
“ATM" Automated Teller Machine

“Board” or “Board of Directors”

the Board of Directors of the Company

"BOC” Bank of China Limited, a joint stock commercial bank with limited fiability
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

"BOC (BVI)” BOC Hong Kong (BVI) Limited, a company incorporated under the laws of the

British Virgin Islands and a wholly owned subsidiary of BOCHKG

“BOC Insurance”

Bank of China Group Insurance Company Limited, a company incorporated
under the laws of Hong Kong and a wholly owned subsidiary of BOC

"BOC Life” BOC Group Life Assurance Company Limited, a company incorporated under
the laws of Hong Kong, in which the Group and BOC Insurance hold equity
interests of 51% and 49% respectively

"BOC-CC” BOC Credit Card {(International) Limited, a company incorporated under the laws

of Hong Kong and a wholly owned subsidiary of BOCHK

“BOCHK" or "the Bank”

Bank of China (Hong Kong) Limited, a company incorporated under the laws of
Hong Kong and a wholly owned substdiary of the Company

“BOCHKG” BOC Hong Kong (Group) Limited, a company incorporatec under the laws of
Hong Kong and a wholly owned subsidiary of BOC
“BOCH" BOC International Holdings Limited, a company incorporated under the laws of

Hong Kong and a wholly owned subsidiary of BOC

"BOCI-Prudential Manager”

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

“BOCI-Prudential Trustee”

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

Interim Report 2008 BOC Hong Kong (Hotdings) Limited
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DEFINITIONS

Terms Meanings

“CAR" Capital Adequacy Ratio, computed on the consolidated basis that comprises
the positions of BOCHK and certain subsidiaries specified by the HKMA for its
regulatory purposes and in accordance with the Banking (Capital} Rules

“CAS” China Accounting Standards

"CBS” Corporate Banking Services

"CCo” Chief Credit Officer

"CE" Chief Executive

“CRQ" Chief Risk Officer

"Central SAFE”

Central SAFE Investments Limited

“Chiyu” Chiyu Banking Corporation Limited, a company incorporated under the laws of
Hong Kong, in which BOCHK holds an equity interest of 70,49%

“Company” BOC Hong Kong {Holdings) Limited, a company incorporated under the laws
of Hong Kong

"EURIBOR" Euro interbank Offered Rate

"Fitch” Fitch Ratings

"Group” the Company and its subsidiaries collectively referred as the Group

"HIBOR" Hong Kong interbank Offered Rate

"HK GAAP” Generally Accepted Accounting Principles in Hong Kong

"HKAS{s}" Hong Kang Accounting Standard(s)

"HKFRS(s)" Hong Kong Financial Reporting Standard(s}

"HKICPA* Hong Kong Institute of Certified Public Accountants

"HKMA" Hong Kong Monetary Authority

“Hong Kong” or “Hong Kong SAR”

Hong Kong Special Administrative Region

“IpO" Initial Public Offering
“r Information Technology
“LIBOR" London Interbank Offered Rate
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DEFINITIONS

Terms

Meanings

“Listing Rules”

Rules Governing the Listing of Securities on The Stock Exchznge of Hong Kong
Limited

“The Maintand” or “Mainland China”
or “The Mainland of China”

The mainland of the PRC

“MPF”

Mandatory Provident Fund

"MPF Schemes Crdinance”

the Mandatory Provident Fund Schemes Ordinance, Chapter 485 of the Laws
of Hong Kong, as amended

“MSCI Index” Morgan Stanley Capital international Index
"Moody's” Moody's Investors Service
“Nanyang” Nanyang Commercial Bank, Limited, a company incorporated under the laws of

Hong Kong and a wholly owned subsidiary of BOCHK

“Nanyang (China}”

Nanyang Commercial Bank {China) Limited, a company incorporated under the
laws of the PRC and a wholly owned subsidiary of Nanyang

QRSO schemes”

the Occupational Retirement Schemes under Occupational Retirement Schemes
Ordinance, Chapter 426 of the Laws of Hong Kong

“PRC" The People's Republic of China
“QDII(s)” Qualified Domestic Institutional Investor(s)
"RC” The Risk Committee

"RMB” or “Renminbi”

Renminbi, the lawful currency of the PRC

“RMD" The Risk Management Department
“SFO" the Securities and Futures Ordinance, Chapter 571 of the Laws of Hong Kong
“SME(s)" smail and medium-sized enterprise(s)

“Share Option Scheme”

the Share Option Scheme conditionally approved and adopted by the
shareholders of the Company on 10 July 2002

"Sharesave Plan”

the Sharesave Plan conditionaily approved and adopted by the shareholders of
the Company on 10 July 2002

“Standard & Poor’'s”

Standard & Poor's Ratings Services

“Stock Exchange” or “Stock Exchange
of Hong Kong”

The Stock Exchange of Hong Kong Limited
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DEFINITIONS

Terms Meanings
"US” or "USA” the United States of America
"VAR” Value at Risk
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Our Ref : BS(2008)167(JY)

File No.82-34675

18 August 2008 BY COURIER

Office of International Corporate Finance

Division of Corporation Finance

Securities and Exchange Commission

450 Fifth Street, N.W.

Washington, D.C. 20549 _

US.A. o B
EANPPS
cn 8

- :.-: = D

Dear Sirs, {%‘;:7 5 ™

BOC Hong Kong (Holdings) Limited (the “Company”) , S I:‘:l

Rule 12g3-2(b) File No.82-34675 - o O
L]
I &5

We enclose the announcement in relation to the date of the Board meeting for approving
2008 interim results of the Company as published on the website of Hong Kong
Exchanges and Clearing Limited in Hong Kong today for your attention.

Please note that the above document is being furnished to the Securities and Exchange
Commission (the “SEC”) on behalf of the Company pursuant to the exemption from the

Securities Exchange Act of 1934 (the “Act”) afforded by Rule 12g3-2(b) thereunder.

This information is being furnished under paragraph (1) of Rule 12g3-2(b) with the
understanding that such information and documents will not be deemed to be *“filed”
with the SEC or otherwise subject to the liabilities of Section 18 of the Act and that
neither this letter nor the furnishing of such information and documents shall constitute

an admission for any purpose that the Company is subject to the Act.

Yours faithfully,
For and on behalf of
BOC Hong Kong (Holdings) Limited

\6@—\
Jason C.W. Yeung

Company Secretary

Encl.

FHEE AT SE5248
52/F. 1 Garden Road, Hong Kong
A5k Website: www.bochk.com

B Tel: (852) 2846 2700
MIT Fax: (852) 2810 5830
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BOC HONG KONG (HOLDINGS) LIMITED

(Incorporated in Hong Kong with limited liability)
(the “Company”, Stock Code: 2388)

ANNOUNCEMENT

Date of Board Meeting

The Board of Directors of the Company (the “Board”) hereby announces that a meeting of the Board
will be held on Thursday, 28 August 2008 for the purpose of considering and approving, among other
things, the unaudited consolidated financial statements of the Company for the six months period
ended 30 June 2008.

By Order of the Board
Jason C.W. Yeung
Company Secretary

Hong Kong, 18 August 2008

As at the date of this announcement, the Board comprises Mr. XIAQ Gang® (Chairman), Mr. SUN
Changji® (Vice-chairman), Mr. HE Guangbei (Vice-chairman and Chief Executive), Mr. LI Zaohang”,
Mr. ZHOU Zaiqun®, Mdm. ZHANG Yanling®, Mr. LEE Raymond Wing Hung, Mr. GAO Yingxin, Dr.
FUNG Victor Kwok King™, Mr. KOH Beng Seng™, Mr. SHAN Weijian™, Mr. TUNG Chee Chen™,
Mr. TUNG Savio Wai-Hok™ and Mdm. YANG Linda Tsao™.

Non-executive Directors
Independent Non-executive Directors
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BOC HONG KONG (HOLDINGS) LIMITED

File No.82-34675
Our Ref : BS(2008)182(JY)

29 August 2008 BY COURIER

Office of International Corporate Finance
Division of Corporation Finance
Securities and Exchange Commission

1
L

450 Fifth Street, N.W. A
Washington, D.C. 20549 o &
U.S.A. Sl 0
':_-j:i ~I f.ﬁ
In:l <
i - -
Dear Sirs, __ :l o O
7t s
BOC Hong Kong (Holdings) Limited (the “Company”) 4

Rule 12g3-2(b) File No.82-34675

We enclose a copy of each of the following documents in relation to the 2008 Interim
Results of the Company for your attention:

1. 2008 Interim Results Announcement as published on the website of Hong Kong
Exchanges and Clearing Limited on 28 August 2008;

2. 2008 Interim Report (non-printed version) as published on the website of Hong
Kong Exchanges and Clearing Limited on 28 August 2008; and

3. Announcement regarding Closure of Register of Members as published on the
website of Hong Kong Exchanges and Clearing Limited on 28 August 2008 and in
today’s The Standard and Hong Kong Economic Journal.

Please note that the above documents are being furnished to the Securities and
Exchange Commission (the “SEC”) on behalf of the Company pursuant to the
exemption from the Securities Exchange Act of 1934 (the “Act”) afforded by Rule
12g3-2(b) thereunder.

This information is being furnished under paragraph (1) of Rule 12g3-2(b) with the
understanding that such information and documents will not be deemed to be “filed”
with the SEC or otherwise subject to the liabilities of Section 18 of the Act and that
neither this letter nor the furnishing of such information and documents shall constitute
an admission for any purpose that the Company is subject to the Act.

Yours faithfully,
For and on behalf of
BOC Hong Kong (Holdings) Limited

(-

Jason C.W. Yeung
Company Secretary
BHIC I B2

Encl. 52/F, 1 Carden Road, Hong Kong T35 Tel: (852) 2846 2700
A4 Website: www.bochk.com 1L Fax: (852) 2810 5830

SCO01BE006 01 1.0001YKE
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BOC HONG KONG (HOLDINGS) LIMITED 73 SEP
(Incarporated in Hong Kong with limited liability) ’ , 2 A 0 1
(the “Company”, Stock Code: 2388) ' fiji(\f:i‘;f '.;“r —:.

2008 INTERIM RESULTS ANNOUNCEMENT

The Board of Directors of the Company is pleased to announce the unaudited results of the Company
and its subsidiaries for the six months period ended 30 June 2008. This announcement, containing the
full text of the 2008 Interim Report of the Company, complies with the relevant requirements of the
Listing Rules in relation to information 1o accompany preliminary announcements of interim results.
Printed version of the Company’s 2008 Interim Report will be delivered to the shareholders of the
Company and available for viewing on the websites of Hong Kong Exchanges and Clearing Limited

at www.hkexnews.hk and of the Company at www.bochk.com in mid September 2008.
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Half-year ended Half-year ended Year ended

30 June 30 June 31 December
2008 2007 2007
HKS$'m HK3$'m HK$'m
Net operating income before impairment allowances 14,039 12,060 27.254
Operating profit 7,724 8.208 18,033
Profit before taxation 8,434 9,227 19,126
Profit for the period/year 7,181 7,628 15,817
Profit attributable to the equity holders
of the Company 7,088 7,466 15,446
HKS HK$ HK$
Earnings per share ‘ 0.6704 0.7062 1.4609
Dividend per share 0.4380 0.4280 0.9150
HKS'm HKE'm HK$'m
Capital and reserves attributable to
the equity hoiders of the Campany 95,047 87,749 92,842
Issued and fully paid share capital 52,864 52,864 52,864
Total assets | 1,127,168 7,047,095 1.067,637
Financial ratios 5 % % % .
Return on average total assets’ ' 1.32 1.57 1.53
Return on average capital and reserves attributable
to the equity holders of the Caompany? 15.09 17.32 17.40
Cost to income (atio 29.12 28.34 28,52
Loan to deposit ratio? 57.81 48.17 51.66
Average hquidity ratio® 42.47 50.08 50.92
Capital adequacy ratic® 13.87 14,29 13.08

Profit for the periofityear

Return on average total aseeis =
Daily average balance of total assets

Return gn average capital and reserves attibutatle 10 the equity holders of the Company

Profit astnbutable 10 the equity holders of the Comparny

Asprage of the beginning and ending balance of capital and reserves attributable 1o the equity holdars of the Company

Loar to deposit ratio is celcutated as at 30 June 2008, 30 lune 2007 ang 31 Becember 2007. Loan reprecents gross advances to customers. Deposit alsa includes
structured deposits reported 45 “Financisl labihities at falt value thiough profit or loss”

Average liquidity raiic 15 calculated as the simple average of each catendar month's average liquidity ratio of BOCHEY for the corresponding peniod

apral adeguacy ratio 15 computed on the consolidated basis that comprises the positions of BOCHK and certain subsidizries specified by the HKMA for its
regulatory puiposes and i atiordance with the Bankag (Capital) Rules
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Curing the first six months of 2008, the Group’s core
businesses continued to make good progress amid a more
challenging environment, riding on the impetus created
by the initiatives we launched last year to strengthen our
position in key market areas. The Group's net operating
income before impairment allowances rose by 16.4%
tc HK$14.039 million while operating profit before
impairment allowances increased by 15.1% to HK3$9,951

million.

The ongoing turbulence in the global credit markets
negatively affected our securities investments, To reflect
the weakening credit envircnment, we wrote down the
value of our US asset-backed securities, As a result,
despite the strong performance of our core businesses for
the first half of 2008, our profit growth was impacted by
a total net securities provision of HK$2.1 billien charged
to the P&L account. The Group's profit attributable to
shareholders decreased by 5.1% year-on-year to HK37,088
million or HK$0.6704 per share.

As at end June 2008, cur financial position remainead solid
with total assets reaching HK$1,127.2 killion, up 5.6%
from end 2007. The Group outperformed the market
in terms of both loan and depcsit growth and our loan
to deposit ratio improved substantially to 57.81% fram
51.66% as at end 2007. We dslivered an impressive
growth of 15.1% in our loan book cempared to end 2007
while loan quality remainad sound with the classified
or impaired loan ratio further improved to 0.34% from
0.44% as at end 2007. The Group's growth momentum
centinues with the successful implementation of our
S-year strategic plan since 2006. Taking into account our
mid-to-tong term expansion plan, we further reinforced
our capital base and improved cur capital structure
with the support of our parent bank, Bank of China
Limited ("BOC"), which granted a subordinated lean of

BOC Hong Keng (Holdings) Limited  Interim Report 2008

EUREBD miltion to the Group. Capital adequacy ratio at
end-June 2008 was 13.87% and average kquidity ratio
remained strong at 42.47%. Balancing the Group’s capital
need for business expansion and its dividend policy, the
Board has declared an interim dividend of HK$0.4380 per

share, an increase of 2.3% year-on-year.

As for our business development, we saw marked
progress on the back of our enhanced platform. Amid
the poor sentimenis in the stock market which affected
our investment related fee income, we continued to
strive for product innovation in response to cusiomers’
needs. We also produced significant growth in the fee
income from our traditional banking services, including
foan and bills commissions, credit cards, RMB business.
This, once again, reflected the strength of cur underlying
business. We maintained our leading market positions in
our core businesses including residential mortgage, loan
syndication and Hong Kong RME banking business.

In additicon to building a stronger base in Hong Kong, we
also made good progress in growing our business outside
Hong Kong. In particular, we fostered closer cooperation
with our parent bank, 8CC to capture emerging business
opportunities for mutual gains. As | menticned in our 2007
annual report, BOCCHK was appointed as the principal bank
for BOC Group's Asia-Pacific Loan Syndication Centre.
Leveraging our expertise and distribution capability, we
arranged a number of loan syndications with great success
during the first half of 2008. This not only helped enhance
our franchise and market position in the Asia-Pacific
region but also generated marked increase in related fee
income. We also worked closely with our parent bank,
BOC to capture new business opportunities with Mainland
Chinese enterprises to provide more comprehensive cross-
border banking services for their overseas operations and

expansion.




QOur restructured Mainland business, incorporated under
Nanyang Commercial Bank {(China) Limited ("Nanyang
(China)"), commenced operaticn last year-end. To cater
for the needs of our customers, we continued 0 expand
cur product platform, including forming strategic alliances
with insurance companies and taunching a variety of
structured and QI products. China expansion will remain
one of our top investment priorities despite the Group's
tighter expense control amid the inflationary environment.
We will continue to invest mere rescurces to expand
our branch network and enhance the Nanyang {China)
franchise.

Looking forward, we expect the operating environment
to become more challenging. We will stay alert and be
prepared for the increasing operating risks stemming
from the uncertainiies in the global credit market, the
slowdown of the US econcmy and the rising inflationary
pressure worldwide. In Hong Kong, signs of a slowdown
are becoming increasingly apparent as refiected in the
more conservative sentiment in the property market,
tower export figures, and rising operating costs for
focal companies. The Group believes that sound risk
management is particularly crucial under the current
operating environment. Although our loan quality
continued 10 imgprove in the first half of the year, we have
already taken more stringent risk management initiatives
to prepare for possible deterioration in corporate earnings.
In addition, to counteract inflationary trends, we have
implemented a £ost managament mechanism to allow us
mere flexibtity in aligning the growth of our expanses (o
our income. Nevertheless, the Group will continue to invest
in accordance with its strategic priorities while managing
cost increases. Our capital strength and liguidity remain
sound, which enables us to withstand potential stress
facing the market and to safeguard our ability to serve
the needs of our customers. Amid the more chalienging
operating environment, we will focus on guality growth
by capitalising on our enhanced business platform and

adopting more proactive risk management. As articulated
in our S-year strategy, we remain committed to building
a stronger and more comprehensive business platform for
the Group's leng-term growth and profitability.

{ would like to take this opportunity to thank our
customers, members of generai public and our employees
for their quick response and generosity in joining the
Bank's fund raising activity that enabled us to deliver
timely assistance to the earthguake victims in the wake cf
the earthquake which struck Sichuan in May.

I wish to thank our customers and sharehclders for their
continuous suppcrt and the Board for their wisdom
and counsel. 1 would also like to extend cn behalf of
the Beard a hearty welcome to Mr. Wong David See
Hong, who joined us as Deputy Chief Executive on
1 July this year with overali responsibility for overseeing
our {inancial market business lines. Mr. Wong will bring
broad experience and expertise to the role. Thiough the
dedicated leadership of our Management team and the
whalehearted commitments and efforis of our associates,
1 am confident that we will further sirengthen the BOCHK
franchise and create better value for our shareholders.

5 4

XIAO Gang
Chairman

28 August 2008
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The operating environment for the banking sector has
been challenging this year. The turbulence in the global
financiat market originating fram the US subprime debacle
has dealt a severe biow 10 the US economy with pervasive
ramifications for economies wortdwide. Back home,
various macroeconomic measures taken by the Mainland
authorities to cool the overheated Chinese economy have,
as targeted, softened its growth pace. Although domestic
consumption and external trade remained robust in the
first few months of the year, investment sentiments were
far less bullish. As the IPQ boom subsided, the volume
of stock trading activities plunged. The property market
also slowed down after an active first quarter. Meanwhile,
cost management has become an increasingly thorny issue
foi the business seclor because of mounting inflationary
pressure.

Notwithstanding the above challenges, the Group
succeeded in growing most of its core businesses and
delivered satisfactory operating results in the first half
of 2008 versus the same period last year. Qur business
development and income-generating capabilities have
remained sound. With the continued implementation of
our Relationship-Product-Channel (RPC) business model,
we have been able to forge ahead with the growth
strategies under the Group’s current strategic plan, grow
our operating income, maintain cur market lead in key
areas, expand into new areas and build up a stronger
presence in the Mainland market.

Business Highlights
The following summary highlights our key business results
in the interim period:

. QOur core businesses recorded satisfactory growth
year-on-year. Total operating income rose by a
healthy margin, driven by the rise in net interest
income, net fees and commission income as well
as net trading income.

. We achieved broad-based and strong growth in
our core lending business which covers corporate
loans, consumer lecans and residential property
mertgage.

BOC Hong <ong {Heldings) Limited  Interim Report 2008

. Further progress was made in high-masgin
segments such as wrade finance, SME loans and
Mainland lending while our credit card business
continued to expand.

. We maintained our leading positions in loan
syndication, residential property mortgage and
RMB-related banking in the Hong Kong market.

. Wealth management business continued to grow
as our high net-worth customer base expanded.

. Through the implementation of ocur dualistic
business model in China, the Group’s Mainland
business recorded solid growth in operating income
and further expanded its branch network.

. As BOC Group's Asia-Pacific Syndicated Loan Centre,
the Group has been making substantial contribution
to the whole BOC Group’s ioan syndication business
while reinforcing the Group’s market leadership in
Hong Kang, Macau and the Mainland.

. The Group’s total asset base continued to expand
while loan quality further impreved.

Financial Performance

In the first half of 2008, the Group's net operating income
before impairment allowances went uo by 16.4% year-
on-year to HK$14,039 millicn, which was driven by the
growth of net interest income, net fees and commission
income as well as net trading income. Operating profit
before impairment allowances grew by a healthy 15.1%
year-on-year to HK$9,951 million.

After a relatively strong 2007, profit attributable to
shareholders dropped by 5.1% to HK$7,088 millicn.
This decline was caused mainly by a higher level of
impairment allowances provided for this period. Owing to
the prevailing uncertainties and gloomy sentiments in the
capital market that have a negative impact on the value
of its investment in the US asset-backed securities, the
Group provided for a net charge of HK32,149 million of
impairment allowances for our US assei-backed securities




in the investment partiolio. This factor inevitably eroded
our net profit for this period.

Return on average total assets (ROA) and return on average
shareholders’ funds {(ROE) were 1.32% and 15.09%
respectively, versus 1.57% and 17.32% respectively for
the same peried in 2007, ROA and ROE before impairment
allowances improved by 0.05 percentage point and 1.13
perceniage points respectively to 1.83% and 21.18%
respectively.

Net interest income grew by 12.6% to HK$10,029 million
because of a corresponding growth in interest-earning
assets. The growth of interest-earning assets was primarily
driven by the expansion of the Group’s lending business
and increased customer deposits. Net interest margin
stayed flat at 2.03%, but this was after taking inte
consideration BOCHK's role as the local RMB clearing
bank. As RMB deposits taken by the participating banks
in Hong Kong recorded a substantial rise, their impact on
our net interest margin became more material. Should
this factor be discounted, the Group's net interest margin
would have increased to 2.10%. up 3 basis points versus
the same period last year.

We recorded an encouraging growth of 15.1% in loans
and advances to both corporate and personal customers.
Corporate loans increased by 19.1% while residential
mortgage lgans were up 9.0%. Other consumer lending,
including perscnal loans, also recorded double-digit
growth. We have remained the market leader in loan
syndication and residential property mortgage. More
importantly, benefiting from our enhanced business
platform and extensive branch network, we have
continued to grow the high-margin loan segments. Trade
finance surged by a strong 30.5%. SME loans increased by
16.1%. Loans extended through our Mainland cperation
increased by 17.2%. The Group's loan-to-deposit ratio
was up by 6.15 percentage points during the interim
period to 57.81% as the growth of loans outpaced that
of deposits.

Despite the sluggish market environment, we continued
to pursue the growth of fee-based income with success.

The Group’s net fees and commission income increased
by 10.1% year-on-year to HK$2,899 million. Fee income
from our loan business mere than doubled to HK$263
million as our loan portfolic expanded substantially during
the period under review. Fee income from our card
business, RMB-related husiness, currency exchange, trust
services and bills service all grew sirongly. The inception
of our custody business and the Group's appointment
as the BOC Group's Asia-Pacific Syndicated Loan Centre
earlier this year also contributed to the growth of our
fee income.

After an exceptionally bullish 2007, stock trading fee
income experienced a decline of 2.6% versus the first half
of 2007 and 42.4% versus the second half of 2007 as
the investrment market was prevailed over by widespread
pessimistic sentiments, At the same time, income from
sales of funds plunged by 54.1% as business volume
contracted. However, we still managed to grow our fee
income from the distribution of bonds by a phenomenat
238.5% year-on-year.

We racorded very impressive growth in our net irading
income, which surged by 196.6% year-on-year o
HK$1,237 million mainly because of the nearly 5-fold
increase in net trading income from foreign exchange
and related products. This phenomenal growth was
attributable to the increase in business volume as well
as the reduction of marked-to-market loss of foreign
exchange swap contracts.

Through product innovation ang effective marketing, net
insyrance premium income grew strongly by 53.5% to
HK$4,501 million. The growth of premium income from
single-premium products was particularly impressive.

On the expenditure front, we have continued to manage
our operating €osts prudently and maintained our cost-10-
income ratio at an optimal level. During the pericd under
review, total opesating expenses went up by 19.6% 1o
HK$4,088 million. This increase was caused mainly by
pay rise as well as the addition of manpower needed for
business growth and development in both our local and
Mainland operations. Qther contributing factors were
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increases in operating expenses for business expansion and
higher depreciation arising from cur continued investment
in infrastructure and equipment for service enhancement.
However, the Group’s cost-to-income ratio still stood at
the low level of 29.12% during the interim period.

As at end-June 2008, the Group's total assets reached
HK$1,127 .2 billion, up 7.6% year-on-yzar and 5.6% versus
end-December 2007. With rigerous risk management and
effective internal control, our asset quality remained
excellent. The Group's classified or impaired loan ratio
at end-lune 2008 was 0.34%, down from 0.44% as at
end-2007.

Our capital and liquidity positions remained strong.
Consolidated capital adequacy ratio as at end-June 2008
was 13.87%, up from 13.08% as at end-2007, owing to
the enlargement of our iotal capital base, which grew
by 13.0% after a subordinated toan of Euro 660 million
granted by BOC in June 2008. The Group’s average
liquidity ratio remained healthy at 42.47%, compared 0
50.08% in the first half of 2007. The drop was caused
mainly by the decline in average liguefiable assets, due to
decreased marketable debt securities, and the increase in
average qualifying liabilities as a result of the growth of
deposits from custamers.

Business Review

Qur business performance in the first six months speaks
for the strength of the Group's current business model and
reinforced business platform in driving growth at a steady
pace even in a less favourable market environment.

Personal banking

The performance of the Group's Personal Banking
business was mixed in the interim period. it registered
a drop of 5.0% in its operating income in the first half
of this year after an exceptionally strong 2007. Net
interest income decreased by 13.3% to HK$3,330 million
mainly due to narrower deposit spread. Other operating
income, however, increased by 8.6% to HK$2,532 million.
Although income from stock brokerage and sales of funds
declined in & glcomy market, the Group's net fees and
commission income rose by 5.1% because of the growth
in the sales of bonds, RMB-related business, card business
and currency exchange business. Foreign exchange
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income, in particular, surged significantly because of a
robust growth in business volume. Profit before taxation
decreased by 16.2% to HK$2,965 mitlion.

Despite fierce competition in the market, we have
maintained the growth of our residential mortgage
business, which increased by 9.0% in the interim period
with the introduction of a number of innovative mortgage
products. Meanwhile, four new Mortgage Advice Centres
have been set up in selected locations to support business
growth by offering professional consultancy. All these
efforts ensured that we outperformed the industry in
the underwriting of new mortgages and maintained our
lead in the market. As a result, the Group received due
recognition from the market for its outstanding mortgage
service.

Although the stock-related agency business was adversely
aftected by the stock market’s virtual slump, we managed
to maintain the growth of fee income through product
innovation and business platform enhancement. in fact,
we have been able to expand and reinferce our bond and
life insurance agency businesses consiclerably in the past
few months. The Group continued to expand its range
of structured products and at the same time enhanced
its private placement services, leading to a remarkable
growth in the sales of structured notes by 200.2%.

The Group’s insurance agency business witnessed robust
grawth in the first six months this year. Supported by
product innovation, strengthened marketing, upgraded
service quality and enhanced operational efficiency, the
sales of life insurance products and related commission
income rose by 64.7% and 70.0% respectively versus the
same period (ast year.

The Group has been proactive in driving the growth of
its wealth management business. Competitive marketing
campaigns and incentive programmes were staged to
grow its high net-worth customer base. As a result, the
number of wealth management customers grew by a hefiy
14.4% in the first half of the year.

The expansion of the Group’s credit card business was
on track as private consumption remaingd active in Hong
Kong. Card issuance grew by 5.4% while cardholder




spending and merchant acquiring volume increased
by 17.2% and 23.2% respectively. Such encouraging
performance of our card business was the fruit of our
credit card unit's creative product development and
marketing efforts to seize business opportunities
arising from the Beijing Olympics and other avenues.
Concurrently, our card business in the Mainland continued
to grow through product enhancement. We alsc benefited
from the support available from 8CC Services Company
Limited, a joint-venture formed between BOC-CC and
BOC in Naovember 2007.

We have remained the market leader in the RMB-related
banking business in Hong Keng. New services were
launched in the interim pericd 1o cater to the rapid
growth in demand for RMB deposits, which more than
doubled during these six months and we have continued
to enjoy the largest market share in RMB deposit-taking.
Our RMSB credit card also recorded sclid growth with
card issuance increasing by 22.4% from end-2007 while
cardholder spending and merchant acquiring vclume
surging by 66.0% and 73.2% respectively year-on-year.

We have iurther enhanced our e-banking channels,
particularly those serving investment functions, to supporst
business growth. In the first six months of this year, the
number of e-banking customers grew by 6.2% while
stock trading transactions carried out through e-banking
accaunted for 77.5% of the total transaction.

Corporate Banking

The Group’s Corporate Banking business recorded a
solid growth of 11.9% to HK3$4,104 million in operating
income in the first half of 2008, Cperating profit hefere
impairment increased by 9.3% to HK$3,023 million,
Profit before taxation stcod at HK$2,963 million due to
the reduction in loan recoveries ang the increase in loan

impairment allowances.

Net interest income increased by 6.0% to HK$2,872 miflion
versus the same period last year. This was attributable
mainly to the strong growth in loans and advances,
although depcsit spread narrowed with the decline in
interest rates. in view of the worsening of the market
condition, we have adjusted our lcan pricing strategy
accordingly. Other operating income rose by 31.2% to

HK$1,132 million, thanks t¢ the strong growth in fee
income from the lending business and bills business.

We continued to drive the growth of our loan syndication
business during this period and maintained our leading
position in the Hong Kong-Macav and the Mainland-Hong
Kong-Macau markets respectively. Having been appointed
as the BOC Group's Asia-Pacific Syndicated Loan Centre
in January this year, we have been in a beiter position
to explore and capture cross-border as well as regional
business opportunities, which contributed to the rise in
loan fee income so far this year.

We also succeeded in further growing the high-margin
segments. Through service enhancement and product
innovation, we grew our leans to SME customers by a
very solid 16.1% compared to end-2007. We also received
awards from the SME sector and the media respectively
for our quality services to SMEs. At the same time, by
making stronger effort in marketing and improving our
cperational efficiency, we expanded our trade finance
business substantizlly with the outstanding balance up
by 30.5% from end-2007. The volume cf trade bills
settlerment went up by 44% year-on-year.

In the first half of 2008, we strengthened our cash
management business through product refinement and
innovation and continued to tailor-make cross-border cash
management projects for Mainland enterprises seeking
global expansion. Meanwhile, by actively exploring
business cpportunities both local and overseas, our
newly established custody business has been making
encouraging prograss. For example, in the first half of
this year, we became the custodian for a locat investment
fund as well as the foreign custodian for a major icint-
venture investment bank for its first QDII product. We also
successfully implemented several QDII mandates.

Mainland Business

The Group's Mainland operation continued tc record
strong business growth and development under the
duakstic model. Total operating income increased by
a healthy 15.4% to HK$405 million, which was driven
by the growth in net interest income and net fees and
commission income. Operating profit before impairment
allowances fell by 7.6% primarily due to the {foreign
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exchange loss arising from the revaluation of Nanyang
{China)’s HXD capital {unds against the appreciated RMB
during the period under review, Should this loss be
excluded, operating profit before impairment allowances
would have increased by 40.3%.

Cur lending business in the Mainland registered sturdy
growth in the first six months. Total advances to customers
increased by 17.2% to the equivalent of HK$35.1 billion,
of which RMB loans surged by 26.0%. Loan quality
remained excellent, with the classified loan ratio standing
at 0.78%. Customer deposits rose sharply by 119.7% to
HK$12.7 billion.

Nanyang (China} ohtained the official approval in July
this year to operate RMB retail banking business in
the Mainland. Approval has already been given for the
opening of four new branches and sub-branches, of
which one has been opened and the remaining three will
follow in the coming manths. In the interim period, we
also rolled out new products systematically to spur the
growth of our wealth management business in China
white enhancing our cross-border services.

It should be noted that our cooperation with our parent,
the 8OC Group, has been making significant progress.
To capture emerging market opportunities for mutual
benefits, we worked closely with BOC on all major
business froats in product development, customer
referral, establishment of joint service platform, market
exploitation, as well as back-cffice support. Apart from
the aforementioned positive results arising from our
appointment as the principal bank for BOC Group's Asia-
Pacific Syndicated Loan Centre, we have also been making
headway in the development of wealith management
and offshore banking services for Maintand customers,
and the expansion of our credit card services. With the
advantage of BOC's Asia-Pacific network, we have been
ahle to exteng the distribution of the Group's products
in the region.

Treasury

The Group's Treasury business recorded a very strong
growth in operating income of 75.4% year-on-year 1o
HK$4,389 million. Operating profit before impairment
allowances grew by an equally strong 76.4% to
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HX3,958 million. Profit befcre taxation fell by 19.4%
primarily because of a net charge of HK$2,149 million
of impairment allowances on the investment in US asset-
backed securities.

Riding on its growth momentum and business
development capabilities buit up recently, the Group's
Treasury unit continued to diversify its investment
postfolio and strengthen its portfelio management this
year, thus improving the return on invesiment in spite
of the deteriorating operating environmeni. We also
took advantage of our enhanced product development
capabilities by offering a more diverse range of treasury
products to satisfy customers’ investment needs. In
collaboration with Corporate Banking, currency-linked
structured deposits were made available to corporate
customers, thus boosting the sales of structured products
substantially. Our own brand of equity-linked investment
products was launched in January 2008.

Insurance

The growth momentum of the Group’s insurance segment
has remained strong so far this year. Operating income
was up 25.3% to HK$3,483 mitiion due to the hefty rise
of 55.5% in net interest income and 21.1% growth in
cther operating income, of which net insurance premium
income surged by 53.4%. On the other hand, net
inéurance benefits and claims went up substantially by
36.9% as a result of generation of new business, Owing
to that and the 43.8% increase in operating expenses, a
loss before taxation of HK$178 million was recorded in

the period under review.

The strong sales growth of the Group's insurance
business was driven primarily by product innovation
and an enhanced service platform. A series of single-
premium products and a more diverse range of regular-
pay products were rolled out in the first half of this year.
Such product innovation efforts were supported by a
series of marketing initiatives with impressive resuits.
At the same time, the Group's and BOC Life's sales and
distribution piatform has been substantially reinforced
after a team of insurance specialists was set up and
stationed at the branches. We have also continved to
enhance the BOC tife brand through promotional and
incentive programmes.




Qutlook

Looking ahead, as increasing uncertainty looms over
the US$ economy and the global financial market while
competition and inflationary pressure intensify, we would
expect the operating environment to remain challenging
in the foreseeable future for the banking sectior. There are
already signs that the local economy is slowing down after
sustaining a long period of robust growth, which might
affect investment and dermand. Moreover, the movement of
interast rates, is likely to be volatile in the coming months.

Under such an environment, it will be important for
us to adept a more prudent approach in cur business
development and investment strategies, We will also
exarcise more rigorous risk management and control,
especiaily in ensuring that our loan quality is healthy. At
the same time, cost management remains one of our top
priarities in running our business.

We will continue to ride on the Group’s solid feundations
and strive to grow our businesses. We will strengthen our
product inpovation capabilities and expand our service/
preduct offerings to meet customers’ diverse needs in
the prevailing investment climate. Concusrently we will
make the most of our customer relationship platform and
reinforced distribution channels to drive sales.

The develcpment of wealth management remains one
of our pricrities. By growing our high net-worth client
base and enhancing cur services, we will further expand
cur wealth management business in both Hong Kong
and the Mainland. We will exploit the growth potential
of different groups of customers through segmentation
and cross-selling efforts. For instance, we have recently
launched the new i-Free Integrated Account Service to
offer comprehensive banking services and invesiment
selutions to a wide spectrum of customers.

On the back of the good performance of the Corporate
Banking unit in the first six months, we will drive further
growth by enhancing our service 1o satisfy the diverse banking
and financial needs of large- and medium-sized corporate
customers under a “total solution” approach. We will also
take advantage of our unigue positicn to ccllaboerate with
our parent BOC to offer comprehensive services to corporate
customers across the border and in the Asia-Pacific regicn.

In response to the changes in the market, we wiil enrich
our portfolio of treasury products te create new demand
and growth. Our progress in building the custody
business and expanding our cash management service has
convinced us that we are moving in the right direction.
We will double cur effert in growing these businesses and

continue to explore other new growth areas.

In the Mainland, we will deepen qur market presence by
exploiting 1o the full the growth potential arising from
our dualistic business model. Nanyang (China¥'s RMB
retail banking business in the Mainland is scheduled for
commencement later this year. To support its long-term
development, we are expanding our Mainland branch
network. We will also drive the growth of cur lending
business and enhance our cross-border services.

The further development of our insurance will remain a
key focus. We will drive the growth of sales and market
share through product innovation, service enhancement
and manpower development.

We will continue to cptimise our distribution channels
to ensure their operational efficiency and productivity
can reach higher standards. We will also reinforce and
expand the automated channels, including ATMs and
internat banking, to cater to customers’ needs and support
business growth.

In concluding. | wish to emphasise that, regardless of
the challenges that lie ahead in the foreseeable future, |
am confident that we can count on the Group’s inherent
strengths and capabilities, the guidance of the Beoard
of Directors as well as the ongoing support of our
shareholders, customers and staff to move forward at a
steady pace.

HE Guangbei
Vice Chairman & Chief Executive

Hong Kong, 28 August 2008
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The following sections provide metrics and analytics of
the Group's performance, financial position, and risk
management. These should be read in conjunciion with
the interim financial information included in this Interim
Report.

CONSOLIDATED FINANCIAL REVIEW

In the first six months of 2008, the Group made good
progress in executing its strategies and achieved solid
growth in its core earnings in a challenging environment.
Driven by the growth in net interest income, net
fees and commission income as well as net trading
income, operating profit before impairment allowances

Financial Highlights

HK$'m, except percentage amounts
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increased by HK$1,302 million, or 15.1%, year-on-year
to HK$9,951 million. However, owing to an impairment
charge on securities investments and a net charge of loan
impairment allowances, the Group's profit attributable to
sharehoiders decreased by HK$378 million, or 5.1%, o
HK$7,088 million. Earnings per share were HK$0.6704,
down HK3$0.0358. Return on average tctal assets (“ROA™)
and return on average shareholders’ funds (“ROE") were
1.32% and 15.09% respectively. ROA and ROE before
impairment allowances improved by 0.05 percentage
point and 1.13 pescentage points to 1.83% and 21.18%
respectively.

Operating income

Operating profit before impairment allowances
Net (charge)/reversal of irpairment allowances
Others .

Profit before taxation

Profit atiributable to equity holders of the Company

Earnings per share (HX$}

Return on average total assets

Return on average shareholders' funds®

Return on average total assets before
impairment allowances

Return on average shareholders’ funds before
impzirment allowances*

Net interest margin {NIM)
Adjusted NIM**
Non-interest income ratio

\
|
}
t
1
i
Operating expenses l
|
i

Half-year ended Half-year ended Half-year ended
30 June 31 December 30 June
2008 2007 2007
14,039 15,194 12,060
(4,088) (4,355) (3,418)
9,951 10,839 8.642
(2,227) {1,614 166
i 710 674 419
8,434 9,899 9,227
7,088 7,980 7,466
0.6704 0.7547 0.7062
1.32% 1.50% 1.57%
15.09% | 17.68% 17.32%
1.83% . 1.98% 1.78%
!
21.18% : 24.01% 20.05%
i
2.03% 2.10% 2.03%
2.10% | 2.12% 2.07%
. 28.56% 30.95% 26.18%
29.12% 28.34%

Cost-to-income ratio .

28.66%

Sharehofders’ funds represent vapital and reseives attnbutable to the equity holders of the Company.

**  Adjusung tor the estimated unpact of BOCHK's RMB clearing function.
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Since December 2003, the Bank has been the clearing
hank to provide RMB clearing services for banks in
Hong Kong that operate RMB business. Acting as the
clearing bank, the Bank deposits with the People’s Bank
of China (“PBOC") those RMB depcsits taken in Hong
Kong by the participating banks. At the same time, the
Group earns an interest spread between the RMB funds
taken from participating banks and those placed with
the PBOC. As RMB deposits grow, the impact on the
Group's average interest-earning assets and net interest

Net interest Income and Margin

HK$'m, except percentage amounts

interest income
interest expense

Net interest income

Average interest-earning assets

Net interest spread

Net intarest margin

Adjusting for the estimated impact of BOCHK's
RMB clearing function
Adjusted net interest margin

Net interest income increased by HK$1,126 million or
12.6% year-cn-year to HK$10,G29 million. Net interest
margin remained flat at 2.03% as the rise in net interest
spread was offset by the decline of the contribution from
net free fund due to the fall in market interest rates. The
increase in RMB deposits from participating banks also
contributed to the flat net interest margin. Should the
estimated impact of EOCHK's RMB clearing function in
Hong Kong be excluded, adjusted net interest margin,
however, would have increased by 3 basis points to
2.10%.

Market interest rates in the first half of 2008 were lower
than those in the same period in 2007. Compared to the
first half of 2007, average one-month HIBOR fell by 226
pasis points 1o 1.98% while average one-month LIBOR
declined by 237 basis points to 2.95%. The Group’s
average HKD Prime rate decreased by 213 basis points

Half-year ended

margin {("NIM ") becomes more material. it is, therefore,
considered necessary te also provide information on
NIM before incorporating the estimated impact of RMB
tlearing services (hereafter calied “Adjusted net interest
margin”). Adjusted net interest margin was 2.10% in the
first half of 2008.

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

Half-year ended Half-year ended

30 June 31 December 30 tune
2008 20G7 2007
18,105 24,572 21,484
(8,076) (14,080} {(12,581)
10,029 10,4392 8,303
988,746 982,821 283,030
1.79% 1.68% 1.617%
2.03% 2.10% 2.03%
2.10% 2.12% 2.07%

yaar-on-year 10 5.62%, thus widening the HKD Prime-to-
one-month HIBOR spread (hereafter called “Prime-HIBOR
spread”) by 13 basis points tc 3.64%.

The improvernent in net interest income was mainly
driven by the growth in average interest-earning assets
of HK$105,716 million, or 12.0%, which was primarily
driven by the increase in average customer deposits. The
widening of net interest spread underpinned by improved
securities spread also contributed to the growth in nat
interest income; howaver, it was held back by the decline
in the contribution from net free fund. Loan spread
was compressed although the average pricing of new
corporate lcan facilities during this period had improved
with the tightered credit environment. Meanwhite, higher
yielding loans, including Mainland lending, trade finance
angd SME loans continued to grow. Toial deposit spread
decreased amid lower market rates.
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Half-year ended
30 June 2008

Average
balance
ASSETS : HKS$'m
i .

Cash, batances and placements with banks |
and other financial institutions | 213,538
Debt securities investments i 312,522
Loans and advances to customers . 447,133
Other interest-earning assets | 15,553
Total interest-2arning assets j 988,746
Non interest-earning assets 101,572
, LTl

Total assets !

1,090,318

Half-year ended
31 December 2007

L e i —— —— -

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

Half-year ended

30 June 2007

Average Average Average Average Average
yield - balance yield balance yield
% HKS'm % HK3'm %
253 . 242,913 415 171,408 3.80
449 ' 332,810 4.99 330,010 4.84
3.68 400,028 5.39 363,753 5.51
2.82° 17,070 2,90 17,859 453
367 . 992,821 497 883,030 a.91
- - - - e e — — — - o -
100,579 87,716
3.33 . 1,093,400 4.46 970,746 4.46

Half-year ended

30 lune 2008

Average
balance
LIABILITIES HK$'m
Deposits and balances of banks and
other financial institutions 70,561
Current, savings and fixed deposits 758,195
Certificates of deposit issued 1,905
Cther interest-bearing liabifities 30,112
Total interest-bearing liabilities 860,773
Nen interest-bearing deposits 41,542
Sharehalders’ funds* and
non interest-bearing liabilities 188,003
1,090,318

Total liabilities

Half-year ended
31 December 2007

1,093,400

Sharehoiders” funds represent capital and reserves attributable 1o the eguity hoiders of the Company.

Compared to the second haH of 2007, net interest income
fell by HK$463 million, or 4.4%. Average interest-earning
assets decreased by HK$4,075 million, or 0.4%, mainly
gue fc the decline in funds from IFO subscription as IFO
activides subsided in the first half of 2008. Net interest
margin fell by 7 hasis points as the increase of 11 basis
points in net interest spread was offset by the decline of
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Half-year ended
313 June 2007

Average Average Average Average Average
rate balance rate balence rate
% HK$'m % HK$'m %
2.04 48,224 3.45 43,374 3.31%
1.85 787,418 3.24 696,136 3.30
2.81 2,062 382 2,473 354
223 27,627 254 26,743 3.3%
1.88 865.331 3.23 768.726 3.30

40,495 33178

187,574 168,842

1.49 2.55 970,746

2.61

18 basis peints in contribution from net free funds. The
increase in RMB depaosits from participating banks also
contributed to the decline in net interest margin. Should
the estimated impact of BOCHK's RME clearing functicn
in Hong Kong be excluded, adjusted net interest margin
would have decreased by only 2 basis points 10 2.10%.




Compared to the second half of 2007, average one-month
LIBOR fell by 223 basis points to 2.95% while average
1-month HIBOR decreased by 235 basis points to 1.98%.
The Group's average HKD Prime rate decreased by 182
basis points, thus widening the Prime-HIBOR spread by
53 basis poinis. The decrease in net interest income was
mainfy aitributable to the decline in contribution of net
free funds due to fall in market interest rates. Meanwhile,

Net Fees and Commission Income

HK$'m

Bills commissions
Loan commissions
investment and insurance fee income

Securities brokerage {Stockbroking)
Securities brokerage {Bonds)

Sale of funds

Life insurance*

General insurange
Trust services
Payment services
Credit cards
Account services
Guarantees
Currency exchange
RMB business
Correspondent banking
IPO-related business
Others

Fees and commission income
Fees and commission expenses

Net fees and commission income

Half-year ended

securities spread improved as the funding cost declined.
Higher vielding loans, including Mainland lending, trade
finance and SME loans, continued t¢ grow. Loan spread
also rose as Prime-HIBOR spread widened. Total deposit
spread was compressed, mainly due to the decrease in
market rates outpaced the drop in the Group's average
deposit rate.

Half-year ended Half-year ended

30 June 31 December 30 June
2008 2007 2007
329 315 273
263 218 129
1,743 2,747 1,764
1,289 2,236 1,324
220 146 65
157 341 342
77 24 33
55 a4 52
87 87 66
239 243 221
578 556 471

146 137 153
26 8 24
108 11 73
99 83 54
21 20 17
30 62 43
121 107 99 -
3,845 4,738 3,439
(946) {1,096} (807)
2,899 3,642 2,632

* Fee Income from iife insurance only included that from the Group's insurance business partner after group consolldation elmination
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Net fees and commission income rose by HK$267 miltion
or 10.1% yeasr-on-year to HK$2,899 million. Fee income
fram loan business grew significantly by HK$134 million
or 103.9% as a result of the enlargement of the Group’s
toan portfolio. This was mainly attributed to the successful
implementation of the Group’s new business model as well
as the increase in business following the appointment of
the Group as the "Asia-Pacific Syndicated Loan Cenire” of
the BOC Group early this year. Fees from the card business
also showed satisfactory growth of HK3107 million or
22.7% as cardhoider spending and merchant acquiring
volume were up 17.2% and 23.2% respeciively. Fee
income from RMB-related business, currency exchange,
trust services and bills services all recorded double-digit
growth of 83.3%, 47.9%. 31.8% and 20.5% respectively.
The Group's custody business also contributed to the
growth in fees and commission income. The change in
investment sentiments in the stock market, however, had
a negative impact on the fee income from investment-
related agency businesses. Stock hreking fee income
declined by HK$35 million or 2.6% while fee income
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from sale of funds decreased by HK$185 milion or
54.1%. These were partly offset by the increase in fee
income from the distribution of honds by HK$155 million
or 238.5%. Meanwhile, fees and commission expenses
increased by HK$ 139 millicn or 17.2%, which was in line
with the growth in transaciion volume. Major increases
in fees and commission expenses came from credit card
service, RMB-related business and curfency exchange,

Compared to the second half of 2007, net {ees and
commission income decreased by HK$743 million or
20.4% largaly becsuse of the decreases in fee income
from stock broking of HK$S947 million or 42.4% and sale
of funds of H#K$184 million or 54.0% as business volumes
declined. Meanwhile, fees and commission income from
lcan services, general insurance, RMB-related business
and card pusiness increased by 20.6%, 25.0%, 19.3%
and 4.0% respectively. Fees and commission expenses
were down 13.7%, mainly due to the decrease in stock
broking expenses.




Investment and Insurance Business

HK$'m

investment and insurance fee income
Securities brokerage (Stockbroking)
Securities brokerage (Bonds)
Sale of funds

Life insurance*

Insurance and investment income of BOC Life
Net insurance premium income
interest income
Net {loss)/gain on financial instruments
designated at fair value through profit or loss
Others

Gross insurance and investment income
of BGC tife?
Less: net insurance benefits and claims

Total investment and insurance income

Of which: Life insurance fee income*
Insurance incaome of BOC Life*

Total life insurance income
Investment fee income

Tota! investment and insurance income

Half-year ended

Half-year ended

Half-year ended

30 June 31 December 30 June
2008 2607 2607
1,289 2,236 1,324

220 146 65
157 341 342
77 24 33
1,743 2,747 1,764
4,501 5,493 2,933
538 4472 346
(1,392) 1,282 {38%)
8 10 5
3,655 7.227 2,895
(3,602} {6.,808) {2,632)
53 419 263
1,796 3,166 2,027
77 24 33

53 419 263
130 443 296
1,666 2,723 1,731

1,796 3,166 2,027

+  feeincome from hie nsurance only ncluded that from the Group's insurance business partner after greup consobdation eliminatiorn.

" Beftie commission expences

Total investment and insurance income decreased by
HK$231 million, or 11.4%, year-on-year to HK$1,796
mitlion. Investment and insurance fee income decreased
marginally by HK$21 million or 1.2% while BOC Life's
insurance incoma was down HK3210 million, or 78.8%.
The decline in investment and insurance fee income was
mainly caused by lower contribution from the sales of
funds and stock broking, which was, however, substantially
offset by the growth in the sales of bonds and life
insurance, Income from the sale of funds decreased by
HK$185 million or 54.1% as the sales of cpen-end funds
dropped by 64.8% in the sluggish market. In particular,
the sales of China equity funds and certain thematic funds
declined substantially as the equity market retreated in

the first half of 2008. Commission from stock broking
was down HK$35 million or 2.69% as retait customers,
who make up the majority of the Group’s customer
portfolio, became less active in trading in a volatde
stock market, Meanwhile, commission from the sales
of bonds increased significantly by HK$155 million, or
238.5%, as the Group successtully expanded its oiferings
of structured products and enhanced its private placement
services 1o meet customer needs, which boosted the sales
of structured notes by a hefty 200.2%. Fee income from
the Group's insurance business partner also rose strongly
by HK$44 million, or 133.3% on the back of the 83.1%
increase in sales volume. As for BOC Life, despiie the
investment loss due to the decline in market value, BOC
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Life recorded robust growth in premium income as net
insurance premijum income rose by 53.5% while interest
income grew by 55.5%. However, insurance income of
BOC Life dropped by HK$210 million or 79.8% to HK$53
million, mainly due to the increase in net loss on financial
instruments designated at fair value through profit or loss
caused by the marked-to-market loss of its debt securities
and equity investments as well as the new busingss strain
generated. Together with the contribution of the HK$77
millien fee income from the Group's insurance business
partner, ictal life insurance income was HK$130 million,
down HK$ 166 million or 56.1%.

Net Trading Income

HKS'm |

—_— e - T N

Foreign exchange and foreign exchange products
Interest rate instruments

Equity instruments

Commedities

Net trading income i

Net trading income was HK$1,237 million, up HK$820
million or 196.6% vyear-on-year mainly due to the
surge in net trading income from foreign exchange and
foreign exchange products by HK$720 million or 464.5%
as marked-to-market !oss on foreign exchange swap
contracts* was significantly lower by HK$346 million and
income from othar foreign exchange activities rose by
HX$477 million or 80.7%. The growth of income from
other foreign exchange activities was mainly driven by the
higher business vclume of foreign exchange and structured
deposits. The increase were partially offset by a foreign
exchange loss arising from the revaluation of Nanyang
Commercial Bank (China), Limited's {"Nanyzang (China)*}
Hong Kong Dollar capitai funds against the appreciated
RMB during the course of approval for cenversion inte
RMBEB. Net trading income from interest rate instruments

Half-year ended

Compared to the second half of 2007, total investment
and insurance income decreased by HK$1,370 million, or
43.3%, mainly as a result of the decrease in investment
and insurance fee income of HK$1,004 miition or 36.5%
as commissicn income from stock broking and sale of
funds declined by 42.4% and 54.0% respectively. The
insurance income of BOC Life was down HK$365 million
or 87.4% mainly due to the marked-to-market loss of its
investment portfolio in the first half of 2008 whereas a
capital gain from its equity investments was recorded in
the second half of 2007.

Half-year ended Hali-year ended
30 June 31 December 30 june
2008 2007 2007 ;
875 645 155
206 (162} 192
135 111 70
21 2 -
1,237 596 417

rose by HK$14 million or 7.3%. Net trading income
of equity instruments increased by HK365 million or
92.9%, which was mainly attributable to the option
premium income from the newly launched “Egquity-Linked
Investments” as well as the increase in the fair value of
equity warrants issued by the Group. Net trading income
from commodities increased by HK$2 1 million because of
higher customer demand for bullion products in the then
prevailing investment environment.

Compared 10 the second half of 2007, net trading income
rose by HK$641 million or 107.6%. The increase was
mainly attributable to the increase in the fair value of
interest rate swap contracts and the Jrowth in income
from foreign exchange transactions and structured

deposits.

. Foreign eschange swap coniracts are usually uted for the Group's liguidity management and funding actiwies. Under foreign exchange swap contracts, the Grogp

exchanges one currency (eriginal currency) for another {swapped currency} at the spot erchange rate {spot transaction) and commits to reverse the spot ransaction
by exchanging the same currency pair at & future matunty at 4 predetermined rate (forward transaction). In this way, surplys funds i ongital currency sre Swapped

nlo anather currency for liqudity and funding purposes without any foregn exchange nsk, Under HKAS 39, the exchange difference between the spot and forwarg

contracte is recognised as foreigh exchange gain o loss ¢as included in "net trading income*), while the corresponding interest ditferential tetwean the surplus funde

in arginmal cutrency and swapped currency is reffected in net interest income.
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Net (Loss)/Gain on Financial Instruments Designated at Fair Value through Profit or Loss (FVTPL)

HK$'m

Net (loss)ygain on financial insiruments
designated at FVTPL of the banking business

Net {loss)/gain on financial instruments
designated at FVTPL of BOC Life

Net (loss)gain on financial instruments
designated at FVTPL

Net loss on financial instruments designated at fair value
through profit or loss rose by HK$1,090 million or 276.6%
year-on-year. This was mainly due to the increase in
marked-to-market lass on both debt securities and equity
investments held by BOC Life.

Compared to the net gain of HK$1,262 million recorded in
the second half of 2007, net loss on financial instruments

Net Insurance Premium Income

HK$'m

Life and Annuity
Linked Long Term
Retirement Scheme

Reinsurers” share of gross earned premiums

Net insurance premium income

Net insurance premium income surged by HK$1,568
miilion, or 53.5%, to HK$4,501 million, mainly driven
by the increase in premium income from single premium
products. In the first half of the year, the Group stepped
up its marketing efforts by introducing a host of
promotional activities and improving its multi-channel
marketing platform. As a result, net insurance premium
income from single and regular premium products were
up 56.5% and 31.7% respectively.

Half-year ended

Half-year ended

Half-year ended Hal{-year ended

30 June 31 December 30 June
2008 2007 2007
(92) (20} {5)
(1.392) 1,282 {389}
(1,484} 1,262 (394)

designated at fair valug through profit or loss in the
first half of 2008 was HK$1.484 million. The decline
of HK$2,746 million was mainly due 10 the marked-tc-
market loss of debt securities investments of BOC Life
recorded in the first half of 2008 whereas a capital gain
from the eguity investments and a marked-to-market gain
of debt securities investments of BOC life were recorded

in the second half of tast year.

Half-year ended Hal{-year ended

30 June 31 December 30 lune
2008 2607 2007
4,195 4,237 2,358 |

316 1,262 578
4,511 5 495 2936
(10) (6) (3)

4,501

Compared to the second half of 2007, net insurance
premium income dropped by HK3992 million or 18.1%.
The decrease was mainly attributable to the decline in
premium income from investment-linked products as the
market became less active in the first half of 2008. On the
other hand, net insurance premium income from regular
premium products was up 6.8%.
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Net Insurance Benefits and Claims

HK$'m

tife and Annuity
Linked Ltong Term
Retirement Scheme

Reinsurers’ share of claims, benefits and surrenders paid

Net insurance benefits and claims

Net insurance henefits and claims increased by HK$970
millicn, or 36.9%, io HK$3,602 million, primarily due to
the grewth of net insurance premium income, Prospective
liabilities were recognised on the basis of the assumptions
made as 1o mortality, investment income and fair value
changes in the underlying investments.

Operating Expenses

HK$'m, except percentage amounts !

Staff costs !
Premises and equipment expenses
(excluding depreciation}
Depreciation on owned fixed assets
Other operating expenses

Operating expenses ,
Cost-to-income ratio

Total operating expenses were up HK3670 million, or
19.6%, year-on-year to HK$4,088 million, which was
breadly in iine with overall business growth. Staff costs
rose by HK$373 millien primarily due to pay rise and
the recruitment of new staff for business expansion.
Compared to end-June 2007, headcount measured in
full-time equivalents rose by 750 to 13.616 at end-June
2008.

Premises and esquipment expenses incieased by HK$78
miltion or 18.7% mainly because of higher rental and IT
costs.

Depreciation on owned fixed assets rose by HK$107
milfion, or 28.7%, to HK3480 million due to the increase
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Half-year ended
30 June
2008

3,601

Half-year ended
31 December
2007

5,443

1,364

4

6,811

{3)

6,808

Half-year ended '
30 June
2007

2,084
551
(2}

2,633
(1)

2,632

Compared to the second half of 2007, net insurance
benefits and claims dropped by HKS$3,206 million or
47.1%, resulting mainly from the decrease in business
volume and change in market interest rates.

Half-year ended Half-year ended Half-year ended
30 June 31 December 30 lune
2008 20067 2007
2,482 2,547 2,109
485 S41 417
480 | 414 373
631, 853 519
+ - -
4,088 | 4,355 3,418
28.66% 28.34%

29.12% -

of computer eguipment as the Group continued with
infrastructure improvement coupled with the appreciation
of the valua of bank premises.

Other operating expenses were up HK$112 million, or
21.6%, mainly due to the rise in operating expenses as
business volume increased, higher business tax due to
increased businesses in the Mainland as well as the rise
in promotional expenses and donations.

Compared to the second half of 2007, total operating
expenses fell by HK$267 million, or 6.7 %, mainly due to
the decline in promotional expenses ard ceriain business
expenses following the drog in business volume.




Net (Charge}/Reversal of Loan Impairment Allowances

HK$'m

Net {Charge)/Reversal of loan impairment allowances

individual assessment
- new allowances
- releases

- recoveries |

Collective assessment
- new allowances
- releases
-~ recoveries

Net (charge)/credit 1o Income Statement

In the first half of 2008, the Group recorded a net charge of
loan impairment allowances of HK$71 million. Compared
10 a net credit of HK$166 million in the first half of 2007,
the increase in net charge of loan impairment aliowances
was mainly due to the decline in joan recoveries and the
increase in net charge of allowances (before recoveries}
from individual assessment.

Net joan impairment charge from individual assessment
(before recoveries) was HK$80 million, compared to
the net release of HK$3 million recorded in the first
haif of 2007. The in¢rease in net impairment charge
(before recoveries} was caused by the increase in new
allowances as they were made to cover the formation of
new impaired leans and further deterioration of existing
impaired accounts. Reduction of release of allowances
due to significant improvement in loan quality during
past years also contributed to the increase in the net
impairment charge.

Half-year ended

Half-year ended Half-year ended

30 June 31 December 30 June
2008 2007 2007
(142) (224) {106)

62 190 109
187 971 340 !
{199) (433} (192)

7 - —

14 15 15

71 519 166

Ne1 charge of collective impairment aliowances {before
recoveries) remained flat year-on-year at HK$ 192 million.
New impairment aflowances were made as the Group’s
loan portfelio further expanded.

The Group continued to make recoveries of loans that
were previously written off. Total recoveries in individual
and collective assessment amounted to HK$201 million,
down HK$154 million compared to the first half of
2007.

Compared to a net release of lpan impairment allowances
recorded in the second ha!f of fast year which was mainly
attributable to the recoveries of certain large accounts,
the Group registered a net charge of loan impairment
agllowances in the first half of 2C08.
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Net Charge of Impairment Allowances on Securities Investments

Half-year ended

HK$'m

Held-to-maturity securities
Available-for-sale securities

Net charge of impairment allowances cn
securities investments

In the first half of 2008, further deterioration of the
capital market had an impact on the Group's securities
investment in the US and hence the related provisions.
The Group carried out a comprehensive assessment on
its impairment charges, taking into account the relevant
criteria and other specific features of the investments, and
increased its provisions accordingly. As a resuft, the Group
recorded HK3$2,149 million of net charge of impairment
allowances for its portfolio of US mortgage-backed
securities, which comprised HK$420 millicn net write-back

Property Revaluation

| Half-year ended

HK$'m

—————

Net ({loss)/gain on revaluation of premises

Net gain on fair value adjustments an
investment properties

Deferred tax

Net gain on fair value adjustments on ;
investment properties, after tax

The aggregate impact of property revaiuation before tax
on the income statement for the first half of 2008 was
HK$693 million, of which a net gain of HK$701 million
came from the revaluation of investment properties,
partially offset by a net loss of HK$8 million from the
revaluation of premises. The related deferred tax charge
on revaluation of invesiment properties amounted to
HK$53 million. As a result, the net impact of fair value

80C Hong KXong (Haldings) timited  Interim Repart 2008

Half-year ended Half-year ended

30 June 31 December 30 June
2008 2007 2007
(962) {1,844} -

{1,187) (289} -
(2,149) (2,133) -

for the US subprime mortgage-backed securities, a net
charge of HK$655 million for Alt-A and HK$1,914 million
for Prime residential mortgage-backed securities. For
details about the composition of the Group's investment
securities portfolio, and the impairment and provisioning
policies on investment, please refer to Note 24, Note 1
and Note 2 1o the Interim Financial Informaticon.

Compared o the second half of 2007, net charge of
impairment allowances rose by HK$16 million or 0.8%.

Half-year ended Half-year ended

30 June 31 December 30 June
2008 2007 2007
(8) 12 7

701 642 414
(53) (84) {59)

648 558 355

adjustments on investment properties after tax in the
first half of 2008 was HK$648 million. The net gain on
property revaluation was in line with the increase in
property prices in the first half of 2008.

Compared to the second half of 20CG7, net gain from
revaluation of investment properties after tax increased
by HK$90 million or 16.1%.




Financial Position

1

4

HK$'m, except percentage amounts

Cash and balances with banks and other financial institutions

Placemenis with banks and other financial institutions maturing
between gne and iwelve months

Hong Kong SAR Government certificates of indebtedness

Securities investments'

Advances and other accounts

Fixed assets and investment properties

Other assets?

Total assets

Hong Kong SAR currency notes in circulation

Deposits and batances of banks and other financial institutions
Deposits from customers

Debt securities in issue at amortised cost®

Insurance contract liabilities

Other accounts and provisions

Subordinated liabilities*

Total liabilities

Minority interests
Capital and reserves attributable to the equity holders of the Company

Total liakilities and equity

Loan-to-deposit ratio

At 30 June
2008

188,452

50,689
32,430
299,979
487,012

At 31

33,864

1,127,168

32,430
81,625
819,110
2,756
25,070
60,508

1,029,649

2,472
95,047

1,127,168

34,742 ¢

8,150

December
2007

159,065

53,154
32,770

335,623

420,234
31,351
35,440

1,067,637

32,770
60,599
793,606
2,089
22,497
61,018

872,578

2,216
92,842

57.81%

Securitics mvestments compiise investment iy securities and financial assets at far value through profit or loss

interests in astociates, deterred tax assets and denvative financial mstruments are included in giher assats.

Debt securities 1n itsue ot amortised cost represents the notes issued under the Group’s notes programme
Subordinated liahilities represents the subordinated 10an granted by the Group’s parent bank, Bank of Crhina Limited.
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Balance Sheet Mix as at 31 Decgmbér 2007

HKS M%) HK$ /(%)
67,172 {63} 188,452 (17%) 68,210 (6%) 158,065 {15%}
LIATEL L S e 28452 (177) 19.065 {157}
\ Y,
33,864 (3%} hY /
e W 31,351 (3%) yd - 53,154 (5%}
LN R

v 50,689 (4%) 4

487.012 (43%) .ff \ 299,979 27%) 420,234 (20%) / \ 335,623 (31 %)
Cash and balances with barks and other linancial institutions . Advances and other accounts

Placernents with banks and other financal institutions maturing
between one and twelve months

(O securities investments Cther assets

Fixed assets and investrment properhes

The Group's total assets were HK$1,127,168 million as at 30 June 2008, up HK$59,531 million or 5.6% from the end of
2007. Key changes inciude;

. Cash and balances with banks and other financial institutions increased by HK$29,387 million, or 18.5%, mainly
due to the increase in RMB depasits from participating banks placed with the PBOC.

. Advances and other accounts increased by HK$66,778 million, or 15.9%, primarily due to the growth of advances
to cusiomers by HK$62,525 miilion or 15.1%.

. Securities investments decreased by HK$35,644 million or 10.6% as funds were redeployed into advances to
customers. As of 30 June 2008, the Group's exposure in US subprime mortgage-backed securities dropped to
HK$1.2 billien from HK3$4.1 billion as of end-2007.

Advances to Customers

At 30 June At 31 December

HK$'m, except percentage amounis 2008 % 2007 %
Loans for use in Hong Kong ; 342,227 72.0 305,677 74.0
Industrial, commercial ang financial 194,423 40.9 168,656 40.8
Individuals 147,804 31.1 137,021 33.2
Trade finance ' 31,683 6.7 24,275 5.9
Loans for use outside Hong Kong 101,677 213 83,110 20.1

Total advances to customers 475,587 100.0 413,062 100.0
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Riding on the growth momentum built up last year, total advances to customers grew strongly by HK$62,525 million or
15.1% to HK$475,587 million, The growth was broad-based, covering both corporate and individual loans, and should
he attributed to the effective implementation of the Group’s business strategies under its new business modet. The
Bank's appointment as the “Asia-Pacific Syndicated Loan Centre” of the BOC Group early this year also hefped grow its
syndication lending.

Loans for use in Hong Kong grew by 12.0%.

. Lending to the industrial, commercial and financial sectors increased by HK$25767 million, or 15.3%, 10
HK$194,423 millien, driven by the growth in iogns for property investment, property development, information
technology, manufacturing as well as the wholesale and retall trade.

. Residential mortigage loans (excluding those under the government-spensored Home Ownership Scheme) was up
HK$9,565 million, or 9.0%, to HK3116,148 million as a result of the Group's effective product innovation and
marketing efforts.

. Card advances was down HK$95 million, or 1.6%, to HK$5,666 million.

. Other consumer lending increased by HK$1,153 million, or 10.8%, to HK$11,861 million mainly due 1o the growth
in personal icans.

Trade finance surged by HK$7,408 miliicn, or 30.5%, as a result of the Group's promoticna! efforts, improved business
model together with the robust import and expart trade. Meanwhile, loans for use outside Hang Kong alse grew strongly
by HK$18,567 million or 22.3%. The increase was mainly drivea by overseas lending and loan growth of the Greup’s
Mainland operation.

‘Total advances to customers by curre'ncy mix {%)

g

2008.06.30 2067.12.31

@ Ho () usp Others

in terms of currency mix, HKD and USD advances to customers accounted for 75.7% and 18.3% respectively of the total at
the end of June 2008 while advances to customers in RMB and other currencies accounted for 3.6% and 2.4% respectively.
The proportion of USD advances to customers rose by 2.7% while HKD advances te custemers declined by 2.7%. There
was no significant change in other currency mix in the first hall of 2008.
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Deposits from Customers

At 30 June

At 31 December

1
HK$'m, except percentage amounts i 2008 % 2007 %
Cemand deposits and current accounts | 40,907 5.0 40,499 5.1
Savings deposits 295,502 35.9 286,653 35.9
Time, call and notice deposits ‘ 482,701 58.7 466,454 58.3
Total depasits from customers 819,110 99.6 793,606 99,3
Structured deposits f 3,601 0.4 5,959 0.7

A :
Adjusted total deposits from customers - 822,711 100.0 799,565 100.0

Total depasits from customers increased by HK$25,504 million, or 3.2%, tc HK$819,11G million. Demand deposits and
cusrent accounts rose by HK$408 million or 1.0%. Savings deposits increased by HK$8,849 million or 3.1%. Time, call
and notice deposits were up HK$16,247 million or 3.5%. Structured deposits, a hybrid of retait deposit and derivatives
offering a higher nominal interest rate, decreased by HK$2,358 million, or 39.6% as customers chose to switch their funds
1o other investment instruments under the volatile investment envircnment. The Group's loan-to-deposit ratio was up 6.15
percentage points to 57.81% at the end of June 2008 as total loan growth outpaced depasits growth.

Adjusted total deposits fror;n customers by currency mix (%)

2008.06.30 2007.12.31

@ rxo O wvsp Others

In terms of currency mix, HKD and USD deposits accounted for 66.3% and 23.8% respectively at the end of June 2008,
while deposits in RMB and other currencies accounted for 5.1% and 10.8% respectively. The proportion of HKD deposits
dropped by 8.8 percentage points while that of RMB and other currency deposits rose by 2.9 percentage points and 3.1
percentage points raspectively from the end of 2007, reflecting customers' preferences for shifting their funds into RMB
deposits in anticipation of the appreciation in the value of RMB and into other foreign currency deposits for higher returns.
The proportion of USD deposits also rose by 2.8%. The Group’s HKD loan-to-deposit ratio was 72.6%, up irom 58.7% at
end-2007 as HKD lcans increased while HKD deposits decreased.
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Loan Quality

At 30 June .

At 31 December

HK3$'m, except percentage amounts ' 2008 2007
AL LT el e e o e M .
Advances to customers i 475,587 . 413,062 |
Classified or impaired loan ratio® : 0.34% 0.44% |
Impairment allowances ; 1,524 - 1,385
, ! i
Regutatory reserve for general banking risks : 4,620 ¢ 4,130
Total allowances and regulatory reserve 6,144 | 5,515
g {
!
Total allowances as a percentage of advances to customers 0.32% 5 0.34% .
Tota! aliowances and regulatory reserve as a perceniage of E
advances 1o customers g 1.29% | 1.34% -
Impairment allowances on classified or impaired loan ratio®™ ; 27.50% | 22.52% !
P P | ,
f !
Residential mortgage loans* — delinguency and rescheduled loan ratic** ! 0.08% . 0.15%
Card advances — delinquency ratio*** - 0.30% 0.28%

; Half-year ended ’ Half-year ended

30 June ! 30 June

| 2008 2007

——— - J— 1 P - — - - ' [P — ﬂ:
Card advances — charge-off ratic* ! 2.14% ! 2.59%

& Classified or impaired loans represent advances which hawe been classified a5 "substanda:d”, “doubtiul”™ or "loss” under the Group’s classification of loan quality,

ar indivdually assessed to be impairad, Repossessed assets are rwtially recognised at the lower of thewr tair value fess costs fo sell or the amaortised cost of the related

cutstangmnn loans on e date of repossession. The refated loans and advances are daducied from loans and sdvares.
Residential mortgags lpans exclude these under the Hame Dwnership Scheme and other government-sponsored home puichasing schemmes.

v+ Delinguenty rati is measured by a rate of to1al amount of overdue foans imere than tivee months) to total cutstanding loans.

- Excluding Great Wall cards and computed accorging to the HEMA's defaiven

» incluging impairment allowances on loans classified as "substandard”, "doubtful” or “loss” under the Group™s dassification of loan guality, or individuslly assessed 16
be impared.

The Group’s loan quality continued to improve with the classified or impaired loan ratio falling to a histarical low of 0.34%,
against 0.44% at end-2007. Classified loans decreased by approximately HK$0.2 bilfion or 10.8% to HK$1.6 billion. New
ctassified loans remained at a low level, representing less than 0.1% of total loans outstanding.

Total impairment allowances, incluging both individual assessment and coliective assessment, amounted to HK$1,524
million. Impairment allowances on classified or impaired loan ratic were 27.50%. The Group's regulatory reserve rose Dy
HK$490 million to HK$4,620 million as advances to customers increasad.

The quality of the Group's residential mortgage icans continued to improve with the combined delinquency and rescheduled

ican ratio falling by 0.07 percentage point 1o 0.08% at the end of June 2008. The guaiity of card advances remained sound,
with the charge-off ratio standing at 2.14% in the first half of 2002. Eoth ratios were well below the market average.
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Capital and Liguidity Ratios

HK3'm, except percaniage amounts

Core capital
Deductions

Core capital after deductions

Supplementary capits!
Deducticns

Supplementary capital after deductions
Total capital base after deductions

Risk-weighted assets
Credit risk
Market risk
Operational risk
Deductions

Total risk-weighied assets

Capital adequacy ratios (banking group level)
Core capital ratio
Capital adequacy ratio

Average liquidity ratio

In accordance with the Banking {Capitai) Rules effective
from i January 2007, the Group adopled the Standardised
Appreach in calculating capitat adeqguacy ratios.

Consolidated capital adeguacy ratio of the banking group
at 30 June 2008 was 13.87%, up 0.79 percentage
point from end-2007 due 1o the increase in toial capital
base. Total capital base rose by 13 0% to HK$89,639
rillicn mainly due to a subordinated lean of EUROC 660
millicn (approximately HK$8.15 billion) obtained by the
Group from its parent bank, Bank of China Limited,
on 27 June 2008. This subordinated loan meets the
conditions laid down in the Banking {Capital) Rules
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At 30 June At 31 December
2008 2007
67,155 67,145
(274) (483)
- - e ———————
66,881 66,662
14,032 5,161 |
(274) {483).
13,758 4,678
80,639 71,349
547,432 510,70
! 6,299 7,898
42,631 39,139
(15,085) (12,875)
581,277 545,232
11.51% 12.23%
13.87% 13.08%
Half-year ended Half-year ended
30 June 30 june
2008 2007
j 42.47% 50.08%

and has been included as suppiementary capital for the
purpose of determining the capital base of the banking
group. Meanwhile, risk-weighted assets rose by 6.6% to
HK$581,277 million, mainly driven by significant growth
in advances to customers,

Average liquidity ratio remained strong at 42.479%,
versus 50.08% in the first half of 2007. The fall in
average liquidity ratio was caused by the decline of
average liquefiable assels with decreased marketable
debt securities, coupled with the growth of average
qualitying liabilities resuiting from the increase in customer
deposits.




BUSINESS REVIEW

This section covers the review of the Group's business lines together with their respective financial results.

Personal Banking

HK$'m, except percentage amounts

Net interest income
Qther cperating income

Operating income
Operating expenses

Cperating profit before impairment allowances
Net charge of loan impairment allowances
Others

Profit before taxation

Segment assets
Segment liabilities

Restated

Half-year ended Half-year ended
30 June 30 june increasef
2008 2007 {decrease)
3,330 3,841 -13.3%
2,532 2,332 +8.6%
5.862 6,173 -5.0%
(2,879) (2,581) +31.5%
2,983 3,592 -17.0%
(14) (54) 741%
(4) - N/A
2,965 3,538 -16.2%
At 30 June At 31 December Increase/
2008 2007 (decrease)
165,005 162,634 +1.5%

524,774 545,397 -3.8%

Hote: For additional segmental infermation, cee Mote 41 10 the Interim Financial Information.

Results

Personal Banking recorded a profit before taxation of
HK$2,965 million in the first half of 2008. Operating
prefit before impairment allowances declined by 17.0%
to HK$2,983 millicn because of lower net interest income
and increased operating expenses, which was partly cffset
by the increase in other operating income.

Nat interest income fell by 13.3% to HK$3.330 milken,
mainly due to narrower deposit spread as average market
interest rates were lower. Other operating income rose
by 8.6% tc HK$2,532 million. Net fees and commission
incame increased by 5.1%, primarily attributable to the
growth of income from the sales of bonds and structured
products, RMB-related business, card business and
cursency exchange. Commission income from both stock
broking and sale of funds dropped. However, income
from foreign exchange activities grew strongly as business
vofume increased.

Operating expenses rose by 11.5% to HK$2,879 million
mainly hbecause of higher staff costs after headcount
increase and pay rise. Higher promotional expenses and
IT costs also contributed to the increase in operating
expenses.

Net charge of loan impairment allowances fell by 74.1%
to HK$14 million. This reflects an improvement in asset
quality due to lower bad debt migration rate and rise in
collateral values as well as an increase in recoveries.

Advances and other accounts, including mortgage loans
and card advances, increased oy 7.8% to HK$153,205
million. Customer deposits fell by 2.3% to HK$501,081
millon as customers switched their funds to other
higher yielding investments under the low interest rate
environment,
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Ensuring growth and market recognition in residentiai
property mortgage

In spite of fierce market competitian, the Group grew
its residential mortgage business by 9.0% through
effective marketing and the introduction of a number
of new mortgage products such as "8 Privilege Offers
for the 2008 Olyrapics Mortgage Scheme” and “Olympic
Decathlen Mortgage Scheme”. The Group alse set up four
new Mortgage Advice Centres in selected areas to provide
professional consultancy services to customers. All thess
innovative efforts, together with the Group's intrinsic
strengths and track record, ensured that the Group could
maintain its leading positicn in the residential mortgage
market with the underwriting of new mortgagas increasing
by 65.4% year-on-year, outperfaorming the market average
of 61.7%. Meanwhile, the credit quality of residential
mortgages continued to improve as the delinquency and
rescheduled loan ratio fell further to 0.08%. In recognition
of its outstanding mortgage services, the Group was
awarded the "Sing Tao Excellent Services Brand Award
2007 - Mortgage and Loan Services” and the “Capital
Weekly Service Awards 2008 - Mortgage” by Sing Tac
Daily and Capital Weekly respectively.

Maintaining the competitiveness of investment and
insurance businesses

In the first half of 2008, given the increasing concern
over the global credit crisis and loss of confidence in the
investment environment, stock markets throughout the
world experienced a slump in general. Naturally, this had
an adverse impact on the Group's investmeni-related
agency businesses. Nevertheless, the Group made good
progress in preduct innovation and further enhanced its
business platform to meet custemers’ needs. Moreover,
the Group expanded fts bond and life insurance agency
businesses considerably during the period. The Group
continued to promote its stock brokerage business and
improve its trading platforms and services such as the
“Closing Auction Session for Securities Trading” and
“Online Securities Margin Trading” services. In anticipation
of a more volatile market in 2008, the Group launched
the "Balanced Investment Funds Series” (the “Series”} in
December 2007 1o raise customers’ awareness of portfolio
risk management while offering a wide array of investment
products. As a result, the total number of funds available

= Beilcre inter<egment ehminagtion

*+  Including wealth management VIP and wealth management Prime customers
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for selection in the Series increased and its contribution
to the total fund sales significantly improved. The Group
continuad to expand its range of structured products and
anhance its private placement services, leading to a strong
growth of 2006.2% in the sales of structured notes.

Regarding the life insurance agency business, with
effective marketing, extensive staff training, optimised
operation praocedures and product innovation, the sales
of life insurance products and related commission inceme
surged by 64.7% and 70.0% respectively year-on-year®.
In terms of preduct inncvation, the Group introduced a
range of tailor-made products such as the “Foriuitous
Saving Protection Plan” and “Pleasure 5-Year Saving
Protection Plan” during the period to meet the diverse
needs of customers.

To cope with customer’s demand for all-encompassing
protection products, the Group pioneered a first-of-its-
kind bundled protection product in the market known
as the “BOC Family Comprehensive Protection Plan”.
This product offers customers with extensive protection
covering home content, annual travel, personal accident,
golfer and domestic helper. Not surprisingly, customers’
feedback on this product has been highly positive.

Cantinuous expansion of high net worth customer
base

The Group is committed to providing premium services
to its high net worth customers. In the first half of
2008, the Group enhanced its private placement service
which helped boost the sales volume of structured notes
by 200.2%. To expand its high net worth customer
base, the Group launched marketing campaigns such as
the “Qlympic Five Rings Rewards”, cffering a range of
exclusive privileges on designated transactions in foreign
currency fixed deposits, RMB services, fund subscription
and securities trading. The Group also introduced the
“Customer-Get-Customer Programme” by rewarding
existing wealth management customers with privileges
for new customers referred. As at the end of June 2008,
the total number of wealth managernent custcmers**
grew by 14.4% versus end-2007. Meanwhile, ascets
of wealth management customers maintained with the
Groug declined by 1.8% amidst a volatile stock market.




Steady growth of credit card business

The Group's card business continued to expand due to
active private consumption with the number of cards in
issue increasing by 5.4% from the end of last year. At the
same time, cardholder spending volume and merchant
acquiring volume registered growths of 17.2% and 23.2%

respectively.

To grasp business opportunities arising from the 2008
Beijing Olympics, the Group issued the “VISA BOC Olympic
Games Flatinum Card™ in May 2008. In the same month,
a new co-branded card, “BOC Esso MasterCard”, was
launched providing exclusive priviteges to cardholders.
These new cards not only enriched the Group’s product
range but also enhanced its product differentiation ameong
the competitors. Meanwhile, the Group’s card business in
the Mainland continued to grow and the "EMV Titanium
Card” was introduced during the period. The Group has
also been benefiting from the bank card-related service
and support in the Mainland market made available by
BOC Services Company, Limited, a joint venture formed
between BOC Credit Card (International) Ltd. and BOC in
November 2007.

Growing and leading RMB banking business in Hong
Kong

The Group has maintained its leading position in RMB
banking business in Hong Kong. To satisfy the surge in
demand for RMB deposits in the first half of 2008, the
Group launched "RMB Exchange Express” to provide
customers with a more convenient service in their RMB
exchange transactions. At the same time, the Group
launched the "RMB Remittance Express” service in April
2008, providing customers with RMB remittance service to
bank accounts in the Mainland with preferential handling
charges. The Group has continued to enjoy the largest
market share in its local RMB deposits-taking business

with the amount of deposits more than doubled in the
first half of 2008. In respect of the RMB credit card
business, the Group has alsc maintained its leading
position as the number of RMB credit cards issued grew
by 22.4% from the end of 2007 while the RMB card
acquiring volume and RMB cardholder spending volume
surged by 73.2% and 66.0% respectively year-on-year,
At the end of lune 2008, the number of ATMs providing
RMB withdrawal service reached 326. Taking advantage
of the Group’s leading position in RMB business, the total
number of RMB withdrawals in our ATM netwerk in the
first half of 2008 recorded a significant increase of 81.5%
compared with the same period of 2007,

Channel rationalisation and e-channel development
The Group continued to optimise its distribution channels,
In the first half of 2008, the Group opened 1 new branch,
renovated 12 existing branches and added 6 Wealth
Management Centres and 4 Mortgage Advice Centres to
its network in Hong Kong. As at the end of june 2008,
the Group’s service network in Hong Keng comprised of
289 branches.

Customers' satisfaction regarding the Group's service
quality is of utmost importance to the Group. In the
first half of 2008, the Group launched a comprehensive
transaction survey programme in branches for obtaining
customers’ feedback on the Group’s service improvement
programmes. At the same time, the Group continued to
enhance its e-banking channels, especially for investment
functions, in order to strengthen its competitive edge in
providing internet investiment services. In the first hait
of 2008, the number of e-banking custcmers increased
by 6.2% and the stock trading transactions carried out
through e-channels acceuntad for 77.5% of total number
of transaciion.
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Corporate Banking

[P e o - -y

HK$'m, except percentage amounts '

Restated

Net interest income
Other operating income

Operating income
Operating expenses

Operating grofit before impairment aillowances
Net {charge)/release of loan impairment allowances
Qthers

Profit before taxation

s e —
i

Segment assets

| Half-year ended | Hali-year ended .
f 30 June 30 June Increase/
2008 2007 {decrease)
2,972 2,503 +6.0%
1,132 863 +31.2%
4,104 3,666 +11.9%
(1.081) {899) +20.2%
3,023 2,767 +9.3%
(57) 220 N/A
f (3) - N/A
3 - .
| 2,963 2,987 -0.8%
At 30 June At 31 December Increase/
2008 2007 {decrease)
339,456 281,680 +20.5%
324,447 284,353 +14.1%

Segment liabilities

Mote: For auditonal segmental information, see Note 41 to the Intenm Financal inforrnation.

Results

Corporate Banking achieved good results in the first
half of 2008. Operating income increased by 11.9% to
HK$4,104 million, which was driven by the growth in
both net interest income and other operating income.
After accounting for the 20.2% increase in operating
expenses, operating profit before impatrment allowances
rose by 9.3% to HK$3,023 million. Profit before taxation
fell by 0.8% to HK$2,9563 million, mainly due to the
decline in loan recoveries and increase in loan impairment

sllowances.

Net interest income increased by 6.0% to HK$2,972
milfion mainty due 10 the growth in loans and advances,
which was parily offset by narrower deposit spread as
average market interest raies dropped. Other operating
income rose by 31.2% to HK31,132 million, thanks to the
growth in fees income from loan and bills services.

Cperating expenses were up 20.2% to HK$1,081 million,
mainly due to higher staff costs after headcount increase
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and pay rise. Higher business tax for increased Mainland
business and depreciation charges on computer eguipment
also contributed to the increase in operating expenses.

Net charge of toan impairment allowances was HK$57
million, compared o the net release of HK$220 million
in the first half of 2007. The net charge reilected the
reduction of loan recoveries and the increase in the loan
impairment allowances made to cover the formation of
new impaired loans and further deterioration of existing
impaired accounts. In view of the unfavorable outlook of
the macro economics and signs of deterioration of the US
economy, precautionary measures have been implemented
such as by tightening up the underwriting standards of
credit approval and the monitoring of SME loans, revising
the lending and pricing strategies on new credits of the
segments concerned.

Advances and other accounts increased significantly by
20.3% 1o HK$337,568 million. Custorner deposits grew
by 13.9% to HK$320.692 million.




Spearheading the growth of loan syndication

The Group has maintained its leading position in loan
syndication. According to Basis Point, the Group remained
the top mandated arranger in the markets of syndicated
loans for hoth Hong Kong-Macau and the Mainland-
Hong Kong-Macau in the first half of 2008. In January
2008, the Group was appointed as the "Asia-Pacific
Syndicated Loan Centre” of the BOC Group with the
sesponsibilities of initiating, coordinating and managing
the syndicated loan business in the Asia-Pacific region.
This appointment not only signifies the recognition of
the Group's expertise and extensive experience in the
syndicated loan market, but also helps it in exploring
cross-border business opportunities in the wider region.
It helps boost the Group's loan fee income as well as
its syndicated lending. The Group established the first
phase of the “Loan Syndication Information Management
System” in the first half of 2008. This new system links
up similar networks of the BOC Group’s major branches,
thus optimising the sharing of supporting information
among group members and enhancing overall operational
efficiency.

Making good progress in expanding SME business

The high-yielding SME business remains one of the Group’s
strategic focuses. In the first half of 2008, loans to the
SME segment recorded a solid growth. The Group further
strengthened its relationship with SME customers by
launching @ number of thematic marketing programmes
and sponscring a series of marketing activities. At the
same time, the Group continued to enhance its product
offerings and refine its products. In January 2008, the
Group and the Hong Kong Productivity Council jointly
launched the “Green Equipment Financing Scheme”, a
preferentiai lending package for corporate'customers
to acquire environment-friendly eguipment. In addition,
the Group introduced the "Corporate Privilege” services
at selected branches to tailor-make services for targeted
customers, These initiatives helped sustain the growth
momentum of the SME business and resulted in a double-
digit growth of SME loans in the first haif of 2008. In
recognition of its success i the SME business, the Group
was awarded the “SME's Best Partner Award 2008" by
the Hong Kong Chamber of Small and Medium Business

Limited and the "Capital Weekly Service Awards 2008 -
SME Banking” by Capital Weekly during the pericd.

Solid growth of trade finance

The Group continued to step up its marketing efforts to
stimulate the growth of the trade finance business, In
the first half of 2008, the Group repcsitionad part of its
operations 1o further improve its operational efficiency.
In addition, the Group initiaied the “Trade Facilities
Reform Programme” in March 2008 to streamline the
credit approval process and raise the utilisation rate of
credit limit, With these initiatives, the ocutstanding balance
of trade finance grew strongly by 30.5% compared to
end-2007. The volume of trade bills settlement likewise
grew significantly by 44% year-on-year.

Robust expansion of cash management

in the first half of 2008, the Group continued to design
and consolidate cross-border cash management projects
for large Mainland enterprises seeking global expansion.
At the same time, the Group strove tc maintain its
competitive edge in the local cash management business
by making centinuous refinement on existing products
such as "Integrated Receivables and Payment Solutions”
and deveioping new products to meet the diverse needs
of customers. Through effective marketing campaigns,
the number of CBS Online customers increased by 23.0%
while that of BOC Wealth Master customers grew by
6.6%.

Vigorous development of custody services

Custody business continued to grow in the first half of
2008. The Group has been actively exploring business
opportunities in both local and overseas markets. During
the period, the Group succeeded in becoming the
custodian for a locally listed investment fund. In January
2008, the Group was appointed by one of the fargest
joint venture investment banks in the Mainland as the
foreign custodian for its first QDI product, which was also
the first broker-type QDI ever approved in the Mainland.
The Group also successfully implemented several QBIl
mandates in the first half of 2008. At the end of fune
2008, total assets under custody was HK3$295 billion.
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Mainland Business

Strong growth of Mainland business

Mainland business continued to be one of the high-growth
segments of the Group. Following the implementation of
a dualistic approach in the Mainland husiness with the
local incorporatien of Nanyang (China) in December
tast year, the Group’s Mainland operation made good
progress in business development. Total advances to
cusiomers grew by 17.2% to HK$35.1 billion, with RMB
loans surging by 26.0%. Customer deposits increased
by 119.7% to HK$12.7 billion. Total operating income
recorded a satisfactory year-on-year growth of 15.4%,
driven by strong growth in both net interest income and
net fees and commission incorne which was, however,
partially offset by the foreign exchange loss arising from
the revaluation of Nanyang (China)’s Hong Kong Dollar
capital funds against the appreciated RMB. Operating
prefit before impairment allowances fell by 7.6% year-
on-year. Should the estimated impact of the exchange
revaluation of the Mainland operation’s capital funds be
excluded*, operating profit before impairment allowances

would have increased by 40.3%. Loan quality remained
sound, with the ctassified loan ratio standing at £.78%, an
increase of 0.10 percentage point from end-2007 mainly
due to the downgrade of an individual account.

By the end of June 2003, the Group's network in the
Maintand consisted of 15 branches and sub-branches
{inctuding those of Nanyang (China)). 13 branches and
sub-branches had already been permitted io conduct
RMB business**. On 24 July 2008, the head office of
Nanyang {China) was approved to start its domestic retail
RMB business. In the first half of 2008, the China Banking
Regutatory Commission ("CBRC") had approved Nanyang
{ChinaY's application to establish its Hangzhou branch,
Nanning branch and Shanghai Xuhui sub-branch, white
Guangzhou Panyu sub-branch commenced business on 23
July 2008. Meanwhile, the Group has launiched a series of
structured products as well as QDI products to expand its
wealth management business in the Mainland and at the
same time to enhance its cross-border financial services to
better serve both personat and corporate customers.

*  The estimated mpact of the exchange revaluation of the Manland operaton’s capital funds incfuded the exchange revaluation loss of Nanyang (Chinaks HKD capral
funds and the revaluation gain of the RMB operaung tunds of the Greup’s other maintand branches.

** gxcept for Mainland residents
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Treasury

HK$'m, except percentage amounts

Net interest :ncome
Other cperating income

Operating tncome
Operating expenses

Operating profit before impairment allowances
Net charge of impairment allowances on
securities investments

Profit before taxation

Segment assets
Segment lLiabilities

Restated
Half-year ended Half-year endad
30 June 30 lune increasel
2008 2007 {decrease)
3,456 2,451 +41.0%
933 51 +1,729.4%

4,389 2,502 +75.4%

(431) (258) +67.1%

3,958 2,244 +76.4%
(2,149) - N/A
1.809 2,244 -19.4%

At 30 June At 31 December Increase/
2008 2007 {decrease)
563,506 566,661 -0.6%
154,217 116,095 +32.8%

Mote: For agdinonal tegmental informauan, see Note 41 to the Interim Financial informat on.

Results

The Treasury segment grew its cperating income by
75.4% to HK$4,389 million year-on-year owing mainly
to the growth in both net interest income and other
operating income. Operating profit before impairment
allowances increased by 76.4% to HK$3,958 million after
accounting for the 67.1% growth in operating expenses.
Profit before taxation declined by 19.4% owing to a net
charge of HK32,149 million of impairment allowances on
securities investments.

The 41.0% rise in the net interest income was made
possible by higher interest spread on the debt securitias
portfolio with lower funding cost as interest rate
declined.

Other operating income also rose significantly by HK$882
million to HK$533 million. This was mainly attributable te
lower marked-to-market loss on foreign exchange swap
contracts and higher income from other foreign exchange
activities driven by increased business volume of foreign
exchange and structured deposits. Income from equity

instrument and commodities alsa increased, mainly driven
by the newly launched "Equity-Linked Investments” and
higher customer demand for bullion preducts. A gain on
disposal of securities was recorded for the sale of Visa
fnc. shares.

Cperating expenses rose by 67.1% to HK$431 million,
mainly due to higher staff costs after headcount increase
and pay rise as well as increased IT costs and depreciation
charge on computer equipment.

[n the first half of 2008, further deterioration of the
capital market had an impact on the Group’s securities
investments in the US and hence the related provisions.
The Group carfried out a comprebiensive assessment on
Its impairment charges, taking into account the relevant
criteria and other specific features of the investments,
and increased its provisions accordingly. As a sesult, a net
charge of impairment allowances on securities investments
of HK%2,149 million was made for the Group’s portfolio
of US mortgage-backed securities. Following the reporting
period end, the market continues to weaken which may
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further impact the Group’s securities investments. The
Group will closely monitor future market development and
proactively manage its invesiment portfclio.

At the end of june 2008, the Group's debi securities
investmentis amountad to HK$258.9 biltion. 98% of the
portfoiio was rated A or better*. The Group’s exposures
to US subprime mortgage-backed securities, US Alt-A and
Us Prime residential mortgage-backed securities amounted
to HK$1.2 billion, HK$5.2 billion and HK$24.4 billicn
respectively. Exposures to Freddie Mac and Fannie Mae,
the US mortgage agencies, totatlled EK$5.5 billion.

= The ratings were based on Moodys' ratngs or ther equivalent to the
respecuve 1ssues of the debt secunties. For those with no 1ssue rating, ther
tssuer ratings were vsed.

Diversifying investment portfolic and enhancing
portfolio management

The sentiment of the capital market further deteriorated in
the first haif of 2008 due to the worsening credit crunch
and liquidity concerns which meant that the operating
enwvironment for treasury business was very challenging.
Against this backdrop, credit sprea¢ increased to the
widest level in recent years. While the Group conducted
detailed analyses and closely monitered its treasury
portfolic to ensure the overall credit risk was maintained
at an acceptable level, it also adopted appropriate
investment strategies to take advantage of the wider

Insurance

|
HK$'m, except percentage amounts ;

——— e ———————— — - ——

Net interest income
Other operating income

Operating income
Net insurance benefits and claims

Net operating income
Operating expenses

{Loss)/Profit before taxation

Half-year ended

credit spread under the low interest rate environment.
8y expanding investments in certain high-quality debt
securities of money centre banks, the Group not only
diversified its investment portfolio, but also improved
its investment return. Meanwhile, under the operation
of three specialised investment tears each focusing
on different markets and with the implementation of
the Asset Liability Management System last year, the
Group's investment decision-making process and portiolio
management were further enhanced. More advanced
analytical modeis and systems are now in place to help
maximise the return on surplus funds in the volatile
market.

Enhancing product manufacturing capabilities and
improving product cross-selling efforts

The Group continued to develop freasury products ic
meetl customers’ needs. in response to a volatile eguity
and foreign exchange market, the Group enhanced the
varieties of its product offerings. Afier the launch of
its first structured notes and equity warrants iast year,
the Greup further expanded its product offerings by
introducing its first equity-linked investment producis
under its own brand in January 2008. At the same time,
by cross-selling with the Corporate Banking unit, currency-
linked structured deposits were offered to major corporate
customers which helped boost the sales of structured
products significantly.

Half-year ended

30 June 30 June Increase/
2008 2007 (decrease)}
538 346 +55.5%
2,955 2,441 +21.1%
3,493 2,787 +25.3%
(3,602} (2,632) +36.9%
(109} 155 N/A
(69} {48) +43.8%
{178) 107 N/A
At 30 June At 31 December Increase/
2008 2007 {decrease)
27,738 24,545 +13.0%

Segment assets
Segment liabilities

25,982 23,182 +12.1%

Mote: For additional segmental informaton, see Note 41 1o the Intenm financial Information.
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Results

The Group’s Insurance segment registered a growth of
25.3% in operating income, driven by increases in net
interest income and other operating income. However,
after accounting for the increases in net insurance benefits
and claims by 36.9% and operating expenses hy 43.8%,
the segment recorded a loss before taxation of HK$178
million in the first half of 2008.

Net interest income rose by 55.5% to HK3538 million
primarily because of an increase in investments in debt
securities made by the significant growth of premium
income. Other operating income increased by 21.1% to
HK$2,955 million which was driven by the 53.4% growth
of net insurance premium income but partially offset by
the marked-1o-market loss of its debt securities and equity
invesiments. At the same time, nei insurance benefits
and claims rose by 36.9% mainly due to the growth of
new business. During the period, the segment achieved
significant growth of single premium endowment producis
which created the new business strain on its current yeas
profitability. It was caused by the initiat outlay such as
commission and reserves charged when a new policy
was written. However, the future income stream from
the related investments would gradually repay the initial
outlay and be reflected in future profit.

Assets in the Insurance segment grew by 13.0% because
of the increase in debt securities investments. Liabilities
rose by 12.1% with an increase in insurance contract
liabilities.

Driving sales by product innovation

By offering a wide range of products, the Group continued
10 expand its insurance business. In the first half of 2008,
new single premium products such as the “Fortuitous
Saving Protection Plan” and “Pleasure 5-Year Saving
Protection Plan” were introduced and received good
response from customers. A new life product targeting
SME businesses was also launched. At the same time, a
series of prometional and marketing activities were rolted
out to drive the sales of reqular pay products such as the
“Campanion Insurance Plan” and “Get-Free Insurance

*  Before aroup eliminauaon

Plan”. As a result, premium income of single and regular
pay products* were up 56.5% and 31.2% respectively
year-on-year. BCC Life ranked number one in the market
in terms of total new business premium in the first quarter
of 2008 and its market share as of the first quarter of
2008 was increased from end-2007.

Developing multi-channel platform

Following the establishment of BOC life's telemarketing
call centre in late 2007, a direct insurance specialist team
was set up in the first half of 2008 and staticned at the
Group’s branches for providing customers with financial
needs analysis and cross selling life insurance products.

RISK MANAGEMENT

Banking Group

Overview

The Group beligves that sound risk management is crucial
1o the success of any organisation. In its daily operaticn,
the Group attaches a high degree of imporiance to risk
management and emphasises that a balance must be
struck between risk control and business growth and
development. The principal types of risk inherent in
the Group's businesses are reputation risk, legal and
compiiance risk, strategic risk, credit risk, market risk,
interest rate risk, liquidity risk and operational risk.
The Group's risk management objective is to enhance
shareholder value by maintaining risk exposures within
acceptable limits.

Risk Management Governance Structure

The Group's risk management governance structure is
designed to cover the whole process of alt businesses and
ensure various risks are properily managed and controlled
in the course of conducting business. The Group has
a sound risk management crganisational structure. It
implements a comprehensive set of policies and procedures
10 identify, measure, menitor and comtral various risks that
may arise. These risk management policies and procedures
are regularly reviewed and modified to reflect changes in
markets and business strategies. Various groups of risk
takers assume their respective responsibilities for risk
management.
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The Beard 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 respensibility for the
formulation of risk management strategies and for
ensuring that the Group has an effective risk management
systemn to implement these strategies. The Risk Commiitee
("RC™), a standing committee established by the Board
of Directors, is responsible for overseeing the Group’s
various types of risks, reviewing and approving high-level
risk-related policies and overseeing their implementation,
reviewing significant or high risk exposures of transactions
and exercising its power of veto if it considers that any
transaction should not proceed. The Audit Committee
{"AC"} assists the Board in fulfilling its role in overseeing
the internal control system.

The Chief Executive (“CE") is responsible for managing
the Group's various types of risks, approving detailed
risk management policies, and approving material risk
exposures or transactions within his authority delegated
by the Board of Directors. The Chief Risk Officer (“CRO")
assists the CE in fulfilling his responsibilities for the day-
to-day management of risks. The CRO is respansible for
initiating new risk management strategies, projects and
measures that will enable the Group to better monitor and
manage new risk issues or areas that may arise from time
to time from new businesses, products and changes in
the operating environment. He may also take appropriate
initiatives in response to regulatory changes. The CRO is
also responsible for reviewing material risk exposures or
transactions within his delegated authority and exercising
his power of veto if he believes that any transaction
should not proceed,

Various units of the Group have their respective risk
management responsibilities. Business units act as the first
tine of defence while risk management units, which are
independent from the business units, are respansible for
the day-io-day management of different kinds of risks. Risk
managemeant units have the primary responsibilities for
drafting, reviewing and updating varicus risk management
policies and procedures.

The Group's principal banking subsidiaries, Nanyang and
Chiyu, are subject to risk policies that are consistent with
those of the Group. These subsidiaries execute their risk
management strategies independently and report 10 the
Group’s management on 2 regular basis.

BCC Hong Keng {Holdings) Limited  Interim Report 2008

Credit Risk Management

Credit risk is the risk that a customer ar counterpasty will
be unable to or unwilling to meet a commitment it has
entered into with the Group and will cause a financial
loss. The Chief Credit Qfficer ("CCG"} reports directly
to the CRO and is responsible for the management of
credit risk and for the formulation of all credit policies
and procedures. Different credit approval and contiol
procedures are adopted according to the levei of risk
associated with the customer, counterparty or transaction.
Corporate and financial institution credit applications are
independently reviewed and objectively assessed by risk
management units. A small business credit scorecard is
used to assist the credit assessment of small enterprise
credit facilities. A credit scoring sysiem s used 10 process
retail credit transactions, including residential mortgage
loans, personal loans and credit cards. The Credit Risk
Assessment Committee comprising experts from the
Group’s credit and other functions is responsible for
making an independent assessment of ali credit facilities
which reguire the approval of Deputy Chief Executives
or above.

The Group’s internal loan grading system divides loans
into 5 categories with reference to HKMA’s guidelines.
The Risk Management Department ("RMD") provides
regular credit management information reparts and ad
hoc reports to the Management Committee, RC and Board
of Directors to facilitate their continuous monitoring of
credit risk.

For investments on debt securities and securitisaticn
assets, the external credit rating and assessment on ¢redit
quality of the underlying assets are used for managing
the credit risk involved. Credit limits are established on
a customer and security issuer basis. For derivatives,
the Group sets customer limits to manage the credit
risk invoived and follows the same approval and control
processes as loans and advances. Ongoing monitoring and
stop-loss procedures are established.

The Group adopted a comprehensive methodology
in determining whether a particular asset/morigage-
backed security {"ABS/MBS”) was impaired. Under
the methodology, the Group would not oniy take into
consideration the mark-to-market (MWTM) price of the
issue and its external credit rating, but also other factoss
including its FICO score, vintage, callateral iocation,
adjustable rate mortgage {"ARM™) sta:us, delinquencies,
level of ccliateral protection, lcan to value ratio and




prepayment speed. Having considered these factors, the
ABS/MBS issue had to further pass the required credit
enhancement coverage ratio set by the Group. This
ratio was determined by applying assumptions regarding
the default rates based on the available delinquency,
foreclosure and real estate owned ("REQ”} data of the
ABS/MBS issue.

Interest Rate Risk Management

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

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

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

. Yield curve risk — non-paraliel shifts in the yield
curve, e.g. steepening or flatiening of the yield
curves that may have an adverse impact on net
interest income or economic value

. Cption risk - exercise of the options embedded
in assets, liabilities or off-balance sheet items that
can cause a change in the cashflows of assets and
liabilities

The Group's Asset and Liability Management Committee
{("ALCO") exercises its oversight of interest rate risk and
RC sanctions the interest rate risk management policies
farmulated by ALCO. The interest rate risk is identified
and measured on a daily basis. The Treasury Department
{*TD”) manages the interest rate risk according to the
established policies. The Finance Department {"FD")
closely monitors the related risks and the results are
reported 1o ALCO regularly. RMD reviews the policies,
guidelines and limits preposed by the 7D,

Gap analysis is one of the tocls used to measure the
Group's exposure to repricing risk. This provides the
Group with a static view of the maturity and repricing
characteristics of its balance sheet positions. The Group
uses interest raie derivatives 1o hedge its interest rate
exposures and in most cases, plain vanilla interest rate
swaps are used.

Sensitivities of earnings and economic value to interest
rate changes {(Earnings at Risk and Eccnomic Value st
Risk) are assessed through a hypothetical interest rate
shock of 200 basis peints across the yield curve on both
sides. Earnings at Risk and Economic Value at Risk are
controlled respectively within an approved percentage
of the projected net interest income for the year and the
latest capitat base as sanctioned by RC. The results are
reported to ALCO and RC on & regular basis.

The impact of basis risk is gauged by the projected change
in net interest income under scenarios of imperfect
correlation in the adjustment of the rates earned and paid
on different instruments. Ratios of assets o fiahilities with
similar pricing basis are established to monitor such risk.

Stress test on yield curve risk is performed to assess
the impact on earnings and economic value due to
the steepening or flattening of the yield curve. The
impact of optionality of demand and savings depaosits
and prepayment of mortgage loans is also assessed
under different stress test scenarios. The prepayment
risk of ABS/MBS is assessed by the impact on earnings
and economic value using the sensitivity of extended/

contracted weighted average life.

Market Risk Management

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

Market risk management framework

Market risk is managed within various major risk kmits
approved by the RC, including risk positions and/or risk
factor sensitivities. Since April 2007, BOCHK has also
formally apptied Value-at-Risk (VAR) limit as a daily risk
management tool. These overall risk limits are divided into
sub-limits by reference to different risk products, including
interest rates, foreign exchange rates, commodity prices
and equity products. Transactions are classified into
different risk product categories according to the
prominent type of risk inherent in the transactions.
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As aforesaid, the Group's risk management objective
is to enhance shareholder value by maintaining risk
exposures within acceptable limits. The Group’s market
risk management framework comprises three levels.
The Board of Directors and its Risk Committee are the
ultimate decision making authorities. The formulation
of risk management procedures and the implementation
mechanism, and the monitoring of compliance are mainly
the responsibility of the Group’s senior management
(including CE and CRO). RMD is responsible for the
oversight of the Group’s market risk to ensure that overall
and individual market risks are within the Group’s risk
tolerance. Risk exposures are monitored on a day-to-day
basis to ensure that they are within established risk limits
and are regularly reported to the senior management.
Nanyang and Chiyu have their own independent risk
monitoring units to menitor limit compliance on a daily
basis.

The Group’s conirot of market risk is based on restricting
individual operations to trading within various market

At 30 June
HK$'m 2008
VAR for all market risk 6.3
VAR for foreign exchange risk products 5.7
VAR for interest rate risk products 33
VAR for equity risk products 0.2
VAR far commadity risk products 0.0

At 30 June
HK$'m 2007
VAR for all market risk 2.8
VAR for foreign exchange risk producis 3.5
VAR for interest rate risk products 1.3
VAR for equity risk producis 0.3
VAR for commaodity risk products 0.0

b Structutal FX poations have been e«cluded.

risk limits approved by the RC, and a list of permissible
instruments authorised by senior management, as well as
enforcing rigorous new product approval procedures to
ensure that all risks that arise are thoroughly identified,
properly measured and adequately controlled.

The Group also uses VAR technique to measure potential
losses and markei risks of its trading book for reporting to
the RC and senior management on a periodic basis, VAR is
a statistical technique which estimates the potential losses
that could occur on risk positions taken over a specified
time horizon within a given level of confidence.

The Group has changed its VAR calculation from a
variance/co-variance basis to historical simulation basis
with effect from Aprit 2007, The Group uses historical
movements in market rates and prices, 4 99% confidence
teve! and a 1-day holding pericd to calculate pertfolio and
individual VAR. Movements in market prices are calculated
by reference to market data from the last two years,

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

- . - ——— e e e e e -

Average for '
the first haif

Maximum for
the first half

Minimum for
the first hatf

of 2008 of 2008 of 2008
3.0 7.8 5.2
2.8 7.3 4.6
1.0 3.8 2.1
0.2 2.8 0.6 °
0.0 0.5 0.1
Minimum for Maximum for Average for
the first half the first half the first haif
of 2007 of 2007 of 2007
1.4 4.8 3.1
1.0 5.2 3.4
0.7 31 1.8
0.1 0.6 0.3
0.0 0.4 0.1

2 Revenues irom struciural £X positons and back 16 back transact ons have been excluded.
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In the first half of 2008, the average daily revenue? of
BOCHK earned from market risk-related trading activities
was HK$6.0 million {first half of 2007: HK$2.6 million).

Although a valuable guide to risk, VAR should always be
viewed in the cantext of its limitations. For example;

- the use of historical data as a proxy for estimating
future events may not encompass all potential
events, particularly those which are extreme in

nature;

- the use of a one-day holding period assumes that
all positions can be liquidated or hedged in one
day. This may not fully reflect the market risk
arising at times of severe iltiquidity, when a cone-
day holding period may be insufficient 1o liquidaie
or hedge all positions fully;

- the use of a 99 per cent confidence level, hy
definition, does not take into account losses that
might occur beyond this fevel of confidence; and

- VAR is calculated on the basis of exposures
outstanding at the close of business and therefore
doas not necessarily reflect intra-day exposures.,

The Group reccgnises these limitations by augmenting
its VAR limits with other position and sensitivity limit
structures, Additionally, the Group applies a wide range
of stress testing, both on individual portfclios and on the
Group’s consolidated positions. Stress testing programmae
of the trading book includes sensitivity testing on changes
in risk factors with various degrees of severity, as weli as
scenario analysis on historical events including the 1997
Asian Crisis and tha 11 September event in the United
States in 2001. The Group's stress-testing regime provides
sanior management with an assessment of the financial
impact of identified extreme events on the market risk
exposures cf the Group.

Liquidity Risk Management

The aim of liquidity management is to enable the Group
to meet, even under adverse market conditions, all its
maturing repayment obligations on time, and to fund
all its assei growth and strategic opportunities without
forced liquidation of its assets at short notice.

The Group funds its operations principally by accepting
deposits from retail and corporate depositors. In addition,
the Group may issue certificates of deposit to secure
long-term funds. Funding may also be secured through
adjusting the asset mix in the Group's investment
portfolio. The Group uses the majority of funds raised io
extend loans, to purchase debt securities or to conduct

intarbank placements.

The Group monitors the liquidity risks using cash flow
analysis {under normal conditicn and stress conditions
respectively) and by examining deposit stability,
concentration risk, mismatch ratios, ioan-tc-deposit
ratio and liquidity profile of the investment portislic.
The primary objective of the Group's asset and liability
manragement strategy is to achieve optimal returns while
ensuring adequate levels of liguidity and capital within an
effective risk controt framework and ALCO is responsible
{or establishing these policy directives {inctuding the
liguidity contingency pian}, and RC sanctions the liquidity
management policies. TD manages the liquidity risk
according to the esiwablished policies. FD monitors the
Group's liguidity risks and reports to ALCO reguiarly.
RMD reviews the policies, guidelines and limits proposed
by the TD.

Operational Risk Management

Operational risk is the risk of loss resulting from inadequate
or failed internal processes, pecple and systems, or from
external events.

The Group has put in place an effective internal control
process which reguires the establishment of detailed
policies and control procedures for all the key activities.
Proper segregation of duties and authorisation is the
fundamental principle followed by the Group. RMD
formulates corporate-level policies and procedures
concerning operational risk management which are
approved by RC, The management of respective business
lines is responsible for managing and reporting operational
risks specific to their business units by applying the
respective tools such as key risk indicators, self assessment
and operational risk events reporting mechanism to
identify, assess and conwol the risks inherent in their
business processes, activities and products. These are
followed by periodic monitoring and ongoing review of
changes by RMD. Besides the current operational nsk
status, trends derived from historical data are served as
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alert on potential risks. RMD evaluates the operaticnal
risk profile, records cperational risk data and reports
operational risk issues to RC and senior management. The
Group alsc takes out insurance to mitigate unforeseeable

operational risks.

Business continuity plans are in place to support business
operations in the event of emergency or disaster.
Adequate backup facilities are maintained and periodic
drills are conducted.

Reputation Risk Management

Reputation risk is the risk that negative publicity regarding
the Group’s business practices, whether genuine or not,
will cause a potential deciine in the customer base or lead
to costly fitigation or revenue erosion. Reputation risk is
inherent in every aspect of business operation and covers
a wide spectrum of issues.

In order to mitigate reputation risk, ihe Group has
formulated its Reputation Risk Management Policy that
is diligently implemented. This policy provides guidance
to prevent and manage reputation risk proactively at an
early stage. It requires constant monitoring of externa
reputation risk incidents and published failures of risk
incidents in the financial industry.

Legal and Compliance Risk Management

Legal risk is the risk that unenforceable contracts, lawsuits
or adverse judgments may disrupt or otherwise negatively
affect the operation or financial condition of the Group.
Compiiance risk is the risk of fegal or regulatory sanctions,
financial loss, or loss to reputation a bank may suffer as
a result of its any failure to comply with all applicable
laws and regulations. By establishing and maintaining
appropriate policies and guidelines, the CRC, working
through the Legal and Compliance Department, is
responsible for proaciively identifying and managing
these risks.

Strategic Risk Management

Strategic risk generally refers to the risks that may induce
immediate or future negative impact on the financial and
market positicns of the Group because of poor strategic
decisions, improper implementation of strategies and lack
of response to the market.
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The Board of Directors reviews and approves the policy
for the management of strategic risks. Key strategic issues
have 10 be fully evaluated and properly endorsed by the
senior management and the Board.

Capital Management

The major objective of capital management is to rmaximise
total shareholders’ return while maintaining a capital
adequacy position commensurate with the Group’s overall
risk profile. The Group periodically reviews its capital
structure and adjusts the capital mix where appropriate
to achieve the targeted weighted average cest of capital.
ALCO monitors the Group’s capital adequacy. The Group
has complied with all the statutory capitai standards for
all the periods.

To comply with HKMA's requirements as stated in the
Supervisory Policy Manual “Supervisory Review Process”,
the Group has implemented its internal capital adeguacy
assessment process ("ICAAP"). Using the statutory
minimum capital adequacy ratio (“CAR"}, 8%, as a
starting point, exira capital {capital add-on) needed to
cover the risks not captured under Pillar | was assessed.
Scorecard methodology has been used to evaluate the
Group's risk profile in order to assess the capital add-on
and determine the minimum CAR. An Operating CAR
Range has alsg been astablished which incorporates the
need 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 the Group’s risk exposures under
stressed conditions arising from extreme but plausible
market or macroeconomic movernents. These tests are
conducted on a regular basis and ALCC monitars the
results against limits approved by RC. Stress test results
are also reported to the Board and RC regularly.

BOC Life Insurance

The principal activity of BCC Life's business is the
underweiting of long-term insurance business in life and
annuity, linked fong-term business and cetirement scheme
management in Hong Kong. Major types of risks inherent




in the BOC Life's insurance business include insurance risk,
investment risk, interest rate risk and credit risk. BOC Life
manages these risks independently and reports to RC on
a regular basis. The key risks of its insurance business and
related risk control process are as follows:

Insurance Risk Management

BOC Life is in the business of insuring against the risk of
monality, morbidity, disability, critical illness, accidents
and related risks. BOC Life manages these risks through
the application of its underwriting pelicies and reinsurance
arrangement.

The underwriting strategy is intended to set premium
pricing at an appropriaie level that corresponds with the
underlying exposure of the risks underwritten. Screening
praocesses, such as the review of health condition and
tamily medical hisiory, are aiso included in BOC Life's
underwriting procedures.

Within the insurance process, concentrations of risk
may arise where a particular event or series of events
could impact heavily upon BQOC Life's liakilities. Such
concentrations may arise from a single insurance contract
or through a smalt number of related contracts, and relate
to circumstances where significant fiabitities could anse.

For the in-force insurance contracts, most of the
underlying insurance liabilities are related to endowment
and unit-linked insurance products. For most of the
insurance policies issued by it, BOC Life has a retention
fimit on any single life insured. BOC Life reinsures the
excess af the insured benefit aver the limit for standard
risks {from a medical point of view} under an excess of
loss reinsurance arrangement. BQC Life does not have in
place any reinsurance for contracts that insure against
survival risk.

Uncertainty in the estimation of future benelit payments
and premium receipis for long-term insurance contracts
arises from the unpredictability of long-term changes
in overall levels of mortality. In order to assess the
uncertainty due to the mortality assumption and lapse
assumption, BOC Life conducts mortality study and lapse
study in order to determine the appropriate assumptions.
In these studies, consistent results are reflected in both
assumptions with appropriate margins.

Investment Risk Management

The primary investment objective of BOC Life is to
generate returns adeguately match its insurance liabilities.
Movements in market rates such as an increase in interest
rates may result in a depreciation of the value of the bond
portfolio. A fall in equity market may impact the value of
assets or return on investments. BOC Life has an approved
market risk mandate and documented procedures to
ensure that exposures remain within the mandate and
its investment management process is monitored by its
Investment Committee.

Interest Rate Risk Management

The main risk that BQC Life faces due to the nature of
its investment and liabilities is interest rate risk. BOC
Life manages these pasitions within an asset liability
management {"ALM"} framework that has been developed
to achieve long-term investment returns in excess of its
obligations under nsurance contracts. For each distinct
category of liabilities, a separate postfolio of assets is
maintained. The principal technique of ALM is to match
assets with the liabilities arising from insurance contracts
by reference to the types of benefits payable to contracts
holders.

Counterparty Risk Management

BOC Life has exposure to counterparty risk, which is the
risk that a counterparty will be unable to pay amounts
in full when due. Key areas where BOC Life's insurance

business is exposed to include:

- counterparty risk with respect to structured
products transactions and debt securities

- reinsurers’ share of insurance unpaid liabihities

- amounts due from re-insurers in respect of claims
already paid

- amount due from insurance contract holders

amount due from insurance intermediaries

BOC Life manages counterparty risk by placing limits on
its exposure 1o each investment counterparty or group of
counterparties. Such fimits are subject to annual or more
frequent review by the management.
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(Unaudited)
| Haif-year ended
30 June 2008

{Unaudited}
Half-year ended
30 June 2007

Notes ' HK$'m HK$'m
—_— — _ - - .- . 4 R e — e oo
Interest income 18,105 21,484
Interest expense (8,076) {12,581}
Net interest income 4 10,029 8,903
Fees and commission income 3,845 3,439 '
Fees and commissiaon expenses (946) (807
Net fees and commission income 5 2,899 2,632
Net trading income 6 1,237 47
Net loss on financial instruments designated at fair value
through profit or loss (1.484) (394)°
Net gain on investment in securities 7 128 2
Net insurance premium income 8 4,501 2,933
Other cperating income EER 199 |
Total operating income 17.641 14,692 :
Net insurance benefits and ciaims 10 (3.602) {2,632):
Net operating income before impairment allowances 14,039 12,060 -
Net (charge)/reversal of impairment allowances 11 (2,227} 166
Net operating income 11,812 12,226 ,
Operating expenses 12 (4,088) (3,418).
Operating profit 7,724 8,808
Net gain from disposal offfair value adjustments on ‘
investment properties 13 710 - 416
Net {tossWgain from disposal/revaluation of properties,
plant and eguipment 14 {8) 5.
Share of profits less losses of associates 8 (2).
Profit before taxation 8,434 g,227
Taxation 15 (1,253 {1,599)
Profit for the period 7,181 7,028
Attributable to:
Equity helders of the Company 7,088 7,466
Mincrity interes{s 93 162
7.181 7,628
Dividends 16 4,631 4,525
HKS HKS
Earnings per share for profit attributable to the
equity holders of the Company 17 0.6704 0.7062
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ASSETS

Cash and halances with banks and other financial institutions

Placements with panks and other financial institutions maturing
hetween one and twelve months

Financial assets at fair value through profit or loss

Derivative financial instruments

Hong Kong SAR Government certificates of indebtedness

Advances and other accounts

Investment in securities

Interests in associates

Investment properties

Praoperties, plant and equipment

Deferred tax assets

Other assets

Total assets

LIABILITIES

Hong Kong SAR currency notes in circulation
Deposits and balances of banks and other financial institutions
Financial liabilities at fair value through profit or loss
Derivative financial instruments

Depaosits from customers

Debt securities in issue at amortised cost

Other accounts and provisions

Current tax liabilities

Ceferred tax liabilities

Insurance contract liabilities

Subordinated liability

Total liabilities

EQUITY
Share capital
Reserves

Capital and reserves attributable to the equity holders
of the Company

Minority interests
Total equity

Total liabitities and equity

21
22

23
24

25
26
32
27

28
22
29

30

32

33
34

35
36

(Unaudited)
At 30 June
2008

HKS'm

188,452

50,689 .

37,282
21,397
32,430

487,012 ¢

262,697 |
89 .

8,634

25,230
93
13,163

1,127,168

32,430 -
81,625 .

12,113

17,705

819,110
2,756
24,875

1,862

3,953

25,070

1,029,649

52,864

8,150 |

U —

42,183

95,047

2,472

97,519 -

1,127,168

{Audited)

At 31 December

2007
HK$'m

159,065

53,154

34,440
14,477
32,770
420,234
301,183
83
8,058
23,283
23

1,067,637

32,770
60,599
11,405
11,092
793,606
2,089
33,344
1,210
3,967
22,497

972,579

52,864
39,978

92,842
2,216

95,058

1,067,637

The notes on pages 47 to 114 are an integral part of this interim financial information.
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{Auditedt
- e i
Attribuzatie to equity holders of the Company
Reserva for
fair value
Pramises  changes of
Share  evlusion  walablefor  Regulmtoy  Translaion fetalned Minarity Total
capital reserve  sale secunties reserne T2serve garNgs Total interests 2ty
HKi'm Bk m HES'm HkS'm HKS'm Hedm HKS'm Hidm HES'm
At 1 Ianuary 2007 52,564 5,040 {115 380 - 3.4 34,655 1985 86,640
Met it fo the first half of 2007 - - - - - 1468 7466 152 1623
Currency anslation difference - - - - b - £ - b
236 ipal dividend paid - - - - - {4,726) {4,726 (19 {4.805)
fuztion of premises - i168 - - - - 1,168 K 1,175
Release upon dspesal of prenises - (i - - - ! - - -
Change in fair value of avalletle-for-sale seturitiss
taken 1 euily - - (0I5 - - - {£25} - {525
Amorisation with respect o svaatle-forsle securiies
trznsteried 1o fell-to-matunty secunitias - - 10 - - i (&0} - {t0
Feleat of reserve upan issosal of available-ioesels 7
sequntiss - - 156 - - i (55} 3 5
Pelease {1 deterred tax lighiitis | - (134 114 - - - (8% o} 8,
Tranghe: from relained eammings i - - - 1 - 1351 - - -
A3 Jne AT ' ¥ i 577 141 b 54 87,740 2076 83835
Company and subiidisrias I 52,864 1012 w73 ERTH B 5% 81,708
Assoriatss - - - - - 4 4l |
2864 1012 7 17 S T '3 B 1 |
At fuly 207 52,864 1412 (E72) 350 & 14,557 FAREL 21096 59,825
Mzt profic for the second hal of 2007 - - - - - 7,980 7580 05 8189
tion difference - - - - 8 - g - 3
idend peid - - - - - {4,525) {4524 (73 {4503
Realustion of presise } - 1342 - - - - 1742 18 175
Releass upon dsposal of pramises | - 12l - - b - - -
I
iy | - - (143 - - {43 3 (140)
Argriisasion viilh respect 10 24
ferrad 1o held-to-maturiy - - 2 - - (4% {83) - (34
rhagan i . - Jgo - - - 1 - %
sequties | - - i3 - - {h n (3 9
Relzase 1o defarred 13 Babiliies ‘ - {83 (% - - - 1287) ] {168}
Transter from reizinged eamings \} - - - 154 - {158) - - -
4131 December 2007 Voo £45) {454 4130 14 .83 9842 Lh5 95,09
!
{Company and subsidiaries ' 52584 2451 {456) 1130 14 17,14 a3, 187
Asgorizies ' - - - - - 45 45
) 8451 1456) %o u nEm o s




% (Unaudited) 1§
l Attributahle to equity holders of the Company |
j Resarve for :
! fair value E
Premises  changes of :
: Share  revaluation available-for-  Regulatory  Translation Retained Minerity Total
© o pital reserve salesequrities  resenve® reserve gamnings Total interests squity
L ST HK§'m HKS'm HK§'m HKS'm HKS'm HKS'm HKS'm H&S'm !
At 1 January 2008 ; 52864 3451 {456} 4130 i 27,839 92,3402 116 8,058 .
Het profit fox the first haif of 2008 E - - - - - 7,088 7,088 4 718 -
Cumency tanslation differznce E - - - - 19 - 198 i 19
2007 final dicend pad i - - - - - {5,149) {5.129) (107} (5,256)
tica of premises ‘ - 2,148 - - - - 2,148 i) 111
lzase upon disposal of premises - 23 - - - B - - -
{hange in {ir valug of avziizble-forsale secunities : |
faken 18 - - - - - (3,217 3 )|
Amorlisation <pect o avallabie-for-sale secwities | i
transferrzd 43 held-to-matudity secunties i - - - - - (48) (44} - (44) ;
Het impairment charges transfened to piofit or oss i - - 1,187 - - - 1187 - 1187
Refease of reserve upon dispesal of available-forsale
sequritias - - i - - - 7 - 7
Belazse (iolrom deferred tax liabilities § - (263) 140 - - - B {4 {n
T3 om retaned eamings ( - - - 490 - (4%0) - - -
incrsase in minority interssts arksing from capiial ssuance
of & subsidary | - - - - - - - 15 us
At 30 une 2008 o SLke 10313 (2,229) 4620 1 29,267 95,047 141 97518 |
— , — .= S SR |
Company and subsidianss . S.B64 10313 2219 4,620 M2 29,216 94,99
Aseariates ‘ - - - - - 51 51
b 5564 18383 .09 4,620 Hl 19,267 95,047
Represeming, .
N8 wtertm dividend proposed (Note 18) 4,631 :
Others 1,63 ‘
Reiained eaminigs as at 30 Jume 2008 29,267

In accordance with the requirements of the HKMA, the amounis are set aside for general banking risks, inciuding future losses or other unforeseeabie rsks, i addition

to the ioan impaitment aftowances recognised under HKAS 39

The notes on pages 47 to 114 are an integral part of this interim financial information.
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§ (Unaudited)
i Half-year ended :
30 June 2008 -

(Unaudited) |
Half-year ended !
30 June 2007 |

Notes HK$'m HKS'm |
Cash flows from operating activities ; .
Operating cash inflow before taxation 37a) 44,380 11,322
Hong Kong profits tax paid (645} (545)
Overseas profits tax paid (67) (44):
Net cash inflow from operating activities 43,668 10,733
Cash flows from investing activities 7
Purchase of properties, plant and eguipment (217); (287
Proceeds from disposal of properties, plant and eguigment 1 16 .
Proceeds from disposal of investment properties 498 80 ;
Proceeds from dissolution of an associate - 1
Dividends received from associates 2 2
Net cash outflow from investing activities ; {116} (188)§
Cash tlows from financing activities '
Dividends paid to equity holders of the Company (5.,149) (4,726)5
Dividends paid to minority shareholders (107 {79):
Proceeds from capital issuance of a subsidiary 245 - -
Proceeds from subordinated liability 8,144 . -
Net cash inflow /(outflow) from financing activities 3,133 . (_4,805)2
Increase in cash and cash equivalents 46,685 5,740
Cash and cash equivalents at 1 January 152,070 128,257
Cash and cash equivalents at 30 June 37(b) ; 198,755 ° 133,997

The notes on pages 47 1o 114 are an integral part of this interim financial information.
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Basis of preparation and accounting policies

Basis of preparation

The unaudited interim repcrt has bean prepared in accordance with HKAS 34 "tnterim Financial Reporting” issued
by the HKICPA.

Accounting policies

The accounting policies and methods of computation used in the preparation of the unaudited interim report are
consistent with those used in the Group's financial statements for the year ended 31 December 2007 and should
be read in conjunction with the Group’s Annuai Report for 2007,

Critical accounting estimates and judgements in applying accounting polices
The Group makes estimates and assumptions that are consistent with those used in the Group's financial statements
for the year ended 31 December 2007.

Financial risk management
The Group is expasad te financial risks as a result of engaging in a variety of business activities. The principal
financial risks are credit risk, market risk {(including currency and interest rate risk) and liquidity risk. This note

summarises the Group’s exposures to these risks.

3.1 Credit risk
Gross loans and advances
fa) impaired advances
A financial asset is 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 cccurred and that ioss eveni(s) has an
impact on the estimated future cash flows of the financial asset that can te reliably estimated.

if there is objective evidence that an impairment loss on loans has been incurred, the amount of
loss is measured as the difference between the carrying amount and the present valua of estimated
future cash flows generated by the financial asset. Objective evidence that a financial asset is
impaired includes observable data that comes to the attention of the holder of the asset about the

loss events.
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3. Financial risk management (continued)
3.1 Credit risk {(continued)
Gross toans and advances {continued)

(a) Impaired advances (continued)
At 30 June At 31 December
2008 2007
HKS'm HK$'m
Gross impaired advances to cusiomers 649 697
Individually assessed loan impairment allowances
made in respect of such advances 416 381
Current market value cf collateral held against the
covered portion of advances to custcmers 441 559
Covered portion of advances to customers 335 410
Uncoverad portion of advances to customers 314 287
Gress impaired advances to customers as a
percentage of gross advances to cusiomers 0.14% - 0.17%

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

respect of impaired advances.

Classified or impaired advances to cusicmers are analysed as foliows:

At 30 June

2008

HKS'm

Gross classified or impaired advances io customers | 1,607
Gross classified or impaired advances to customers E_

as a percentage of gross advances to custemers ! 0.34%

At 31 December
2007

HK$'m

1,803

0.44%

Classified or impaired advances to customers foliow the definitions set out in the Banking {Disclosure)

Rules and represent advances which are either classified as “substandard”, “doubtful™ or “loss”

under the Group's classification of loan quality, or individually assessed to be impaired.
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3. Financial risk management (continued)
3.1 Credit risk {continued)

Gross loans and advances (continued)

o), Advances overdue for more than 3 months
Advances with a specific repayment date are classified as overdue when the principal or interest is
past due and remains unpaid. Advances repayable by regular instalments are classified a5 overdue
when an instalment payment is past due and remains unpaid. Advances repayable on demand
are ciassified as overdue either when a demand for repayment has been served on the borrower
but repayment has not been made in accordange with the instruction or when the advances hava
remained continuously outside the approved limit that was advised to the horrower,

The gress amount of advances overdue for more than 3 months is analysed as follows:

At 30 June 2008 At 31 December 2007

% of gross % of gross :
advances to | advances to ¢
Amount customers Amount custornmers
HK$'m | HK$'m
Gress advances to customers
which have been overdue for:
- six months or less but over ‘
three maonths m 0.03% 242 0.06%
- one year or less but over :
six months 134 0.04% | 163 0.04%
- over one year 619 0.13% 652 0.16%
Advances cverdue for over
three months )_ 974 0.20% : 1,057 0.26% .
Individually assessed foan
impairment allowances made | ;
in respect of such advances ' 345 ‘ 305
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3. Financial risk management {continued)
3.1 Credit risk {continued)
Gross loans and advances (continued)

{b)

{c)

Advances overdue for more than 3 months {continued)

At 31 December

At 30 June .
2008 . 2007
HKS'm | HK$'m |
Current market value of collateral held against the ;
covered portion of advances to customers ' 1922 1,970 |
i- — e e T |
Covered portion of advances to customers 723 847
Uncovered portion of advances to customers 251 210

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

properties for personal loans.

As at 30 June 2008 and 31 December 2007, there were no advances to banks and other financial

institutions that were overdue for more than three months.

Reschedwled advances

At 30 june 2008

At 31 Decemnber 2007

% of gross
advances to

% of gross :

advances to |

Amount customers Amount customers
HKS'm HK$'m !
Rescheduled zdvances to
customers net of amounts
included in advances overdue
for more than 3 months 116 0.02% 186 0.05%

———— e e Rt

As at 30 June 2008 and 31 December 2007, there were nc rescheduled advances to banks and

ather financial institutions.

Rescheduled advances are those advances that have been restructured or renegetiated because of
deterioration in the financial position of the horrower or of the inability of the borrower to meet
the original repayment schedute and for which the revised repayment terms, either of interest or of
repayment period, are non-commercial. Rescheduled advances, which have been overdue for more
than three months under the revised repayment terms, are included in overdue advances.
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3. Financial risk management {continued)
3.1 Credit risk {(continued)
Gross loans and advances {continued)
{d) Concentration of advances to customers
(i} Sectoral analysis of gross advances to customers
The information concerning gross advances 1o customers has been analysed ints loans used

inside of outside Hong Kong by industry sectors of the borrowers as follows:

At 30 june 2008
Individually  Collectively
% Covered by assessed assessed
Gross  <ollateralor  Clagsified or impairment  impaiment
advances  other security impaired Overdue*  alfowances  allowances '
HKY'm HA§'m HKE'm HKS'm EKS'm |
Loans for use in Hong Kang :
Industriz|, commerdial and fnancial
- Property development L9 37.78% 3 Y 3 52
 Fropesty invetren P sk 7 645 57 20
- Fiaancial concemns 13500 1.00% - 8 - 4
- Storkbsckers n 14.66% - - - -
vhdkekadeulik 0 623 606% 2 £} % “ E
- Manufactring 16,313 57.88% L) 59 LH 5 ¢
- Transport and ranspoit : |
aquigment C am 20.60% 2 1 1 Q)
- Recreational activilies : 15 92.16% - - - -
- Information techinology 8244 22.29% - I ] - 2
- Gihers 26,158 36.58% 84 450 17 n,
g
Inividug's l
- Laans for the purchase of flats !
i Home Qwhership Scheme, !
Private Sector Paticipation Scheme j
and Terant Purchase Scheme 14589 99.90% 11 501 & 12
- Loans for gurchase of other 3
fesidential grapertes POoMeMe 9% 193 1547 6 7
- Credit card agvances 5,666 - ¥ 1,267 - &
- (thers 11,881 19.61% 94 548 i 15
Total loans for use i Hoag ¥ong M. 12.06% 1,092 5,698 28 i
Trads finance 34,083 3144% 148 41 m %
Loars for wse outsice ong ¥ong 101,677 34.54% 369 a2 7 302
Gross advances o cusiomens ’ 475,581 §140% 1607 8811 416 1,108 i
: _ )
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3. Financial risk management {continued)
2.1 Credit risk {continued)
Gross loans and advances (continued)
{d} Concentration of advances to customers {continued)
i Sectoral analysis of gross advances to customers {continued)

£ 31 December 2007

g niidualy  Colectwely
% Coverad by asseseed assessa

Gross  collateralor Clagsified o impaimsent impairment
advancss  other security imazired Qverdue” al cwanges Howsniss

HK'm HKE'm HKS'm Hedm BKS'm

Loans for use i Hong Kong

Indusirish, commmercial and finandal

- Property development 17,979 BI% 16 i3 3 £l
- Propersy investment 65983 86.50% 343 964 14
- Financiat concers 12,34 6.05% - 14 -
42 1210% - - - -~
- Wholsate znd retal trade (AT R Y53 238 32 B 4
- Manufxctering 14,463 05 £5% 13 5 7 4
- Transpart and transport equipment 21,00 Ny 3 5 1 80
- Recreational actwvilies 3 9353% - - - -
- Information technclogy i 2,008 7 38% - l - § |
- Others PonMg gl 584 i 5
Individuals
- Loass for the purchiase of flats
in Hensz Ownership Schenee,
Privte Seior Participation Scheme
#nd Tenants Purchizse Scheme 1339 95 78% 129 549 g
- Loans for purchase of other ]
sesidental groperties e 9 24 207
- Credfit tard advances <781 - 3 15 -
- Githers Cooms 981% 19 34 50 4
Total lgans for use ia Hong Keng 5677 1331% 1,383 3,10 2h
Tradz finznce M8 40.71% 195 ki 7 7
Lgans for use autside Hong Kora 8311 30.76% ith i fi 254
frnss advznces to customers 413082 B4.64% 1503 8,546 381 1804

Advances with 3 cpecfic repayment date are clasmified as overdue when the principal of interest is past due and remains
unpad.
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3.

Financial risk management (continued)
Credit risk (continued)
Gross loans and advances (continued)

3.1

o)

Concentration of advances ro customers {Continued)

(i)

Geographical analysis of gross advances to customers and overdue advances

The following geographical analysis of gross advances to custorners and overdug advances

is based on the location of the counterparties, after taking into account the transfer of risk

in respect of such advances where appropriate.

Gross advances to customers

. R —
Heng Kong ;
Mainland China :
Others :

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

Hong Kong

Mainland China

Cthers

i

At 30 June l

: At 31 December |

i .

2008 ! 2007

HKS'm | HKS'm

391,429 | 351,102
57,858 39,050

26,300 22,310

475,587 | 413,062

s ﬁ

i E

H i

?

895 | 827 .

155 124 |

58 . 53 |

1,108 | 1,004 |
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3. Financial risk management (continued)
3.1 Credit risk (continued)
Gross toans and advances (continued)
{d) Concentration of advances to customers (continued)
(i} Geographical analysis of gross advances to customers and overdue advances {continued)

Overdue advances

At 30 June At 31 December |
2008 | 2007
HKS'm HKS'm |
Hong Keong 6,050 6,221
Mainland China 415 | 278 ¢
Others 146 | a7
6,611 | 6,546 -
Individually assessed loan impairment
allowances in respect of the overdue
advances :
Hong Kong 319 284 -
Mainiand China 56 46
Others ; 10 2
385 332

Collectively assessed {oan impairment
allowances in respect of the overdue

advances
Hong Kong 59 . 60 .
Mainland China 7 10

Others 1! -

67 70 .
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3.

Financial risk management (continued)

3.1

Credit risk (continued)

Gross loans and advances (continued)

{d)

Concentration of advances to customers (continued)

{ii}

Geograghical analysis of gross advances to customers and overdue advances {continued)

Classified or impaired advances

Hong Keng
Mainlang China
QOthers

individually assessed loan impairment
allowances in respect of the classified

or impaired advances

Hong Kong
Mainland China
Others

Collectively assessed loan impairment
atlowances in respect of the classified
or impaired advances

Hong Kong
Mainland China

Repossessed assets

At 30 June At 31 December z
2008 2007
i HK$'m | HK$'m |
1,373 1,572
| 234 . 223
- 8
1,607 | 1,803
T T K
| i
I 1
: |
i |
? 355 333
|
; 61 46
; - 2
‘ 416 381
H
i
} 22 13
4 al 6
E 25

26 |

The estimated market value of repossessed assets held by the Group as at 30 June 2008 amounted to

HK$223 million (31 Decermnber 2007: HK$116 million). They comprise properties in respect of which the

Group has acquired access or control (e.g. through court proceedings or voluntary actions oy the borrowers

concerned) for refease in full or in part of the obhgations of the borrowers,
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3. Financial risk management {continued)
3.1 Credit risk {(continued)
Debt securities
The table below represents an analysis of the carrying value of investment in securities by credit rating and
credit risk characteristic, based on Moody's ratings or their equivalent to the respective issues of the dent

securities.
At 30 June 2008
US mortgage related*

Subprime Alt-A Prime Others** Total
HKS'm HK$'m HKS'm HKS'm HKS'm -
Asa i 1,213 5,110 24,297 50,369 80,989
Aal to Aa3 - 101 - 96,857 96,958
Al to A3 ! 30 - 53 26,055 26,138

Lower than A3 | - - - 2,771 2,771
Unrated !l - - - 52,028 52,028
| 1,243 5211 24,350 228,080 258,884 |

J— el e —— - e e amirsmmsmreem . e | ot = = s s e ek <=

At 31 December 2007

US mortgage related*

Subprime Alt-A Prime Others*” Total |

E HK$'m HK$'m HKS$'m HKS$'m HKS'm |
Aaa E 4,118 6,567 29,014 54,673 94,372
Aat 1o Aa3 E - - - 88,952 88,952 .
Al to A3 | - - - 27,062 27,0682 ¢
Lower than A3 ! - - - 2,772 2,772
j :
Unrated : - - - 83,445 83,445 |
z e et - TR
4,118 6,567 o 29.004 256,904 256,603 |
- Reprezenting those secunities relaiing to residerntial morigage.
i including eaposuees 1o Frieddie Mac and Fanrue hMag.
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3.

Financial risk management (continued)

3.1

Credit risk {continued)

Debt securities {continued)

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

I _ - e
@ At 30 June | At 31 December
{ 2008 2007
. HKS'm | HK$'m
Aaa i 8,355 E 16,917
Aal to Aa3 32,313 | 47,998
Al to A3 , 9,058 ' 7,663 '
Lower than A3 ’ 448 490 .
H
Unrated - 1,854 : 10,377
e
: 52,028 : 83,445

The Group defines US subprime mortgage related debt securities as thase that are supported by US residential
subprime mortgage loans to borrowers. As at 30 June 2008, the Group's expesure to the US subprime
mortgage market was limited 10 investmeanis in the US subprime mortgage related debt securities.

With regard to risk management of the dabt securities, the Group analyses impaortant factors of its US
mortgage asset-hacked securities such as different vintages, delinquency rates, credit ratings and underlying
martgage pools.

The Group's impairment allowances cn available-for-sale and held-to-maturity debt securities heid at 30
June 2008 amounted to HK$1,308 million and HK$2,281 million respectively (31 December 2007; HK$ 190
million and HK$1,682 million). The carrying values of the availeble-for-sale and held-to-maturity debt
securities considered impaired as at 30 June 2008 were HX$4,785 millicn and HK$5,947 million respectively
{31 December 2007: HK$556 million and HK$3,738 millicn).

Included in the above were impairment allowances on US subprime mertgage related debt securities held
at 30 June 2008 amounting to HK$45C millicn (31 December 2007: HK$1,253 million) and the carrying
value of these impaired securities as at 30 June 2008 amounted to HK$8%4 million {31 December 2007:
HKX$2,856 million).

The Group's impairment allowances on US Alt-A mortgage backed securities held at 30 June 2008 amounted
to HK$1,229 million (31 Decemper 2007 HK$573 miliion). The carrying value of these impaired securities
as at 20 June 2008 was HK$3,215 million (31 December 2007: HK$1,38C millicn),

The Group's impairment aliowances on US prime mortgage backed securities held at 30 June 2008 amounted
to HK$1,910 million {31 December 2007 HK$46 million). The carrying value of these impaired securities as

at 30 June 2008 was HK$6,623 million (31 December 2007: HK$58 million}.

As at 30 June 2008 and 31 December 2007, there were no overdue debt securities.
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3. Financial risk management {continued)
3.2 Market risk
VAR
The following table sets cut the VAR for all trading market risk exposure? of BOCHK.

Minimum for Maximum for Average for
the first hatf the first half the first half

HK$'m At 30 June of year of year of year
VAR for all market risk - 2008 6.3 3.0 7.8 5.2
- 2007 2.8 1.4 4.3 3.1

VAR for foreign exchange - 2008 5.7 28 7.3 4.6
risk preducts - 2007 315 1.0 5.2 3.4
VAR for interest rate risk products - 2008 3.3 1.0 38 21
- 2007 1.3 0.7 31 1.8

VAR for equity risk products - 2008 0.2 0.2 2.3 0.6
- 2007 0.3 0.1 0.6 0.3

VAR for commodity risk progucts - 2008 0.0 0.0 05 0.1
- 2007 0.0 0.0 0.4 0.1

in the first half of 2008, the average daily revenue? of BOCHK earned from market risk-related trading
activities was HK$6.0 million (first half of 2007: HK$2.6 million).

1 Structyral FX pasitions have been excluded.
Z  Revenues from structural FX positions and back 10 back transactians have been excluded.
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3.

Financial risk management {continued)
Market risk (continued)

3.2

Currency risk

The tables below summarise the Group's exposure to foreign currency exchange rate risk as at 30 June 2008

and 31 December 2007. Included in the tables are the Group's assets and liabilitles at carrying amounts in

HK$ equivaient, categarised by the original currency.

At 30 June 2008 :
- ) - . :
lapanese  Pound (
© Renminki  US Dollars  HK Dollars EURO Yen Sterling Others Total :
: HKS'm HKS'm HXS'm HKS'm HK$'m HKS'm HKS'm HKS'm ‘
_ et e e s o oot oo e 4
Assets ;
Cash and balances with banks
znd other finangial institutions 85,273 40,984 43,131 1,037 127 9,090 3,805 188,452
Flacemants with banks and othes |
financial institutions maturing (
beywesn one and twelve months 615 17,166 32,277 182 1 - 433 50,689
Financial assets at fair value |
through profit of loss 707 87 21787 - - - /B ¥ I
Cesivative financial instruments - 892 20,505 - - - - 7397
Horg rong SAR Government ‘
ceriificates of indebtedness - - 32,430 - - - - 32430 |
Advances and other accounts 16,810 98,693 359,174 3,833 1,728 1372 5,402 487,012
Investmient i securities ;
- Available-tor-sale securities 14% 63,630 24,826 15,916 533 211 11,895 149,197 |
- Held-to-maturity securities 920 §7,226 36,740 5,613 1,425 1.210 20,371 133,505 :
- Loans 3nd reczivables - 812 7,9% 120 - 148 1,199 10,075 ¢
Interests in associates - - &9 - - - - 89
Irvestment properties - - 8,634 - - - - 8,634 !
Properties, plant and eguipment 8 1 25,151 - - - - 25,230 .
Osher assets (including deferred
18y assets) 57 2,327 10,706 16 15 24 101 13,256
Total assets 104,610 300,245 634,446 26,117 3,349 14,016 43,285 1127168 |
Liabilities
Hong Kong SAR currency notes in
criculation - - 32,430 - - - - 430
Deposits and balances of banks [
and other financial insitutions 58,416 13,837 7,043 26 248 580 1,274 81,625 |
Fingncial habsities at fair value '
through profit of loss - 1,250 10,812 ~ - - 51 12,113
Gervative finangial inssruments - 1,747 15,958 - - - - 17,705
Geposits from customers 42,273 185,317 492,689 9,805 2,625 22,699 53,702 819,116
Debt securities in ssue at
amerised cost - 593 2,003 - - - 60 2,15
Other aczounts ang provisicns
{including currert and deferred i
13 lighilities} : 1454 1137 19,734 336 49 276 1,104 30,690
Insyrance contract fighilisies - 4,591 20,479 - - - - 25,070
Subordinated hability - - - 8,150 - - - $,150
Total liabilities 102,143 PELREF! 601,142 18,517 193 23,555 56,191 1,029,649
Met en-balance sheet position z 2467 15473 33,208 8,200 826 {9,539) (12,806} 97519
{fi-bafance sheaf net ngtional :
position 390 {71,924) 66,440 8779 (1,194} 9,549 12,308 6790 |
Contingant ligbilites and
COmMItments 9,453 62,162 159,177 4,045 816 M 1,793 231,857

+ Gil-balance sheet nat notional position represents the net nohional amaounts of foraian currency derivative financisl instruments, which are principally

used o reduce the Group's exposure 1o CUITeEncy MOYEments.
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Financial risk management (continued)

3.2

Market risk (continued)

Currency risk {(continued)

Assets

Cash ang balanges with banks and

other financial institutions
Placements with banks and other
finandial institutions maturing

between cne and twelve months

financial assets at fair vatue
through profit o loss

Derivative fipancial instiuments

Hong Kong $&F Govermment
certificates of indebtedness

Advances and other accounts

lnvesiment in securities
- Availzble-for-sale secunties
- Held-to-maturity securities
- Loans and raceivables

Interests in associates

Investment properties

Properties, plant and equipment

Other assets (including deferreg
13X assets)

Total assets

Liabilities

Hong Keng SAR currency notes
i circulanon

Dapasits and balanges of banks
and oiher finandial institutions

financialt Habilities at {ar valuz
through prodic or Yoss

Derivative financial instruments

Depostts from Customers

Dbt securities in issue at
amanised cost

{Other accounts and provisions
linchuding cuirent and deferrzd
tax lighilities)

Insurance ¢oniract isbilities

Totat liabilities
Nei on-batance sheet position

Gff-balance sheet net ncnonal

position”

Contngent liabilities and
CCmMmItmENTs

At 2% December 2007

BCC Hong Kong (Holdings) Limited  Interim Report 2008
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Japanese - Pound
Renminbi  US Dollars KK Dollars EURD Yen Sterling
\ HKy'm HES'm HES'm HKS'm HK$'m HKS'm
|
| 3054 49,833 H,731 1,147 160 1.815
i
{ ¥ Bs BT - - -
|
: 917 8957 24,285 - - -
- m 13,703 - - -
- - 270 - - -
12,335 71,209 313,495 4107 1,667 1,006
' 9 62,612 6597 7,005 18 L
£l 84,686 59,565 2486 - 1,554
- 3,594 26,511 428 - -
- - 83 - - -
- - 8,058 - - -
1 i 23220 - - -
&4 947 18,361 161 61 4%
46,571 306,605 658,230 15,429 1916
- - 37 - - -
mn 16,42 9,050 147 2143 g2
- 207 8,388 - - -
- 1,357 4824 - - -
17,380 165,415 348,223 823 1,497 12,284
' - & 1 - - -
574 9,751 26,706 Y E 381
- 4,284 18,213 - - -
45107 04544 854836 8,290 4,664 12,763
1,454 102,082 3,294 6,538 {2,748} 6910
54 197,215} 59,481 {6.478) 2436 1,050
4573 53,183 163,657 4,693 1,017 155

Others
HKS'm

3,530

175

40

5220

£,300
16173
56¢

136

SN T 1067637

1534
1i
35,338

i

Total
HK$'m

159,065

53154

34,440
14,477

3310
439,234

104,653
165,428
31102
83
8,058
23,293

20,880

———

317170
£0,599
11,405
11,082
793,808
2,089

38,521
22,497

{661}
8973

1.581

972,579
95,058

4843

31,303




3.

Financial risk management {continued)

3.2

Market risk (continued}
Interest rate risk

The tables below summarise the Group's exposure to interest rate risk as at 30 june 2008 and 31 December

2007. Included in the tables are the Group's assets and liabilities at carrying amounts, categorised by the

earlier of contractual repricing or maturity dates. Derivative financial instruments are principally used to

reduce the Group's exposure 1o interest rate movements. Their carrying amounts are presented under the

column captioned “Non-interest bearing”.

'
2

i
i
[
i

-

At 30 June 2008
Upto 14 312 15 Over  Non-interest
1 month months months years § years bearing Total
HKS'm HKS'm HKS'm HKS'm HKS'm HKS'm HKS'm .
Assets
Cash ang balanges with banks and other
financizl institutions 181,640 - - - - 6,803 188,452
Piacemenits with banks and other :
Tinancial snstitutions maturing detween
ure and twelve months - 37,480 13,209 - - - 50,689
Financial assets at air value through
it ar loss 4,659 3,116 151 7,953 16,883 3100 17,28 ¢
Dervatve financial instrumenis | - - - - - 1,387 1,397
Hong Kong SAR Government certificates |
of indebtedness - - - - - 32,430 32430
Advances and other accounis 374,303 68,631 30,732 9,326 7 3073 487,012
Investment in securities
- hwailable-for-sale securities 21,084 2,980 5523 37,188 28,529 3813 119,117
- Held-to-maturity securities 33,961 39,380 14,592 25075 20,087 - 133,505
- Loans and raceivables 4,203 2,560 3312 - - - 10,073
Iriterests in associates - - - - - 89 89 .
Investment properties - - - - - 8,632 8634 .
Properties, plant and equipmeni - - - - - 25,230 35,20
Gther assets fncluding deferred
1ax asseis) - - - ~ - 13,256 1325
Total assets 619,854 174,147 69,339 79,542 66,456 117,825 1,127,168 -
Liabilities
Hong Xong SAR currency notes in :
circultion - - - - - 32,430 32430
Deposits and belances of banks and
wher fingngiat institutians 68,346 318 5378 - - 4778 81,625
Financial iabilities at fair value through
profit of loss 5508 5,457 89 859 - - 12,113
Derivative financial instrurments - - - - - 17,705 12,705
Deposils from Customers 39,630 112,674 31,574 483 - 34,749 819,110
Debt secutities in issue at amontised ot - - 2,756 - - - 2,756
Oiher accounts and provisions fincluding |
cureent and deferred tax ligbibties; 8,592 - 569 138 - 1,39 30,690 -
Insurance contract Fabifizes - - - - - 25,070 25,070
Subordinated fiabifty - - 8,150 - - - 8,150
Total liabilities E 7231076 121,254 48,1145 1,480 - 136,123 1,029,649
Inferest sensitivity Gap E (102179 52,893 20,623 78,062 66,456 {18,298} 87518 .

-
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3. Financial risk management (continued)
3.2 Market risk (continued)
Interest rate risk (continued)

At 31 December 2007
Up 1o 13 312 1-5 Over  Mon-mterest
1 month monihs mgnths §ears 5 years 3eanng Tatal
Bk m HES'm HES'm HES'm HEd'm HK$'m HK3'm
Assets
Cash and balances with banks znd other
fingricial institutions L 151,746 - - - - 6,319 155,065
Fiacements with banks and other :
financial institutions matuwing herweeni
one and twelve months ; - 42,230 10,324 - - - 33154 |
Financial assets at fair volue through
profit or Iogs : 3,562 1839 2,154 3,894 17,397 3,584 4440
Derivative financial instruments - - - - - 14,477 14,477
Hong Kong SAR Government cettHi
of indebredness : - - - - - 32,70 32,77
Advances and other accounts T3 58,396 18,372 3,487 643 3,586 40,234 |
inestment in securities ‘
- fvailable-for-sale securities 11.668 21,380 6,257 16,553 4,580 653 !
- Held-o-maturity securities K ) 43520 18,534 43,022 ) - 165428 |
- Loans and receivables 1453 11,434 12,199 - - - 3,102 ¢
interests in associates - - - - - &3 3 ;
invesiment propariies . - - - - - 8,058 8058 |
Froperiies, plant and equipment - - - - - 23,293 #3293
Cther assets lincluding deferred
Ta assets) - - - - - 20,880 0,880
Total assets 526,747 178,149 69,450 78,362 93,298 17,630 LOSTET |
Liabilities
Hong Koag 4R cursacy noes
circulation 5 - - - - - 3,77 30
Degosits and Dalances of banks and
other financial institutions L4578 348 5,537 - - 4,546 §0,599
Sinancial liabifities 2t fair value through |
profit or fors Y 2,355 1,531 91 - -
Derivative financial instruments - - - - - 11,082
Deporits from Customers | 523008 93,440 35,157 547 - 36453 733606
Debt securiies in issae 2t amortised o8t | - - 1577 2 - - 2088
Ciher accounts and provisions {including
cunent and deferred tax figbilities) - 7,624 167 - 128 - 30,667 #E5H
insurance cortract liakilities - - - - - 22,497 22497
Total labilities 822,961 164330 45587 1,70k - 138,623 972,57
interast sensitivity gap (183,214} 74813 88 76,556 983,299 {30,380} 45,058
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3. Financial risk management (continued)
3.3 Liquidity risk
Tables below analyse assets and liabilities of the Group as at 30 June 2008 and 31 December 2007 into
relevant maturity groupings based on the remaining period at balance sheet date to the contractual maturity

date.

H - - - — T - ."

At 30 June 2008
‘ On Upto 13 32 15 Over :
demand 1 month months months years Syears  indefinite Total
HIS'm HKS'm HKS'm HK$'m HKS'm HKS'm HK¥m HKS'm |

Assets

Cash and balances .
oiter financia 92,602 95,850 - - - - - 188452

Flacements with banks and other
financial institutions maturing :
batween one and twelve months - - 37,480 13,200 - - - 50,689
Finanicial assets at fzir value : ‘
through profit o less
- debt securites held for vading |
- gthers - 3442 2,482 1,734 15 3 - 8,386
~ debt securitss designated st | E
fair value through profit !

of loss ; '

- certificates of deposit held | - - - 5 1427 1,359 - 511 4

- others j - - 1 42 6576 15866 - B8

- equity securities ‘ - " - - - - 3,100 3,500 |
Cervative financial instruments : 17,845 474 287 1,746 844 191 - 21,397 .
Heng Kong SAR Government i
certificates of indebtedness 32430 - - - - - - 32,430 ¢
Advances and othe! accounls i
- aGvaNCEs 19 CUSiomers 29,007 15,649 29,278 57,561 01,188 40,361 1018 474,063
- teade bulls 18 4,349 3,90 98t - - - 9,268 }
- advances 1o banks and other ;
manciel mstitstions f 2 80 309 139 3,075 - - 3687 .

Investmznt in seeyrities ‘ :
- dabi sacusities held for

available-for-sate ‘

- ceriificates of depositheld | - 1,072 183 1,29 383 - - 8,576

- gthers - 4,228 6,183 5775 50,671 37,081 4,785 08,728

- debi securitiss heid for ‘

held-te-maturity : :

- centficates of deposit helé | - 1,387 1,132 3,826 7198 - - 13543

- gthers - 635 2,452 19,703 64,018 27,207 5,947 119,362
- debi szcures held for loans
and receivables - 4,203 2,560 3312 - - - 10,075
- equity securities - - - - - - 3813 3813
Interests in associates - - - - - - 89 8¢
Investment propetisg : - - - - - - 8,634 8,634
roperties, plant and equipment ) - - - - - - 25,230 25,238
Other assets {including deferred 1
fax assets) : 5,212 7,618 8 169 87 - 162 13,256
Total assets 177,142 138,987 86,590 119,262 339,341 222,968 52,778 1,127,168
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3. Financial risk management (continued)
3.3 Liguidity risk (continued)

At 30 June 2008
On Upto 13 312 15 Qver
damand 1 month months months years 5years Indefinite Total ;
HKS'm HKS m HKS' HKS'm HKS'm HKS'm HKS'm HKS'm

Liabitities
Hong Kong SAR currency notes in :

girculation | 32430 - - - B - - 32430
Deposits and balances of banks | :

and other financial insttutions | 59,374 13,750 ERPE] 5378 - - - 81,625
financial liabilities 2t faw valug |

through profit o1 less i

- certificates of deposit issued ! - - 962 - 261 - - 1823

- others ) - 3,669 3,347 2513 478 283 - 10200 °
Derivetive financial instruments g 13,10 642 306 1,799 9’1 267 - 17,705
Deposits from customars | 338,799 335,080 11,325 32,266 1,640 - - 819,110
Deht securities in issue at \

amortised <ost L - - - 2,75 - - - 275 -
Other accounts and provisions

{including cuerent and t .

deferred tax Habilives} 14,879 7.821 i2 2,909 4,09 18 §54 30,690 -
Insurance centract liabilities l 1,955 4 1 815 16,280 6015 - 5070 |
Subordinated Hatility ‘ - - - - 8,150 - 8,150
Total liabilities i 451 147 360 966 119,076 48,436 24 336 14 734 954 1,029,649
Mei liguicily gap i (284 095} (221,9?9} {32,485) 61,826 315005 207334 51 824 97,519 .
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3.

Financial risk management {continued)
Liquidity risk (continued)

3.3

Assets
Cash and balances with banks
and other finandial institutions
Placements with banks and other
financial insifitutions maturing
satween one and twelve months
Financial assets at f2u value
through profit o loss
- debt secunties held for trading
- cartificaies of deposit helg
- others
- dabt secuities designated at
fair valu through proiit
ar loss
- (eriificates of deposit held
.~ others
- EQUity Securities
Derivaiive financial insiruments
Hong Kong SAR Government
certificatas of indebledness
Advances and other accounts
~ a(vances 1o customers
- irade bills
- advances to Danks ard other
financial insiftutions
Investment in securitiss
- debt secunties held for
available-for-sale
- gerificates of deposit held
- gthers
- delyt securities held for
held-to-maturity
- certificates of deposit held
- gifiers
- debt securities Reld for hoans
and receivabios
~ EGUity securities
[nterests in a5500iates
Investment properties
Properties. plant and equipment
Qther assets {including deferrad

catcd
1@ asseis)

Total assets

At 31 December J007

On Upto 1-3 312 15 Ovet
demand 1 month manths months yesrs Syears  Indefinite
HKS'm HES'm HKY'm Bkd'm HESm HES s HKS"m
A0 11806 - - - - S 138065
- - 4,730 10,324 - - - 53,154
- - - & . - - 8
- 1,697 77 2342 1307 £y - 5157 ¢
- - - 415 393 2316 - 3124
- % 43 7 5,376 5,468 - 11,495
) . B - - - 3564 3,584
17,686 28 129 829 459 4 - 14,477
377 - - - - - - 32770
|
21,19 15,345 25,968 4608 ITRII0 130,067 133 411677 .
12 1815 2157 280 - - - 5,334 |
by - 60 440 7,156 - - 3,223
- 701 463 2614 3,680 - - 7486
- 5,856 3,776 1,515 307H 44,024 556 92,507 |
- 1,097 1,490 2,476 £.351 £24 - 11982
- 4,278 12,303 17,16 81,312 32831 373 153,440 ¢
- 7439 11,444 12,159 - - - 302
- - - - - - 4,580 1580 |
- - - - - - 3 &
- - - - - - 8,058 8038
- - - - - EREE yERLZ N
]
i
3,360 15,218 24 17¢ 30 - 951 20,880 |
110451 15728 007B1 101384 305781 JIAERR #5165 1081637 |
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3. Financial risk management (continued)
3.2 Liquidity risk {continued)

- - T -
At 31 Decembar 2007
‘ On Up 1o 13 12 15 QOver
demand 1 month manths monshs years Syears  Indefinite Total

LESTH HKS'm HRS'm

HK$'m HES'm HKS'm HKSm HKS'm

Lizbilities

Hang Kong SAR currancy notes ‘
in ureulztion C 34170 - - - - - - 34,710
Deposits and balances of banks . ‘
and gthat financizl instluticns , 28,200 12074 3428 6,897 - - - 60,559

Financia! lisbilities at fair value
through profit o lass i

- centificates of depasit issued - - - 1,086 868 - - 1,954

- gthets i - 2,554 1,925 3630 953 309 - 9,451
Derivative financial instruments : 8,310 418 355 454 REA] 714 - 11,002
Daposits from customers 329,544 528,913 98,440 35,157 547 - - 763,606
Debt securities in issue 3l

amorsised cost - - - 1,977 112 - - 2,088
Other accounts and provisions

fincluding current and defermred

1 failities) L1544 15,543 107 1,660 40 - 701 38,521
insurance contract liablities 2,054 - - 535 13,786 6,122 - 12,697
Total fiabilities 415,134 379,507 105,21% 51,946 12 6,645 701 473519

— e DT, Lo

Het liquidity gap 306,183 (184,781 {3,438 49,433 284,534 220,023 45,465 95,058

_— e e —_ JE— - —_—— e — - -4

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

The analysis of debt securities by remaining period 1o 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.

The above analysis in respact of insurance contract liabilities represents the estimated timing of net cash
outflows resulting from recognised insurance contract liabilities on the balance sheet as at 30 June 2008
and 31 December 2007.

3.4 Insurance risk
The Group is in the business of insuring against the risk of mortality, morbidity, disability, critical Hiness,
accidents and related risks. The Group manages these risks through the apglication cf its underwriting
policies and reinsurance arrangement.

The underwriting strategy is intended to set premium pricing at an appropriate levet that corresponds
with the underlying exposure of the risks underwritten. Screening processes, such as tha review of healih
condition and family medical history, are also included in the Group’s underwriting procedures.
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3. Financial risk management (continued)

3.4

3.5

Insurance risk (continued)

within the insurance process, concentrations of risk may arise where a particular event or series of events
could impact heavily upon the Group's liahilities. Such concentrations may arise from a single insurance
cantract or through a small number of related contracts, and relate to circumstances where significant
fiabilities could arise.

For the in-force insurance contracts, most of the underlying insurance liabilities are related to endowment
and unit-linked insurance products. For most of the insurance policies issued by it, the Group has a retention
limit on any single life insured. The Group reinsures the excess of the insured benrefit over the limit for
standard risks {(from a medical point of viaw) under an excess of loss reinsurance arrangement. The Group
does not have in place any reinsurance for contracts that insure against survival risk.

Uncertainty in the estimation of future benefit payments and premium receipts for long-term insurance
contracts arises from the unpredictability of long-term changss in overall levels of mortality. In order 1o
assess the uncertainty due to the mortality assumption and lapse assumption, the Group conducts mortality
study and iepse study in order 1o determine the apprepriate assumptions. in these studies, consistent results
are reflected in hoth assumptions with appropriate margins.

Capital management
(a) Capital adequacy ratio

At 30 June 1 At 31 December -

F v H

E 2008 . 2007
Capital adequacy ratio 2 13.87% 13.08% ~
Core capital ratio Ir 11.51% ¢ 12.23%

The capital ratios are computed on the consoclidated basis that comprises the positicns of BOCHK
and certain subsidiaries specified by the HKMA for its regulatory purposes and in accordance with

the Banking (Capital) Rules.

The differences between the basis of consofidation for accounting and regulatory purposes are
described in “Appendix - Subsidiaries of the Company” on page 123.
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3. Financial risk management (continued)
3.5 Capital management (continued)

(b}

Components of capital base after deductions

The consolidated capital base after deductions used in the calculation of the above capital
adequacy ratio as at 30 June 2008 and 31 December 2007 and regorted to the HKMA is analysed

as follows:

Core capital:
Paid up crdinary share capital
Reserves
Profit and loss account
Minority interests

Deductions from core capital
Core capital

Supplementary capital:

Fair value gains arising from holdings of
available-for-sate securities

Fair value gains arising from holdings of securities
designated at fair value through profit or loss

Collective loan impairment allowances

Regulatory reseive

Term subordinated debt

Deductions from supplementary capital
Supplementary capital

Total capital base after deductions

At 30 June At 31 December
2008 2007 .
HKS'm HK$'m
43,043 43,043
19,572 22,611
3,310 207
1,230 1,284
67,155 67,145
(274) (483)
66,881 66,662
157 18 }
3 g
1,108 1,004
4,620 4,130
8,144 -
14,032 5,161
(274) (483}
13,758 4,678 !
80,639 71,340

Subsidiaries which are not included in the consolidation group for the calculation of capital adequacy
ratios are denoted in “Appendix - Subsidiaries of the Company® on page 123, Investment costs in

such subsidiaries are deducted from the capital base.
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4, Net interest income

Half-year ended Half-year ended .

30 June 2008 ' 30 June 2007

HKS$'m HK$'m

Interest income ‘ '

Cash and due from banks and other financial instituticns f 2,694 , 3,229
Advances to customers ' 8,197 ! 9,940
Listed investments ‘ 1,369 | 1,239
Unlisted investments i 5,626 ' 6,675 !
Others ] 219 401 |
i 18,105 21,484
Interest expense 3 ' :
Due to banks, customers and other financial instituticns 1 (7,710); (12,098)
Debt securities in issue 1 (58}% (49)

Subordinated liability | (6): -
Others ‘ (302); (434)
(8.076) (12,581)
Net interest income : 10,029 8,603 -

Included within interest income is HK3$21 millicn {first half of 2007: HK$14 millicn) of interest income recognised
on advances classified as impaired for the first half of 2008, Interest accrued on impaired investment securities
amounted to HK$12 million {first half of 2007: Nilj.

included within interest income and intarest expense are HK$17,416 million (first haif of 2007: HK$20,882 million)
and HK$7.670 million (first half of 2007: HK$12,192 million) for financial assets and financial liabilities that are
not recognised at fair value through profit or less respectively.
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5. Net fees and commission income

Half-year ended
30 June 2008
HKS$'m

Fees and commission income
Securities brokerage
— Stockkroking
~ Bonds
Credit cards
Bills commissions
Loan commissions
Payment services
Asset management
Insurance
Trust services
GQuarantees
Others
- currency exchange
— RMB business
- safe deposit box
- information search
— correspondent banking
- low depcsit balance accounts
- BOC cards
- postage and telegrams
- BQENCY services
— dormant accounts

- sundries

Fees and commission expenses

Net fees and commission income

Of which arise from

1,289
220
578
329
263
239
157
132

87
26

108

- financiat assets or financial liabilities not at fair value

through profit or loss
- Fees and commission income
- Fees and commission expenses

— trust and other fiduciary activities
- Fees and commission income
— Fees and commission expenses

BCC Hong Xong [Holdings) Limited  Interim Report 2008
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(14)

274

- - - -

169
(3)

166

s - e m—— — -

Half-year ended
30 June 2007
HK$'m

1,324
65
471
273
129
22
342
85
66

24

158
(36)

122

66

66




6.

Net trading income

e e i i s — -

Half-year ended
30 June 2007

. Half-year ended i
30 June 2008

Net gain from:
- foreign exchange and foreign exchange products
- interest rate instruments
— aquity instruments
- commaodities

Net gain on investment in securities

i HKS'm 3 HKS$'m _
i

| 875 155

| 206 - 192 |
! 135 | 70
T 4 ; .
| 1,237 | 417

Half-year ended

30 June 2007

e
i Haif-year ended
| 30 June 2008

HKS'm HK$'m
Net gain from disposal of available-for-sale securities 129 | 1
Net {Jossi/gain from redempticn of held-to-maturity securities (1)f L

Net insurance premium income

Half-year ended -
30 june 2007 ¢

Half-year ended

i 30 June 2008 |

| HKS$'m . HK$'m |
Gross written premiums 4,511 2 936 E
Less: Gross written premiums ceded 1o reinsurers (10) (3}§
b - e {
Net insurance premium income i 4,501 2,933 |
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8.  Other operating income

Half-year ended Half-year ended
30 lune 2008 30 June 2007
HK$'m HK$'m

Dividend income from investment in securities
- listed investments 91 -
- unlisted investments g 9
Gross remal income from investment properties 151 : 123
Less; Qutgoings in raspect of investment properties (24)% (22}
Net gain on disposal of subsidiaries - T
Others 104 ° 88 !
331 199 |

Inciuded in the “Outgeings in respact of investment propertias” is HK$1 million (first half of 2007: HK$2 million)
of direct operating expenses related tc investment properties that were not let during the period.

10. Net insurance benefits and claims

Half-year ended |  Half-year ended *

30 June 2008 - 30 fune 2007 °

HK$'m HK$'m
Claims, benefits and surrenders paid 741 | 440
Movement in liabilities 2,862 . 2,193

Gross claims, benetits and surrenders paid and movement : ;
in liabilities 3,603 2,633
Less: Reinsurers” share of claims, benefits and surrenders paid j
and moverment in liagilities (1) (1

Net insurance claims, benefits and surrenders paic and
movement in liabilities 3,602 ; 2,632
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11.

Net (charge}/reversal of impairment allowances

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

Net reversal of individually assessed loan impairment allowances

Collectively assessed
- new allowances
- releases
— recoveries

Net charge of collectively assessed loan impairment allowances
Net {chargel/reversal of loan impairment allowances

Available-for-sale securities
Net charge of impairment losses on available-for-sale securities
- Individually assessed

Held-to-maturity securities
Net charge of impairment allowances on held-to-maturity
securities
- Individually assessed

Others

Net {charge)/reversal of impairment allowances

30 June 2008

Half-year ended
30 june 2007

HKS'm HKS'm
it e
‘ ;
j i
; (142)! (106)
f 62 | 109
i 187 | 340
| 107 | 343 ;
1 f
i {199) | (192}
| 7 -
1 14 | 15 .
: (178, (177)
i - i‘ - '
i .
! .
L (1.187)" e
, (962) -
o T
' (2.227) 166
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12. Operating expenses

Half-year ended
30 June 2008 |

Half-year ended
30 June 2007 |

HK$'m | HK$'m |
Staff costs (including directors” emoluments) ;
- salaries and other costs 2,302 ! 1,957 |
- termination benefit r3 6 !
— pension cost 178 146 !
2,482 - 2,109 |
Premises and equipment expenses (excluding depreciation)
- rental of premises 193 168
— information technology 184 143
- others 118 106 .
495 - 417 |
Depreciation 480 373
Auditors’ rermuneration
- audit services 5 4
- non-audit services 1 11
Other aperating expenses 625 514 ;
4,088 3,418

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

Half-year ended -
30 June 2008

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

Half-year ended
30 June 2007 .

HKS'm | HK$'m |
9 | 2

701 . 414 |
710 | 416 |

i

14. Net {loss)/gain from disposal/revaluation of properties, plant and equipment

Haif-year ended
30 June 2008

Half-year ended ;
30 June 20G7 .

HKS'm HK$'m
Net loss cn disposal of other fixed assets - (2)
Net {loss)/gain on revaluation of premises (8): 7
(8). 5
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15.

Taxation

Taxation in the condensed consolidated income statement represents:

Hong Kong profits tax
- curreni period taxation
Deferred tax (reversall/charge

Hong Kang profits tax
Overseas taxation

Half-year ended
30 June 2008
HKS'm

Half-year ended
30 June 2007
HK$'m

1,508

Hong Kong profits tax has been provided at the rate of 16.5% (2007: 17.5%} on the estimated assessable profits
arising in Hong Kang for the first half of 2008, Taxation on overseas profits has been calculated on the estimated

assessable profits for the first half of 2008 at the rates of taxation prevailing in the countries in which the Group

operates,

The taxation on the Group’s profit before taxation that differs from the theoretical amount that would arise using

the taxation rate of Hong Kong is as follows:

Profit befare taxation

Calculated at a taxation rate of 16.5% {2007: 17.5%)
Effect of differeni taxation rates in other countries
Income not subject to taxatien

Expenses not deductible for taxation purposes
Utitisation of previously unrecognised tax losses

Taxation charge

Effective iax rate

Half-year ended |

30 June 2008

1,253

14.9%
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Half-year ended
36 June 2007
HK$'m

9,227

1.615
(11)
(52)

54
)
1,599

17.3%
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16. Dividends

Half-year ended Half-year ended i

30 june 2008 y 30 June 2007 '

T o T T 1

Per share Total | Per share Total

HKS HKS'm HK$ HK$'m |

Interim dividend : 0438 4,631 0.428 4,525

4, - i

At a meeting held on 28 August 2G08, the Board declared an interim dividend of HK$0.438 per ordinary share for
the first half of 2008 amounting to approximately HK$4,631 million. This declared dividend is not refiected as a
dividend payable in this interim financial information, but will be reflected as an apgpropriation of retained earnings
for the year ending 31 December 2008.

17. Earnings per share for profit attributable to the equity holders of the Company
The calcutation of basic earnings per share is based on the consclidated profit attributable to the equity holders of
the Company for the first hali of 2008 of approximately HK$7,088 million (first half of 2007; HK$7,466 million)
and on the ordinary shares in issue of 10,572,780,266 shares (2007 10,572,780,266 crdinary shares).

There was no dilution of earnings per share as no potential ordinary shares were in issue for the first half of 2008
(first half of 2007; Nil),

18. Retirement benefit costs

The principal defined contribution schemes for the Group’s employees are ORSQ schemes exempted under the
MPF Schemes Ordinance and the BOC-Prudential Easy Choice MPF Scheme. Under the ORSO schemes, employees
make monthly contributions tn the ORSO schemes equal to 5% of their basic salaries, while the employer makes
monihly contributions equal tc 5% to 15% of the employees” menthly basic salaries, depending on years of service.
The employees are entitled 10 receive 100% of the employer's contributions upen termination of employment
after completing 20 years of service, or at a scale ranging from 20% to 5% for employees who have completed
between 3 to 20 years of service, on conditions of retirement, early retirement, permanent incapacity and ill-health
or termination of employment other than summary dismissal.

With the implementation of the MPF Schemes Crdinance on 1 December 2000, the Group also participates in
the BOC-Prudential Easy Choice MPF Scheme, of which the trustee is BOCI-Prudential Trustee and the investment
manager is BOCI-Prudential Manager, which are related parties of the Company.

The Group’s total contributions made 10 the ORSO schemes for the first half of 2008 amounted to approximately
HK$149 million (first half of 2007: approximately HK$129 million), after a deduction of forfeited contributions
of approximately HK$7 million (first half of 2007: approximately HK$7 million). For the MPF Scheme, the Group
contributed approximately HK$19 million (first haif of 2007: approximately HK$13 millien) for the first half of
2008.
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19.

Share option schemes

(a)

Share Option Scheme and Sharesave Plan
The principal terms of the Share Option Scheme and the Sharesave Plan were approved and adopted by
written resolutions of all the shareholders of the Company dated 10 July 2002.

The purpose of the Share Option Scheme is to provide the participants with the opportunity to acquire
proprietary interests in the Company. The Board may, in its absolute discretion, offer to grant aptions under
the Share Option Scheme to any person as the Board may select. The subscription price for the shares
shall be determined on the date of grant by 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 after the date prescribed by
the Board and from time to time as specified in the offer and cn or before the termination date prescribed
by the Beard.

The purpose of the Sharesave Plan is to encourage broad-based employee ownership of the shares of the
Company. The amount of the monthly contribution under the savings contract to be made in conpection
with an option shall be the amount which the relevant eligible emplayee is willing to contribute, which
amaount shall not be lass than 1% and not more than 10% of the eligible employee’s monthiy salary as at
the date of application or such other maximum or minimum amounts as permitted by the Board. When an

opticn is exercised during an exercise period, it may be exercised in whole or in part.

No options were granted pursuant to the Share QOption Scheme or the Sharesave Plan during the first half
of 2008 {first half of 2007: Nil).
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19. Share option schemes (continued)
{b) Pre-Listing Share Option Scheme
On 5 July 2002, several directors together with approximately 60 senior management perscnnel of the Group
and employees of 80C were granted options by BOC (BVI}, the immediate holding company of the Company,
pursuant to a Pre-iisting Share Option Scheme to purchase from BOC (BVI) an aggregate of 31,132,600
existing issued shares of the Company. The Group has taken advantage of the iransitional provisions set
out in paragraph 53 of HKFRS 2 under which the new recognition and measurement policies have not been
applied to all options aranted to employees on or before 7 November 2002.

Details of the share options outstanding as at 30 June 2008 are disclosed as follows:

Average

Total exercise

number of price

Senior share {HK$ per

Directors  management Others* options share)

At 1 January 2008 6,651,600 2,253,100 1,446,000 10,350,700 8.5

Less: Share options exercised during

the peried {361,500) (587,500} (1,445,000} (2,395,000} 8.5

At 30 June 2008 6,290,100 1,665,600 - 7,955,700 8.5

Exercisable at 30 June 2008 6,290,100 1,665,600 - 7,955,700 8.5
At 1 January 2007 8,459,100 3,980,450 1,446,000 13,885,550 8.5 .
Transfer (1,446,000) - 1,446,000 - 5
Less: Share opticns exercised during :
the year {361,500 (1,727,350} (1,446,000} (3.534,850) 85’
At 31 December 2007 . 6,651,600 2,253,100 1,446,000 10,350,790 8.5

Exercisable at 31 December 2007 ) 6,651,600 2,253,100 1,446,000 10,350,790 85

*  Represenied share aptlions held by ex-tirectors at the Group

Share options were exercised on a regular basis throughout the period, the weighted average share price
during the period was HK$19.23 (31 December 2007: KK$19.38).

The options granted under this scheme can be exercised at HK$8.50 per share in respect of the option
price of HK$1.00. These options have a vesting period of four years irom the date on which dealings in the
shares commenced on the Stock Exchange with a valid exercise period of ten years. No offer to grant any
options under the Pre-Listing Share Option Scheme will be made on or after the date on which dealings in
the shares commenced con the Stock Exchange.
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20. Cash and balances with banks and other financial institutions

i

; At 30 June - At 31 December .

! 2008 . 2007

HKS'm HK$'m

Cash 4,089 | 3,334
Balances with central banks 83,826 : 30,627
Balances with banks and other financial institutions 4,687 I 6,139
Placements with banks and other financial institutions ' ‘
maturing within one month ; 95,850 118,965 ,
188,452 | 159,085 |

2%1. Financial assets at fair value through profit or loss

Financial assets !
designated at fair value .
Trading securities through profit or loss Total ‘
At30 . A3 At 30 Atz A3 A3
June . December June December | hune ; December |
2008 | 2007 2008 2007 | 2008 | 2607

HKS'm HK$'m HKS'm . HKE'm | HK§'m | HKS'm

At fair value 1

Debt securities i : | 5

~ Listed in Hong Kong 476 . 150 330 895 | 806 | 1,085
— Listed outside Hong Kong 168 537 3,266 2,687 | 3,434 E 3,224 :
T . | -

644 727 3,596 3.582 ¢ 4,240 ! 4,309
5 : | ,
: : i
- Unlisted 7,742 5,510 22,200 21,037 29,942 26,547
8,386 6,237 25,796 24619 | 34182 30856

Equity securities ; i

- Listed in Hong Kong 72 327 304 349 376 676

- Unlisted 15 94 2,609 2,814 2,724 2,908
: 187 a1 2,913 3.163 | 3,100 3,584 |
Total 8,573 ° 6,658 28709 277821 37,282 34,440
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21. Financial assets at fair value through profit or loss (continued)
Financial assets at fair value through profit or loss are analysed by type of issuer as follows:

At 30 June At 31 December

2008 | 2007 :

HK$'m | HK$'m

Sovereigns 7,294 4,197
Public sector entities 1,719 | 1,333
Banks and other financial instituticns 24,576 24,820
Corporate entities 3,693 4,020 |
37,282 34,440 |

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

At30 June i At 31 December

2008 . 2007

HKS'm HK$'m

Treasury bills 6,586 3,517

Certificates of deposit held 2,511 3,204
Other financial assets at fair value through profit or loss 28,185 27,119,
37282 | 34,440 |
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22.

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

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

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

Foreign currency, interest rate, equity and precipus metal options are contraciual agreements under which the seiler
twriter) grants the purchaser (holder} the right, but not the obligation, either to buy (a call opticn) or sell {z put
option) at or by a set date or during a set period, a specific amount of the financial instrument at & predetermined
price. In consideration for the assumption of foreign exchange and interest rate risk, the seller receivas 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).

The contract/notional amounts and fair values of derivative financial instrumants held by the Group are set outin the
iollowing tables. The contract/notional amounts of these instruments indicate the velume of transactions outstanding
at the balance sheet dates and certain of them provide a basis for comparison with fair value instruments recognised
on the condensed consclidated 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 (liahitities) as
a result of fluctuations in market interest rates, foreign exchange rates or equity and metal prices relative to their
terms. The aggregate fair values of derivative financial instruments assets and labilities can fluctuate significantly
from time to time.
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22. Derivative financial instruments {continued)
The following tables summarise the contract/notional amounts of each significant type of derivative financial
instrument as at 30 June 2008 and 31 December 2007

At 30 June 2008
Not qualified
for hedge
Trading Hedging accounting* Total |
HK$'m HKS'm HKS'm HKS'm ;
fxchange rate contracts
Spot and forwards 288,861 - - 288,861
Swaps 192,702 - 68 192,770
Foreign currency option contracts ,
- Optigns purchased 5,137 - -
- Options written 5,181 - -
491,881 - 68 491,949
Interest rate contracis .
Futures 4,821 - - 4,821 °
Swaps 48,826 22,917 5,184 76,927 :
(nterest rate option contracts :
— Swaptions written 702 - - 702
— Bond options written 468 - - 468
54,817 22,917 5,184 82,918
Bullicn contracts 16,769 - - 16,769 -
Equity contracts 8,931 - - 8,931
Other contracts 157 - - 157
Total 572,555 22,917 5,252 600,724 °

Denyative transact:ens which do not qualify as hedges for acceunting purposes but are managed in conjunchion with the financial instruments designated

at farr value through prefit or loss are separately disclosed wn comptiance with the reguirements set out in the Sankng (Desclosured Rules.
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22. Derivative financial instruments (continued}

At 21 December 2007

Not gualified
for hedge ,
Trading Hedging accounting Total |
HK$'m HK$'m HK$'m HK$'m
Exchange rate coniracts
Spot and forwards 258,556 - 1,495 260,051
Swaps 156,554 - - 156,554
Foreign currency option contracts :
— Options purchased 5,607 - - 5607
- Optigns written 5.875 - - 5,875
426,592 - 1,495 428,087 |
Interest rate contracts =
i
Futures 226 - - 226 1
Swaps 36,714 6,708 3,253 46,675 °
Interest rate option contracts ;
- Swaptions written 780 - - 780
- Bond options written 780 - - 730
38,500 6,708 3,253 48,461
Bullion contracts 12,950 - - 12,850
Equity contracts 5,378 - - 5,378
Other contracts 172 - - 172
Total 483,592 6,708 4,748 495,048 °
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22. Derivative financial instruments (continued)
The following tables summarise the fair values of each class of derivative financial instrument as at 30 June 2008
and 31 December 2007:

—————e - — e e mrnssn o e e = = o —amtmtsscoiant sty vt v < e smematnmamnans e e mmn = e+ s mearm e o

i At 30 June 2008
Fair value assets E Fair value liabilities
Not § Not
qualified qualified
for hedge for hedge
Trading  Hedging accounting Total Trading  Hedging atcounting Total
HKS'm HKS'm HKS'm HKS'm HKS$'m HK$'m HKS'm HKS'm
Exchanga rate contracts : ;
Spot and forwards ; 17,649 - - 17,643 {12,681} - - {12,681)
Swags 613 - 1 614 {nn . () (728)
Foreign currency Gptien conracts :
- Options purchased 1 7 - - i) - - - -
- Options written ; - - - - {26) - - (26)
18,289 - 1 18,290 (13,434) - {1} {13,435)
bgrest rate CONHTacts ] .
Fulies ' 1 - - 1 {9 - - 9.
Swaps ‘ 700 379 8 1,087 {1,153} {153} {78) {1,384} ;
interest rate OPTION COMTaCEs : |
~ Swaptons written : - - - - : (5 - - (8}
- Band aptisns witten j - - - - (7 - - (7}
701 m 8 1088 | (174) (153) (78)  {1,405)
Bullion contracts 890 - - g0 | (1728) - -
! :
Equity contracts i 1,129 - - 1128 {1,137 - - {1137
Tota! 21,009 379 9 21397 | (17.473) {153) (9 (17.705)
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22. Derivative financial instruments {continued)

Fair value assets

At 31 Dacember 2007

Not

guahified

for hedge

Fair value lizbilities
Mot
gualified

for hegge

Trading Hedging  2ccounung Total Trading Heguing  accounting iotal |

; kki'm HRE'm HK§'m HE$'m HEE HE'm HK$'m HKE'm

Exchange raie contracis

: - ~Ean i et - i oy
Spot and forwards 12,588 - - 12,588 {1815 - {14} {7,832)
Swaps 269 - - 268 {634} - - 634
FOTEIgN CuITency Gption Contracts : i
~ Options purchased 48 - - 43 - - - -
i N ! -a ~ ¥
- Gations wiitten - - - - {51} - - B,
12,905 - - 12905« {8,507 - {10 8517
— : - .,;
¥
Interest rate contracts ?
Swaps 49 10 PE| 525 | 88%) (1243 {an) (1,099 *
Interest rate aption coniracts : |
- Swaptions written ! - - - - i - - (17) ¢
- Bond opticns writien . - - - - {23) - - 23) |
0 ) o B T
! 492 15 i3 525 {925 {124) {30} {1,139 .
Bullion contracts i - - a7 {1,110} - - {1,115 -
i —_— - -
Equity contracts : M) - - 3 {326} - - (328} |
Total 14,444 10 23 14,677 {10,668 (124) {100} {11,092 ¢
L — R S N - L mm s e ammeses im0 e -

Interim Report 2008  BOU Hong Kong {Holdings! Limitec! .3




PR ¥ mef % 7 V0B G T 0 RREFES B AREAAT N Amid A RINE PR R@ 2R TR

22. Derivative financial instruments {(continued)
The credit risk weighted amounts of the above derivative financial instruments are as follows:

e 1 e e e : e e e o o e = o~ g

At 30 june At 31 December

2008 2007 |

HKS'm | HKS'm

Exchange rate contracis | :

Forwards 659 1,017 |

Swaps 660 492

Foreign currency option centracts ;

- Options purchased 6 19

Interest rate contracts l

Swaps ' 265 104 |

Bullion contracts 50 63

Equity contracts 79 49
1,719 | 1.744

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

There is no effect of bilateral netting agreement on the fair values or the credit risk-weighted amounts of the

derivative financial instruments.

Approximately 56% {31 December 2007: 52%) of the Group's transactions in dervative contracts are conducted
with cther financiat institutions.
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23. Advances and other accounts

At 30 June = At 31 December -

Persona! ioans and advances
Corporate loans and advances

Advances to customers

Loan impairment aliowances
- Individually assessed
- Collectively assessed

Trade bills
Advances to banks and cther financial institutions

Total

2008 . 2007 |
HK$'m HKS'm

152,491 141,708
323,096 - 271,354 |

! 475,587 413,062
’ (416) (381)
' (1,108), (1,004
474,063 411,677

9,268 5,334

3,681 3.223

487,012

420,234

As at 30 June 2008, advances to customers included accrued interest on gross advances of HK$1,147 million (31

December 2007: HK$1,454 million).

As at 30 June 2008 and 31 December 2007, no impairment allowance was made in respect of trade bills and

advances to banks and other financial institutions.
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24. Investment in securities

At 30 june At 31 December !

2008 2007 -
‘ HK$'m HKS'm
{a) Available-for-sale securities E
Debt securities, at fair value
- Listed in Hong Kong 2,794 3,659 .
- Listed outside Hong Kong | 33,415 18,455 |
36,209 22,114 ;
- Unlisted 79,085 77,956 !
| 115,304 100,073 |
Equity securities, at fair value !
- Listed in Hong Kong 3,282 4,135
~ Listed outside Hong Keng 453 -
3,735 4,135 '
- Unlisted 78 445
3.813 | 458G
119,117 | 104,653 ;
{b) Held-to-maturity securities , ;
Listed, at amortised cost i :
—in Hong Kong 4,078 4,107
- outside Hong Kong 23,165 | 21,078 °
27,243 25,185 ¢
Unlisted, at amortised cost 108,543 141,925
135,786 | 167,110
Impairment allowances : (2.281) {1,682
T i
; 133,505 165,428 !
‘r- e e o e e o
(c) Loans and receivables 7
Uniistad, at amortised cost 10,075 31,102 |
Total 262,697 301,183 |
e ;
26,708 24,776 !

Market value of listed held-to-maturity securities
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24. Investment in securities (continued)

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

Available-

At 30 June 2008

:
-

Held-to- |
; for-sale maturity Loans and E
; securities securities  receivables Totai .
% HKS'm HK$'m HK$'m HK$'m |
Sovereigns 15,474 1,463 - 16,937
Public sector entities 7.697 18,341 - 26,038 -
Banks and other fingndcial institutions 64,948 84,932 10,075 159,955 |
Corporate entities 30,998 28,769 - 59,767 4-
119,147 133,505 10,075 262,697 |
At 31 December 2007
Available- Held-to- ‘
for-sale maturity Loans and j
| securities securities recetvables Tota :
| HK$'m HK$'m HK$'m HK$'m |
Sovereigns 13,402 1,814 - 15,216 ¢
Public sector entities 9,673 20,530 - 30,203
Banks and other financial institutions 47,989 108,547 31,102 187,638 ,
Corporate entities ; 33,589 34,537 - 68,126
i 165,428

104,653

FR—

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

Available-for-sale securities

: At 30 June
% 2008

Treasury hills
Certificates of deposit heid
Others

103,116

119,117

- At 31 December ;

Interim Report 2008 BCC Hong Rong (Heldings) Limited

At 30 June
2007 | 2008
HKS'm HKS'm .
9,396 100
7,466 13,543 -
87,791 ¢ 119,862 °
5 104,653

Held-to-maturity securities

_ At 31 December

133,505 °

301,183

R -

2007
HKS$'m

200
11,988
153,240

165,428

3
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25. Investment properties
At 30 June | At 31 December |
2008 2007 |
HKS$'m HK$'m |
At 1 January 8,058 7,481
Disposals (89) (200)}
Fair value gains (Note 13) 701 1,056
Reclassification to properties, plant and equipment (Note 26} (36) (2?9)?
At periodfyear end 8.634 i 8,058
26. Properties, plant and equipment
Equipment,
: fixtures and :
: Premises fittings Total
HKS'm HKS$'m HKS$'m
Net book value at 1 January 2008 E 20,783 2,510 23,293
Additions 13 204 217 |
Disposals é - {1} (1,
Revaluation E 2,165 - 2,165
Depreciaticn for the period (Note 12) i (191) (289) (480)f
Reciassification from investment properties (Note 25) | 36 - 36
Net book value at 30 June 2008 i 22,806 2,424 25,230
At 30 June 2008
Cost or valuation 22,806 5,795 28,601
Accumulated depreciation and impairment - (3.371) (3,371}
Net book value at 30 June 2008 ‘ 22,806 2,424 25,230 °
Net book value at 1 January 2007 17,906 1,834 19,74 -
Additicns - 1,147 1,147
Disposals (16) (N (33)
Revaluation ‘ 2,946 - 2,946
Depraciation for the year i (332) (455) (787).
Reclassification from investment properties (Note 25) 279 - 279
Exchange adjustments - 1 1.
Net book value at 31 December 2007 20,783 2,510 23,293
At 31 December 2007 :
Cost or valuation 20,783 5,642 26,425 |
Accumulated depreciation and impairment - (3,132} (31 32)i
Net book value at 31 December 2007 20,733 2,510 23,293 ,
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26. Properties, plant and equipment (continued)
The analysis of cost or valuation of the above ascets is as follows:

Equipment,
fixtures and
Premises fittings Total -
HKS'm HKS$'m HK$'m |
At 30 June 2008 :
At cost - 5,795 5,795 |
f
At valuation 22,806 - 22,806 4,
22,806 5,795 28,601 |
At 21 December 2007 ;
At cost - 5,642 5,642
At valuation 20,783 - 20,783
5,642 26,425

20,783

27. Other assets

At 30 June - At 31 December |
L

2008 : 2007 -
HKS'm . HK$'m .
Repossessed assets 1356 - 76
Precious metals 1,843 1741,
Accounts receivable and prepayments 11,184 19,040
13,163 20,857

28. Financial liabilities at fair value through profit or loss
- i 7
At 30 June ; At 31 December |
2008 2007 i
HKS'm HKS'm |
Trading liabilities _
- Short positions in Exchange Fund Bills (Note 31) 6,689 3,492
Financial liabilities designated at fair value through profit or loss :
- Structured deposits {(Note 29) 3,601 . 5,959 |
- Certificates of deposit issued 1,823 : 1,954 |
¢ —— e - ......__.J:
5,424 7.913 |
11,405

12,113
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28. Financial liabilities at fair value through profit or loss {continued)
The carrying amount of financial liabilities designated at fair value through profit or loss as at 30 June 2008 is
mcre than the amount that the Group would be contractuzlly required to pay at maturity to the holders by HK$33
millicn, and it was less than the amount that the Group would be contractually required to pay at maturity o the
holders by HK$44 million as ai 31 December 2007. The amount of change in the fair values of finandial tiabilities
at fair value through profit or loss, during the pericd and cumulatively, attributable to changes in credit risk is

insignificant.

29. Deposits from customers

At 30 June | At 31 December ;
2008 2007
HKS'm HK$'m -

Current, savings and other deposit accounts
{per condensed consolidated balance sheet) 819,110 793,606 ¢

Structured deposits reported as financial fiabilities

at fair value through profit or loss {Note 28) § 3,601 5,95
D A o
822,711 | 799,565 °

Analysed by: ; :

Demand deposits and current accounts : E )
- corporate customers i 32,682 32,645 ¢
~ individual customers : 8,225 | 7,854 :

40,907 | 40,499 |

Savings deposits
- corporate customers 74,292 76,663
- individual customers 221,210 | 209,985

295,502 | 286,653 |

Tima, call and netice deposits 1 :
- corporate customers 212,440 ’( 172,342 :
~ individual customers : 273.862 | 300,071 !

L
‘ 486,302 | 472,413
822,711 799,565

- _————— JI— U — - —e— ———
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30.

31.

32.

Other accounts and provisions

At 30 June At 31 December

2008 2007

HKS'm HK$'m

Other accounts payable 24,864 33,335
Provisions 11 )

24,875 33,244

Assets pledged as security

As at 30 lune 2008, liabilities of the Group amounting to HK$6,688 million (31 December 2007: HK$3,492 million)
were secured by assets deposited with central depositories to facilitate settlernent operaticns. In addition, the
liabitities of the Group amounting to HK$3,675 million (31 December 2007: Nil) were secured by debt securities
related tc sale and repurchase arrangements, The amount of assets pledged by the Group 1o secure these liabilities
was HK$11,629 million (31 December 2007 HK$3,836 million) included in “Trading securities” and "Available-
for-sale securities”.

Deferred taxation

Deferred tax is recagnised 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".

The major companents of deferred tax assets and liabitities recorded in the condensed consolidated balance sheet,
and the movements during the first half of 2008 and the year ended 21 December 2007 are as follows:

At 36 June 2008
Accelerated Other
tax Asset Tax temporary
depreciation  revaluation losses  Provisions  differences Total
HKS'm HKS'm HKS'm HKS‘m HK$'m HKS'm
At 1 January 2008 533 3,117 (15) {169} {182) 3,944
(Credited)charged 1o income
statement (Note 15} (43) {26) (73) 8 23 {119)
Chargedi{credited) to equity
and minority interests - 262 - - (235} 27
At 30 June 2008 190 4,013 (88)

(16Y) (394} 3,860

Interim Report 2008 BOC Hong Kong (Holdings) Limited




32. Deferred taxation (continued)

[

At 31 December 2007

I
| e .
Accelerated Other
l tay Asset Tax temparary
depredation revaiuation losses Provisions differences Totat :
| HKem HKS'm HKS'm HKS'm HKE'm HES'm
At 1 January 2007 "[ 401 3,155 (1) (89) (74) 3322
Charged/(credited) to income statement |, 132 143 56 (80 4 252 ;
Chargedfcredited) to equity and t
minosity interests :P - 479 - - {109) 370
SR S F: 3,777 (15) (169) (182) 3944 |

At 31 December 2007

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

7

! At 30 June i At 31 December |

2008 | 2007

HKS'm | HK$'m

Ceferred tax assets (93)' (23}
Deferred tax ligbilities 3,953 | 3,967
|

3,860 | 3,544 |

I R

At 30 June | At 21 December

2008 2007

HK$'m HK$'m

Deferred tax assets to be recovered after more than twelve manths {93} {23)2
Deferred tax liabilities to be settled after more than twelve months 4,334 4,115
4,241 4,092 |
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32. Deferred taxation (continued)

The deferred tax charged/(credited) to equity during the first hatf of 2008 and the year ended 31 Decemher 2007

is as follows:

At 31 December

At 30 June
2008 2007
HKS'm HK$'m
Fair value reserves in sharehalders’ equity:
- premises 263 476
- available-for-sale securities (240) {i109)
— minority interests 4 3
27 370
33. Insurance contract liabilities
At 30 June At 31 December
2008 2007
HKS'm HK$'m
Gross and net
At 1 January 22,497 14,239
Benefits paid (737) (881}
Claims incurred and mavement in liabilities 3,310 9,139
At period/year end 25,070 22,497
34. Subordinated liability
At 30 June A 31 December
2008 2007
HKS'm HK$'m
Subordinated loan -

8,150

(n June 2008, BOCHK obtained a floating-rate subordinated loan with a principal amount of EURG60 million from
BOC, the intermediate holding company. The lcan will be due and repayable in June 2018, Interest is charged at
5-month EURIBOR plus 0.85% per annum for the first five years of the lpan term, and at 6-month EURIBOR plus
1.35% per annum for the remaining tenure, payable semi-annuatly.
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35. Share capital

At 30 June ' At 31 December :

2008 | 2007

HKS'm | HK$'m

— _ E .

Authorised: ! E :
20,000,000,600 ordinary shares of HK$5 each 100,000 | 100,000

fssued and fully paid: j ;

10,572,780,266 ordinary shares of HK3$5 each ' 52,864 | 52,864 |

P [P, - W e e e e A — o s e ]

36. Reserves
The Group's resarves and the movements therein for the current and prior periods are presented in the condensed
consolidated statement of changes in equity on pages 44 to 45.

37. Notes to condensed consolidated cash flow statement
{a) Reconciliation of operating profit to operating cash inflow before taxation

¢ Half-year ended Hal{-year ended
30 June 2008 30 June 2007
HK$'m HKS'm
Operating profit 7.724 8,308 .
Depreciation 480 373 ¢
Met chargef{reversal} of impairment allowances 2,227 (166) :'
Unwind of discount on impairment ' @21 a4,
Advances written off net of recoveries 86 214,
Interest expense on subordinated liability : 6 -
Change in cash and balances with banks and other finandial ' '
institutions with original maturity over three months 17,866
Change in placements with banks and other financial institutions .
with original maturity over three months (627)i
Change in financial assets at fair value through profit or loss 565 |
Change in derivative financial instruments (307)
Change in advances and other accounts ’ (66,914)° i
Change in investment in securities 33,400 (1,751
Change in other assets : 7,689 ’ (46,795)%
Change in deposits and balances of banks and other ‘ ‘ 5
financial institutions ‘ 21,026 2.316)°
Change in financial liabifities at fair vatue through profit or foss 708 ; 3,077
Change in deposits from customers 25,504 | 109,223
Change in dedt securities in issue at amortised cost j 667 E 283 E
Change in other accounts ang provisions (8.471) | {48) .
Change in insurance contract liabilities 2,573 i 2,106
Exchange difference : 199 . 6 .
Qperating cash inflow before taxation : 44,380 E 11,322
Cash flows from operating activities included: 5 ‘
- Interest received ; 19,220 - 21,158
- Interest paid . 7,254 } 12,427 .

: i
! .

— e a e s e e e R - —_ —_—

- Dividend received : 100 | 9
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37.

38.

Notes to condensed consolidated cash flow statement {continued)

(b}

Analysis of the balances of cash and cash equivalents

At 30 June °

k]

Al 30 lune

2008 2007

HKS'm HKE'm |

Cash and balances with banks and other financial institutions . :
with original maturity within three months 173,272 ° 110,712
Placements with banks and other financial institutions :
with original maturity within three months 10,847 14,339
Treasury bills with original maturity within three months 12,820 . 8,244
Certificates of deposit held with criginal maturity ? :
within three months 1,816 702 |
198,755 . 133,997 |

. - —— e e

Contingent liabilities and commitments

The following is a summary oi the contraciual amounts of each significant class of contingent liability and

commitment and the corresponding aggregate credit risk weighted amount:

At 30 June At 31 December |

2008

2007 |

H

HK$'m |

o= U |

Direct credit substitutes

Transaction-related contingencies

Trade-related contingencies

Commitments that are unconditionally cancellable
without prior notice

DOther commitments with an original maturity of
- up to one year
- over one year

Credit risk weighted amount

The calculaticn pasis of the credit risk weighted amount has been set out
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53,169
93,133

48,627

45,867 |

in Note 22.

237,857 |

2,120 .
7.075
29,081 |

50,034

84,804
58,188

231,303

47,356




39. (Capital commitments
The Group has the following outstanding capital commitments not provided for in this interim financial

information:
At 30 June ! At 31 December
2008 | 2007 -
HKS'm | HK$'m
, ; :
Authorised and contracted for but not provided for 318 | 165

Authorised but not contracted for

The above capital commitments mainly relate to commitments to purchase computer equipment and software, and

to rencvate the Group's premisas.

40. Operating lease commitments
{a) The Group as lessee
The Group has commitmants to make the folicwing future minimum lease payments under non-canceliable

cperating leases:

At 30 June At 31 December |

j 2008 2007 |
- o HKSWnML ~HKS'm |
Land and buildings :
- not later than one year 357 E 321
— later than one year but not later than five years j 378 E 297 ¢
— later than five years ; 5: -

Certain non-cancellable cperating leases included in the tables above were subject to renegotiation and
rent adjustment with reference to market rates prevailing at specified agreed dates.




40. Operating lease commitments {(continued)
{b} The Group as lessor
The Group has contracted with tenants for the following future minimum lease receivables under non-
cancellable operating leases:

At 30 June A3 31 December

2008 2007
HKS$'m HKS$'m
Land and buildings
- not later than one year 276 251
- later than one year but not later than five years 272 215

548 466

The Group leases its investment properties {Note 25) under operating lease arrangements, with leases
typically for a period from onre to three years. The terms of the leases generally require the tenants to pay
security deposits and provide for periodic rent adjustments according to the prevailing market conditions.
None of the leases inciude contingent rentals.

41. Segmental reporting
The Group engages in many businesses in several regions. For segmental reporting purposes, information is solely
provided in respect of business segments. Geographica! segment information is not presented because over 80%
of the Group’s revenues and profits before tax are derives from the assets located in Hong Kong.

Information about the four business segments is provided in segmental reporting. They are Personal Banking,
Corporate Banking, Treasury and Insurance,

Both Personal Banking and Corporate Banking segments provide general banking services. Personal Banking
serves individual custamers while Corporate Banking deals with non individual customers. The Treasury segment is
responsible for managing the capital, liquidity, and the interest rate and foreign exchange positions of the Group in
addition to proprietary trades. The Insurance segment shows business relating to the Group's long-term life insurance
products, including traditional and linked individual life insurance and group tife insurance products. “Others” refers
to those items related to ihe Group as a whole but independent of the other four business segments, including !
the Group's holdings of premises, investment properties and intesests in associates. i

Revenues, expenses. assets and liabilities of any business segment mainly include items directly attributable to the
segment. In relation to occupation of the Group’s premises, rentals are internally charged based on market rates
according to the areas occupied. For management overheads, allocations are made on reasonable bases. During the

second half of 2007, the Group has revised the allocation bases and comparative amounts have been reclassified
to conform with the current year's presentation. There is no impact on the Group's income statement and balance
sheet. Inter-segment funding is charged according to the internal funds transfer pricing mechanism of the Group. !
The charge an any such funding is mainly made by reference to the correspending money market rate. \
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41. Segmental reporting (continued)

M BOC Hong Kong {Holdings) Limited

Half-yzar ended 30 June 2008 7
Personat Corporate Treasury tnsurance Others Subtotal  Eliminations  Consolidated .
HKS'm HK$'m HK§'m HKY'm HX$'m HK S HXS'm HKS'm
Met interest (equensestineome
- external (1,950) 3,002 8319 538 30 10,629 - 10,028 .
5,280 (120) {4,863) - {297) - - -
3330 287 3,456 538 {267) 10,029 - 10,029°
Hel fess and comeission incomef | :
(enpenses : 118 1012 2 (164) {22} 2,965 {66) 2,889
Net trading incomefieapenses) 370 a0 898 - {121} 1237 - 1,237
Ket ioss on financial instumenss i ‘
designiated at {ar value through ; ‘
orofit o fss ‘ - - {92) {139 - {1,484) - (1,484}
Net gain on Investment in sequsities | - - 128 - - 128 - 18
Kelinsurance premium income : - - - 4503 - 4,503 (2 450
Other opeiating income N 30 1 8 m 1,037 {706) 33
Totat operating income 5,862 4,104 4,389 34493 567 18413 {4 17641
et insyrance benafils and dams - - - {3.600) - {3,662 - {3.502);
Net operating income before '
impairment ajlowances E 5,862 4104 4,389 {108} 567 14813 (774 14,039
Ket charge of mparment allswances (18) {60) (2.149) - - an - za;
Net operating income/{expenses) 5,844 4044 2,240 {109) 561 12,386 (774) 11312
QOperating expenses | {2.379) {1.081) {£3%) 9 (402} {4.852) 774 (4,088).
Operating profit{loss} 2,965 2,563 1,809 {178} 165 174 - 1714
Het gain from disposal oifalr velue
adiustments en investment
CITPELiSs - - - - o 70 - Hno,
Ket loss from dispasatirevaluation of '
gropersiss, olant and equipment - - - - {8 {8} - {8y
Share of profits fess losses of '
gs9nciates - - - - 3 8 - 8
Profit/(loss) before taxation 2,965 2963 1,809 (178), 875 8434 - 8434
e E— ]
At 30 June 2008 :
Assets i
Segment assets | 165,005 339,456 563,506 PENEL] 41,19 1,136,901 {10,370) 1,126,531,
IIMErEss, in 335503tes ‘ - - - - 8 8 - 8.
Uraficeated corparate assets , - - - - 548 548 - 548
1‘ 165,005 339,456 563,506 1738 41813 1,137,338 £10,370) 1,127,168
Lisbiites 5
Segment Niakdities 524,714 324447 154,247 15,982 282 1,829,702 {10,370} 1,018,332
Unallocated corparate liskilities - - - - 10,317 10,317 - 10317
524714 3448 154217 25,982_ 10,599 1,040,819 {10.370) 1,029,649
Half-year endad 30 bune 2008 E ;
Other information E H
Additions of properties, !
glant and egquipment ; 4 1 - 1 M u7 - m
Dapreciation 133 65 5} 2 8 480 - 480
- - {73} - - E) - {73

Amartisation of securiiies
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41. Segmental reporting (continued)

Half-year anded 30 June 2007

Personal Corporate Tiezsury Insurance Gthers Subtotal Eliwastions  onssbdated
Eii'm K3'm I8y HKEm HE'm HES'm HEd'm HEE'm -
et intarest (expensesiincoms
- external {4,198 INE 6,356 346 53 £,553 - 8,903
~ inter-segmenit 8,0%9 57 {7,505 - {534 - - -

&2
oo
o
fric
ol
1
o
[N=-3
e}

381 2802 1431 L 53 i
Met fees and commission income/
fexpesesi f 2097 %1 7 it 03 2581 g 1622
Net trading income i 258 & 48 - n 17 - 497

Nt fass on financal instruiments
devignated &t {air value through
prefit ar loss - - {8 {389) - {334) - {334)

Net gain on investinent in securities - - 2 - - H - :
Hat insurance premium incame - - - 3936 - 153% 3 1833
Cther operating ncome ; n 1 i b 804 338 53% 99
Total operating income | 5173 3,566 2502 2187 55 15,383 {E91} 14,692
Net insurance benefits and daims - - - - 12,632 - pj - {2.63),
Ket operating income before

impairment allowances 8171 1656 1502 155 255 12,78 {641 12,060
Net {chargelireversal of impainnent )

dftowances 54) m - - - 165 - 146
Net operating income : 6,119 3,386 1562 155 255 12917 694} 12,248
(Uperating expenses ' {2,561) {858 (258) i8] {323 14,153 651 {1418

Qperating profit/{loss) 353 1987 LM 107 {68} 5808 - 8508
Het gain from dispasat afifalr valve '
adjustments on invesiment

properties ; - - - - 416 418 - 4ik
Net gain from disposaliensluation of | '
propesties, plant and equipment | - - - - 5 5 - 5
Share of profits less losses of : !
asseciates : - - - - (& 4] - i
7 - oo
Profit hefore taxation 353k 58] R 167 351 8,237 - ';'_.22?2
At 31 December 2007
Assets
Seament 3556t 162,634 21,680 566,61 24545 17,567 1,083,087 5,771 1,067,316,
Interests ; associates : - - - - 8 g3 - g3
Urallocatad orporate assets - - - - PRI 8 - 33
102634 281,580 5zh,561 24545 37,888 1673402 {8,771 1,687,637 :
Liabllities '
Segment liabiliies : 545,357 284,352 115,095 PERE) 1533 {5771 555,795 |
Uinzilocased corporate Habilities : - - - - 8,784 - 6734
545,357 184,353 116,085 13182 9,323 8.7 LTSI
Half-year ended 30 June 2007
Qther information
Aelditions of propertizs, lant and [
equipment . i - - - 285 257 - 87 ;
Dieprediation 13 a7 PE! | 19 n - Exl
Ameniisalin of securtiss - - a1g - - 19 - 4i% E
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42. Significant related party transactions
Related parties are those partizs that have the ability, directly or indirectly, to control the other party or exercise
significant influence over the other party in making financial and operating decisions. Parties are aiso censidered
1o be related if they are subject to common control. Related parties may be individuals or other entities.

The Group provides loans and credit {acilities to related parties in the normal course of business. Such transaciions
are conducted with terms that are no more favourable than those coniracted with third party customers of the
Group.

Transactions with related parties, which the Group entered into during the period are summarised as follows:

{a) Advances to third parties guaranteed by BOC Group companies
As at 30 June 2008, BOC, the intermediate helding company, provided guarantees for loans in tavour of
the Group amounting to HK$7,450 million {31 December 2007: HK$3,693 miliion) to certain third parties.
BOC held equity interests of not more than 20% in these third parties.

{b) Advances acquired from BOC
During the first haif of 2008, the Group has entered into an agreement with BOC to acquire advances
amounting to USD300 million arising from trade finance facilities granted to customers. The outstanding
amount of such advances at balance sheet date has been included as "advances to customers” in this

interim financial information.

iy
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42. Significant related party transactions (continued)
{c)  Summary of transactions entered into during the ordinary course of business with BOC
Group companies
The aggregate income and expenses arising from related party transactions with the immediate holding
company, the intermediate holding companies, associates of the Company as well as subsidiaries and

associates of BOC are summarised 3s follows:

Half-year ended 30 June 2008
Immediate and i'
intermediate g
i holding Other related |
! companies Associates parties’ :
Notes HK$'m HKS'm HK%'m 2
Income statement items: % =
Interest income i 574 - 7.
Interest expense (ii) (235) ¢} (63),
Insurance premium paid {net) (iii) - - (14},
Administrative services fees |
received/receivatie (iv) 15 - 12 i
Rental fees received/receivable {iv) 1 - 27 f
Credit card commission patc/ ;
payable {net) (v) (43) - (1)
Securities brokerage cammission s
paid/payable (net) {v) - - (188):
Rental, property managemeant :
and letting agency fees paid/
payable {v} - - (48)
Funds selling commission l
received ; {vi} - - 40 [
Correspondent banking 1 [
fee received (vl 7 - -1
| @) - (76)

Net trading josses

. . el
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42. Significant related party transactions (continued)
(c) Summary of transactions entered into during the ordinary course of business with BOC
Group companies {continued)

Half-year ended 30 June 2007

immediate and
intermediate
holding Other related

companies Asscciates parties’ |
Notes HK$'m HKS'm HK$'m
Income statement items:
Interest income (] 205 - G
interest expense i) (232) 2) (168,
insurance premium paid {(net) {ifl) - - (20)%
Administrative services fees
received/receivable {iv) 16 - 16 .
Rental fees received/receivable {iv) - - 1"
Credit card commissicn paid/ :
payable {net) LW i42) -

Securities brokerage commission

paid/payable (net) v - -
Rental, property management !

and letting agency fees paid/

payvable (v) - -
Funds selling commission

received {vi) - -
Cerrespendent banking .‘

fee received {vii} 7 -

Loans services fees received - -

Net trading gains | _ on -

s - .
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42. Significant related party transactions (continued)
(c}  Summary of transactions entered into during the ordinary course of business with BOC
Group companies {continued)

At 30 June 2008

Immediate and

intermediate

hoiding Other related .
companies Associates parties' |

Notes HK$'m HKS'm HKS$'m

Balance sheet items:
Cash and balances with banks
and other financial institutions (i) 21,056 - 21
Placements with banks and other
financial institutions maturing
hetween one and twelve {
manths (i} 14,013 - -1
Financial assets at fair value :

through profit or loss | 297 - 2,030
Derivative financial instruments E
assets (viii) 38 - 3|
Advances and other accounts (i) 45 - 860
Investment in securities i) 367 - -
Other assets {ix} 52 - 1,351 !
Deposits and balances of banks '
and other financial institutions (i) 11,473 - 817 :
Deposits fram customers (i) 84 75 4,473
Derivative finangial 3
instruments liabilities (viii) 25 - 89 '
Other accounts and provisions {ix) 54 - 2,306 L
Subordinated liability (x) 8,150 - -1
Off-balance sheet items: t
Contingent liabilities and |

commitments (xi)

7,422 - 722
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42. Significant related party transactions {continued)
(c) Summary of transactions entered into during the ordinary course of business with BOC
Group companies (continued)

At 31 December 2007

Immediate and
intermediate

holding Cther related -
companies Associates parties’
Notes HK$'m HK$'m HEKS'm

Balance sheet items:
Cash and balances with banks :
and other financial institutions (i) 22,854 - 30
Placements with banks and other
financia! institutions maturing :
between ane and twelve ‘
months (i} 8,817 - - i
Financial assets at fair value i
through profit or loss 438 - 2,097
Derivative financial instruments :
assets {wiii) 30 - 3
Advances and other accounts {i 21 - -
Investment in securities ] 347 - -
Other assets (ix) 64 - 5,154 .
Deposits and balances of banks .
and other financial institutions (i} 15,478 - 680
Deposits from customers T 74 25 7,158
Derivative financial
instruments liabilities L i) 14 - 23 |
Other accounts and provisions | (ix) 100 - 5,538 |
Off-balance sheet items: ! :
Contingent liabiities and
commitments ; {xi) 2,248 ] - 3,722
1 Subsidiares and assoates of BOC and post-employment beneht plans for the penefiz of empicyees of the Company are collectively disclosed

&5 other retated parties and certain of which are state-controiled entities,

Notes:

(i) Interest income
In the ordinary course of business, the Group enters into various transactions with BOC Group
companies including deposit of cash and balances with banks and cther finandial institutions,
placement of interbank deposits, investment in securities and provisicn of leans and credit facilities.
The transactions were conducted at prices and terms that are no more favourable than those charged
to and contracted with other third party customers of the Group.

g
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Significant related party transactions {continued)

(c)

Summary of transactions entered into during the ordinary course of business with BOC
Group companies {continued)}
Notes: {continued)

{ii) interest expense
in the ordinary course of business, the Group accepts interbank deposits and current, fixed, savings
and other deposits from BOC Group companies at the relevant market rates at the time of the
transactions. Interest on a subordinated loan is charged at the contracted rate as denoted in Note
34,

(iii)  Insurance premium paid/insurance commission received (net)
In the ordinary course of business, the Group provides insurance agency services to and purchases
general insurance policies from BOC Graup companies at the relevant market rates at the time of
the transactions.

(iv)  Administrative services fees and rental fees received/receivable
In the ordinary course of business, the Group receives administrative services fees for the provision
of various administrative services including internal audit, technolegy, human resources support and
training to BOC Group companies mainly cn the basis of cost plus a8 margin of 5%, and receives
office premises rental fees from BOC Group companies at the relevant market rates at the time of

the transactions.

(v) Commission, property management, letting agency fees and rental fees paid/payable
in the ordinary course of business, the Group pays commission fees for credit card administrative and
promotional services, securities brokerage services, property management and letting agency fees to
BOC Group companies. The Group also pays rental fees to BOC Group companies. These transactions
have been entered into in the ordinary course of business and were priced at the relevant market
rates at the time of the transactions.

(vi} Funds selling commission received
In the ordinary course of business, the Group receives commission for engaging in promotion and
sale of fund products of a BOC Group company to customers of the Group st the relevant market
rates at the time of the transactions.

{vii} Correspondent banking fee received
In the ordinary course of business, BOC prevides services to the Group's customars including
remittance services and advising on and collecting letters of credit issued by the Group. The Group
shares the fees paid by its customers with BOT on the basis agreed between the parties from time
10 time.

{viii} Derivative financial instruments assets/iiabilities

In the ordinary course of business, the Group enters into foreign exchange contracts and interest
rate contracts with BOC Group companies. As at 30 June 2008 the aggregate notional amount
of such derivative transacticns amounted to HK$23.270 million {31 December 2007: HK$13,21¢
million) whiist the corresponding derivative financial instruments assets and liabilities amounted to
HK$41 miilion (31 December 2007: HK$33 million) and HK$114 million (31 December 2007: HK$37
million} respectively. These transactions are executed at the relevant market rates at the time of the
transactions.
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42. Significant related party transactions {continued)
Summary of transactions entered into during the ordinary course of business with BOC

(c)

(d}

Group companies {continued)

Notes: {continued)

{ix}

{x)

(xi)

Other assets and other accounts and provisions

included within “Other assets” and "Other accounts and provisions” are receivables from and
payables to BOC Group companies. The amounts mainly represent the account receivables from and
payables to a subsidiary of BOC in relation to dealing in securities trading transactions on behalf
of the Group's customers. The receivabies and payables arose from transactions carried out in the
normal course of business.

Subordinated liability
BOCHK entered into a subordinated credit facility agreement with BOC for the purposes of capital
management. Major commercial terms of the loan are stated in Note 34.

Contingent liabilities and commitments

in the ordinary course of business, the Group provides loan facilities and trade finance services to,
and guarantees for the obligations of BOC and its subsidiaries and assaciates on normal commercial
terms.

Key management personnel

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

The key management compensation for the six months ended 30 June 2008 and 2007 is detailed as
follows:

Half-year ended
30 June 2007 !

Haif-year ended
30 June 2008

1
|
|
| { !
! HKS'm : HK$'m
f H i
Salaries and other short-term employee benefits I 31 27
i H
Post-employment benefits i 1 1 1
e
| 32 28
j e - - k3
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Significant related party transactions (continued)
Transactions with Central SAFE and other companies controlled by Central SAFE
Central SAFE is the controlling entity of BOC. Central SAFE is approved by the State Council of the PRC 1o

(e)

assume the rights and obligations of the equity owner on behalf of the State. Accordingly, Central SAFE,

acting on behalf of the State, has become the ultimate holding company of the Company by virtue of its

interest in BOC.

The Group did not have any balances or enter into any transactions with Central SAFE for the six months
ended 30 June 2008 and 2007 (31 December 2007: Nil).

Central SAFE has controlling equity interests in certain other entities in the PRC. The Group enters into

banking transactions with these companies in the norma! course of business. These include Isans, investment

securities and money market transactions. The outstanding halances at the period/year end, and the related

income and expenses for the period are as follows:

2008 2007

Interest interest

income/ income/

(expense) {expense)

for the ‘ for the
six menths OQutstanding six months  Outstanding
ended balance at ended balance at
30 fune 30 June 30 June 3% December |
HKS'm HKS$'m | HK$ m HK$m |
Advances to customers/banks and : '
other financial institutions - - - 23
invaestment in securities 50 3,989 36 2,433 ;
Financial assets at fair value through
profit or loss 9 15 - 9 =
Due from banks and other financial 1
institutions 28 501 | 35 1,443 |
Due to banks and other financial g ‘

1,286

institutions

- : L e
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42. Significant related party transactions (continued)
(f)  Transactions with the Ministry of Finance and the People’s Bank of China and other
state-controlled entities
The Group enters into hanking transactions with the Ministry of Finance and the People’s Bank of China
in the normal course of business. These include purchases and redemption cf treasury bands and money

market transactions.

The state-controlled entities are those, other than BOC (the intermediate holding company and its
subsidiaries) and Central SAFE and its controlled companies, over which the PRC government directly or
indirectly holds over 50% of the cutstanding shares or voting rights, and has the ability to control or the
power to govern their financial or operational policies through its government authorities, agencies and
affiliates. The Group has extensive fransactions with cther state coentrolled entities. These transactions,
conducted in the ordinary course of business, may include, but are not limited to, the following:

- lending, provision of ¢redits and guarantees and deposit taking,

- inier-bank balance taking and placing;

- sale, purchase, underwriting and redemption of bonds issued by other state-contrclled entities;
- rendering of foreign exchange, remittance and investment related services;

- provision of fiduciary activities; and

- purchase of utilities, transpert, telecommunication and posial services.
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44,

Liquidity ratio

Half-year ended -

30 June 2008

Average liquidity ratio

42.47%

Half-year ended
30 June 2007 -

50.08%

The average liquidity ratio is calculated as the simple average of each calendar month's average liquidity ratio of

BOCHK for the pericd.

The liguidity ratio is computed on the solo basis (the Hong Kong offices only) and is in accordance with the Fourth

Schedule of the Banking Ordinance.

Currency concentrations

The foliowing is a summary of the major fereign currency exposures arising from trading, non-trading and structural

positions. The net options position is calculated based on the basis of delta-weighted positions of all foreign

exchange options contracts.

At 30 June 2008

Equivalent in million of HK$

Australian Pound Renminbi

US  Japanese

Dollars Yen Euro Dollars  Sterling Yuan
Spot assets 326,686 3,956 27,299 33,774 14,207 102,775
Spot liabitities (253,254) {3,029) (19,165) (30.888) (23,735)  (101,853)
Forward purchases 211,449 28,74% 29,660 33,092 28,738 28,235
Forward sales (284,037}  (29,936) (38,151} (36,246} (19.217)  (27.835)
Net aptions position 470 4 {7} {40) 18 -
MNel long/ishort) position 1,314 {264} {364) (308) " 1,322
Net structural position 235 - - - - 1,378

At 31 December 2007

Equivalent in mitlion of HK

US  Japanase Australian Pound  Renminbi

Doflars Yen Euro Dollars Sterling Yuan

Spot assets 327,003 2.019 15,739 27,376 6,028 44,929
Spot liabifities (224,622) {4,764) (9,215 {24,055} {12,951} 144,055)
Forward purchases 159,983 22,718 25,775 22,051 25,907 26,760
Forward sales (257,677) (20,215) (32,238) {25.,426) (18,858} (26,322)
et gptions position 107 {16) (17 22 {5} -
Net long/{short} position 4,794 {258} 44 (32} 121 1,312

Net structural position i 84 - - - - 459

Others Total '

11,345 520,042,
(27,127)  (459,051)
29473 409,388,
(33.835)  (469,257)

{69} 376!
oo S _%
(213) 1,498
- 1,613,
Others Total |

7364 430,458
119,515) (339,277
43162 326,356
(30,823)  (411,559)

{9 82
79 6,060

- 543
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45. Cross-border claims
The information on cross-border claims discloses exposures to foreign counterparties on whnich the ultimate risk
lies, and is derived according to the location of 1he counterpanties after taking into account any transfer of risk.
In general, such transfer of risk takes place if the claims are guaranieed by a party in a country, which is different
from that of the counterparty, or if the claims are on an overseas branch of a hank whose head office is located
in ancther country. Only regions constituting 10% or more of the aggregate cross-border claims are analysed by
geographical areas and disclosed as follows:

L e _ -9
Public I
sector ;

Banks entities Others Total i
HKS'm HKS'm HKS'm HKS'm
At 30 June 2008
Asia, other than Hang Kong
- Mainland China 65,516 83,408 47,413 196,337
- Others 67,896 117 20,696 88,709
133,412 83,525 68,109 285,046
Nerth America
- United States 11,630 19,891 71,554 103,075
- Others 12,075 323 152 12,550
23,705 20,214 71,706 115,625
Waestern Europe
- Germany 35,499 990 1,361 37,850
— Qthers 116,501 265 8,484 125,250
152,000 1,255 9,845 163,100

Total 309,117 104,994 149,660 563,771
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45. Cross-border claims (continued)

Public
sector
Banks entities Others Total
: HK$'m HK$ m HK$'m HK$'m
At 31 December 2007 E
]
|
Asia, other than Hong Keng 5 :
- Mainland China 56,017 30,926 29,699 116,642 |
- Qthers 75,767 469 19,585 95,821
131,784 31,395 49,284 212,463
North America " \
- United States ‘ 9,726 27,179 78,144 115,049
- Others 18,081 g5 68 18,244
27.807 27,274 78,212 133,293
Western Europe
- Germany 42,651 - 2,334 44 982
- Othears ' 155,136 3 11,827 166,966
197,787 3 14,158 211,948

Total ‘ 357,378 58,672 141,654 557,704

46. Non-bank Mainland China exposures
Non-bank counterparties are identified in accordance with the definitions set out in the prudential return "Quarterly
Analysis of Loans and Advances and Provisions” issued by the HKMA, Exposures to Mainland Ching arising from
non-bank counterparties are summarised as follows:

At 30 June 2008

|
!
|
— - ——— - - . - e —

i Individually
5 On-balance Off-balance assessed
; sheet sheet Total impairment
‘ exposure exposure exposure allowances
! HKS$'m HKS'm HKS'm HKS'm
Mainland China entities ; 85,387 37,231 122,618 30 |
Companies and individuals cutside
Mainland China where the credit is |
granted for use in Mainland China 28,811 17,364 46,175 36
Other non-bank Mainland China
exposures 12,419 5,322 17,741 9
g 126,617 59,917 186,534 75

interim Report 2008 BOC Hong Kong {Holdings) Limited
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46.

47.

48.

49,

Nen-bank Mainland China exposures (continued)

At 31 December 2007

' Individuatly
i On-balance Off-balance assassed
! sheet sheet Total impairment

i exposure exposure exposure allowances
i HK$'m HK$'m HK$'m HKS'm
—- - —
Mainfand China entities | 60,275 44,693 104,968 23 i
Companies and individuals outside [ :
Mainland China where the credit is : |
granted for use in Mainland China | 23,142 17,535 40,677 13
Qther non-bank Mainland China I |
exposures 1 10,133 8,261 18,394 8 ]
.- R . - -

93,550 70.489 164,039 44

——— [ [

Ultimate holding company
Central SAFE, acting on behalf of the State, is the ultimate holding company of the Company whilst BOC is ihe
Company’s intermeciate holding company.

Compliance with HKAS 34
The interim report for the first half of 2008 complies with HKAS 34 “Interim Financial Reporting” issued by the
HKICPA,

Statutory accounts

The informaticn in the interim report is unaudited and does not constitute statutory accounts. The statutory accounts
for the year ended 31 December 2007 have been delivered to the Registrar of Companies and the HKMA. The
auditors expressed an unqualified opinion on those statutory accounts in their report dated 25 March 2008.
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2. Dividend and closure of register of members
The Board declared an interim dividend of HK$0.438 per share (2007: HK$0.428), payable on Thursday, 25
September 2008 to shareholders whose names appear on the Register of Members of the Company on Thursday,
18 September 2008.

The Register of Members of the Company will be closad, for the purpose of determining shareholders’ entitiement
o the interim dividend, from Tuesday, 16 September 2008 to Thursday, 18 September 2008 (hoth days inclusivel,
during which period no transfer of shares will be registered. in order to rank for the interim dividand. shareholders
should ensure that all transfer documents, accompanied by the relevant share certificates, are lodged with the
Company’s Share Registrar, Computershare Hong Kong Investor Services Limited, at Rooms 1712-1716, 17th Floor,
Hopeweli Centre, 183 Queen’s Road East, Wan Chai, Hong Kong, not later than 4:30 p.m. on Friday, 12 September
2008, Shares of the Company will be traded ex-dividend as from Thursday, 11 September 2C08.

3. Substantial interests in share capital
The register maintained by the Company pursuant to section 336 of the 5FO recorded that, as at 30 june 2008,
the following corporations had the following interests {as defined in the SFO) in the Company set opposite their
respective names:

No. of shares of HKS$5 each in the Company

Name of Corporation (% of total issued shares)

Central SAFE 6,953,617,435 {65.77%)

BOC 6,953.617,435 (65.77%)

BOCHKG 6,949,330,256 {65.73%)

BOC (BVI} 6,949,330,256 (65.73%)
Notes:

| Followny the 1earganisation of BOC in August 2004, Central SAFE holds the contralling equity capital of BOC on behalf ot the Stae Accordingly, for
the purpose of the SFO, Central SAFE is deemed 1o have the same interests 1 the Company as BOC.

ra

ECC holds the entire 1ssued share cepital of BEGCHKG, which in turn holds the entire issued share capital of BOC (BVD. Accordingly, BGC ang 20CHKG
are geemed 10 have the same interests in the Company as 8DC (BVI) tor the purpose of the 5FO. BOC (BVY) beneticially holds 6,345,330,254 shares of
the Company

]

The intarest in the Company held by BOC ancluded 4,000,000 shares held by BOC Insurance, a wholly-owned subsidiary of BOC, which had been disposed
of by BOC Insurance duning the seporung penod.

a BCOC holds the entire issued share capital of BOCH, which i win halds the entire issued share capital of BOCi Asia Limited an 3 80{1 Financial Progucts
umited Accordingly, BOC 15 deemed to have the same interests in the Company as BOCI Asia Limited and BOCI Financizl Progucts Limitad for the
purpose of the 5FQ, BOCT Asia L mited had an interest in 91,500 zhases of the Company and an interest in 117,000 shares helg under physically settled
equity denvauves white BOCI Financial Preducts Limited had an interest in 78,679 shares of the Company.

All the interests stated above represented long positions. Save as disclosed above, as at 30 June 2008, no other

interests or short positions wese recorded in the register maintained by the Company under section 336 of the
SF0.
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Directors’ rights to acquire shares

On 5 July 2002, the following Directors were granted options by BOC (BVI), the immediate holding company of
the Company, pursuant to a Pre-Listing Share Option Scheme tc purchase from BOC (BVI) existing issued shares
of the Company at a price of HK$8.50 per share. Thase options have a vesting period of four years from 25 July
2002 with a valid exercise period of ten years.

Particutars of the cutstanding options granied to the Directors under the Pre-Listing Share Option Scheme as at
30 June 2008 are set out below:

Humber of share options

Exercise Exercises  Surrendered Lapsed Balances

Date of prite.  Exercisable  Grantedon Balancesasat  duringthe  duringthe  during the asat

Hame of Director grant (HKS) peried 5 Muly 2002 1 January 2008 period period period 30 June 2008

SUM Changj 5 July 2002 §50  25July 2003 1,590,600 1,598,600 - - - 1,590,600
fod July 2012

HE Guangbei 5 July 2502 850 15 luh 2003 1,446,000 723,000 - - - 123,006
104 July 2012

U Zaohang 5 July 2002 BS0 29 July 2083 1,446,000 1,446,000 - - - 146,000
1o 4 luly 2012

THOU Zaiqun § July 2602 850 25 July 2003 1,446,000 1,448,000 361,500 - - 1,024,500
to 4 fuly 2012

THANG Yznfing 5 July 2002 850 25 My 2003 1,446,000 1,446,000 - - - 1,446,000
tod july 2012

Tol 137460 5,651,600 361,500 - - 6,280,100

Save as disclosed above, al no time during the pericd was the Company, its holding companies, or any of its
subsidiaries or fellow subsidiaries a party to any arrangements to enable the Directors to acquire benefits by means
of the acquisition of shares in, or debentures of, the Company or any other body corporate,
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5. Directors’ and Chief Executive’s interests in shares, underlying shares and debentures
As at 30 June 2008, the Directors, the Chief Executive and their respective associates had the foliowing interests in
the shares and underlying shares of the Company, as recorded in the register required to be kept by the Company
pursuant to section 352 of the SFO or as otherwise notified to the Campany and the Stock Exchange pursuant to
the Modei Code for Securities Transactions by Directlors of Listed Issuers;

Number of shares/underlying shares held

% of the

Personal Family Corporate Other issued

Name of Director interests interests interests interests Total share capital
SUN Changiji 1.590,600° - - - 1,580,600 0.015%
HE Guangbei 723,000 - - - 723,000 0.007%
LI Zachang 1,446,000 - - - 1,446,000 0.014%
ZHOU Zaiqun 1,085,000¢ - - - 1,085,000 0.010%
ZHANG Yanling 1,446,000 - - - 1,446,000 0.014%
Total 6,290,600 - - - 6,290,6C0 0.060%

Notes:

I Such interests represanted the respeciive Diregtors’ interesis in underiying shares in respect of the share eptiens aranted to hun/her pursuant 6 the
Pre-Listing Share Qption S¢heme, detais of which are set out in the section ttled "Directors’ nghts to acquire shares” abicve

2 such interests included K. Zhou's interests in 500 shares and imerests in 1,084,500 undetlying shares in respect of the share options granted te him
pursuant 1o the Fre-Listing Share Option Scheme, details of which are set out in the section titied "Directers’ nghts to acquire shares” above.

Save as disclosed above, as at 30 June 2008, none of the Directors or the Chief Executive of the Company or their
respective associates had any interests or short positions in the shares, underlying shares or debentures of the
Company or any of its associated corporations (within the meaning of Part XV of the SFOj as recorded in the register
required to be kept by the Company pursuant to section 352 of the SFO or as otherwise notified to the Company
and the Stock £xchange pursuant to the Model Code for Securities Transactions by Directors of Listed Issuers.

6. Purchase, sale or redemption of the Company’s shares
During the pericd under review, neither the Company nor any of its subsidiaries has purchased, sold or redeemed
any of the Company’s shares.

7. Audit Committee
The Audit Committee consists only of Non-executive Directors, the majority of whom are Indepencent Non-executive
Directors. It is chaired by Independent Non-executive Director Mr. Shan Weijian. Other membars include Mr. Zhou
Zaiqun, Dr. Fung Victor Kwok King, Mr. Tung Chee Chen, Madam Yang Linda Tsao, Mr. Tung Savio Wai-Hok and
Mr. Koh Beng Seng.

Basad cn the principle of independence, the Audit Committee assists the Board in monitoring the financial reports,
internal control, internal audit and external audit of the Group.
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10.

11.

Audit Committee {continued)

At the request of the Audit Commitiee of the Company, the Group's external auditors have carried out a review
of the interim financial information in accordance with the Hong Kong Standard on Review Engagements 2410
“Review of Interim Financial Information Performed by the Independent Auditor of the Entity” issued by the
HKICPA. The Audit Commitiee has reviewed with management the accounting principles and praciices adopted
by the Group and discussed auditing, internal contrel and financial reporting ratiers including the review of the
unaudited interim financial reports.

Compliance with the Code on Corporate Governance Practices of the Listing Rules

In pursuit of the Company’s stated objective to embrace good corporate governance principles and practices,
the Company has been continuously enhancing its corporate governance practices in order to attain even higher
standards. in conjunction with the implementaticn of the Code on Corparate Gevernance Practices (the “CG Code”)
caniained in Appendix 14 of the Listing Ruies issued by the Stock Exchange of Hong Kong on t January 2005, the
Company has further strengthened its corporate governance practices by reference to the requirements of the CG
Code and international best practices. The Company is pleased t¢ announce that it has been in full compliance
with all the code provisions of the CG Code and that it has also complied with nearly all the recommendead hest
practices set out in the CG Code throughout the period under review. For further details, please refer to the section
titled “Corporate Governance” contained in the Annual Report 2007 of the Company.

Compliance with the Codes for Securities Transactions by Directors

The Company has adopted the “Code for Securities Transactions by Directors” {the “Company’s Code") to govern
sacurities transactions by Directors. The terms of the Company's Code are more stringent than the mandatory
standards set out in the “Model Code for Securities Transactions by Directors of Listed Issuers” contained in
Appendix 10 of the Listing Rules {the “Model Code”). Apart from the securities of the Company, the Company’s
Code applies egually to the Director’s dealings in the securities of our parent bank, BOC which was listed on the
Stock Exchange of Hong Kong in June 2006. In this connection, the Company had made specific enguiry of all
Directors, wha confirmed that they had complied with the standards set out in both the Company’s Code and the
Model Code throughout the period under review.

Compliance with the Banking (Disclosure} Rules and the Listing Rules

The unaudited interim report complies with the requirements set out in the Banking (Disclosure) Rules and the
applicable disclosure provisions of the Rules Governing the Listing of Securities on The Stock Exchange of Hong
Kong Limited.

Interim Report

This Interim Report is available in both English and Chinese. The Chinese version of this Interim Report is available
by writing to the Cempany's Share Registrar, Computershare Hong Kong Investor Services Limited, at Rooms
1806-1807, 18th Floor, Hopewell Centre, 183 Queen’s Road East, Wan Chai, Hong Kong. This Interim Report is
also available (in both English and Chinese) on the Company’s website at www.bochk.com and the website of
Hong Kong Exchanges and Clearing Limited at www.hkexnews.hk.

If you have any queries about how to obtain copies of this Interim Report or how to access those documents on
the Company's website, please call the Company’s hotline at (852) 2846 2700.
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12.

Reconciliation between HKFRSs vs IFRS/CAS

The Company understands that BOC, an intermediate holding companry as well as controlling shareholder of the
Company, will prepare and disclose consolidated financial information in accordance with IFRS and CAS for which
the Company and its subsidiaries will form part of the interim financial information. CAS is the new set of PRC
accounting standards that has been effective for annual periods beginning on or after 1 January 2007 for companies
publicly listed in PRC. The requirements of CAS have substantially converged with FRS and HKFRSs.

The consolidated financial information of “BOC Hong Kong Group” for the periods disclosed by BOC in its interim
financial infarmation is not the same as the consolidated financial informatien of the Group for the periods putlished
by the Company pursuant to applicable laws and regulations in Hong Kang. There are two reasons for this,

First, the definitions of “BOC Hong Kong Group” (as adopted by BOC for the purpose of its own financial disclosure)
and “Group” {as adopied by the Company in preparing and presenting its consolidated financial information) are
different: “BOC Hong Kong Group” refers to BOCHKG and its subsidiaries, whereas “Group” refers to the Company
and its subsidiaries (see the below organisation chart). Though there is a difference in definitions between "BQC
Hong Kong Group” and “Group”, thelr financial results for the periods presented are substantially the same. This
is because BOCHKG and BOC (BVI) are holding companies anly and have no substantive operations of their own.

| BOC |
100%

| sochke |
100%

| socev |
approximately £66%

| The Company I

Second, the Group has prapared its interim financial information in accordance with HK GAAP orior to 1 fanuary
2005 and as from 1 January 2005 onwards in accordance with HKFRSs; whereas the consolidated financial
information reported to BOC is prepared in accordance with IFRS and CAS respectively. Despite the fact that
HKFRSs have converged with IFRS, there is a timing difference in the initisl adoption of HKFRSs and IFRS by the
Group and by BOC respectively.

The Board considers that the best way to ensure that shareholders and the investing public understand the material
differences between the consolidated financial information of the Group published by the Company on the one
hand, and the consolidated financial information of BOC Hong Kong Group disclosed by BOC in its interim financial
information on the other hand, is to present reconciliations of the profit after tax/net assets of the Group prepared
under HKFRSs to the profit after tax/net assets of the Group prepared under IFRS and CAS respectively for the
periods presented.

The major differences between HKFRSs and IFRS/CAS, which arise from the difference in measurement basis in IFRS
or CAS and the timing difference in the initial adoption of HKFRSs and IFRS relate to the following:

- re-measurement of carrying value of treasury products;
- restatement of carrying value of bank premises; and

- deferred taxation impact arising from the above different measurement basis.

@ BGC Hong Kong (Holdings} Limiter!  Interim Report 2008




12.

Reconciliation between HKFRSs vs IFRS/CAS (continued)

{a)

(b)

(c)

Re-measurement of carrying value of treasury products

Due to the difference in the timing of first adoption of HKFRSs and #RS, classification and measurement
of certain investment securities under HK GAAP/HKFRSs and IFRS were different. Therefore, investment
securities were reclassified and re-measured to align with the accounting policies of 8CC for the relevant
periods. Classification and measurement under IFRS and CAS is basically the same.

Restatement of carrying value of bank premises

The Company has elected for a revaluatien basis rather than cost basis to account for bank premises and
investment properties under HKFRSs, On the contrary, EQC has elected for the cost convention for bank
premises and revaluation basis for investment properties under IFRS and CAS. Therefore, adjustments have
been made to the carrying value of bank premises as well as to re-calculate the depreciation charge and
disposal gain/loss under IFRS and CAS.

Deferred tax adjustments
These represent the deferred tax effect of the aforesaid adjustmenis.

Going forward, the differences relating to the restatement of carrying value of bank premises as a result of the
election of the different measurement basis allowed under HKFRSs, IFRS and CAS will be racurring in the future,
while the timing difference reiated to the measurement of invastment securities will be reversed gradually and

eliminated in future years.

Profit after tax/Net assets reconciliation
HKFRSs Vs [FRS/CAS

Profit after tax Net assets

Half-year ended  Half-year ended

30 June 30 june At 30 lune At 31 December
2008 2007 2008 2007
HKS'm HK$'m HKS$'m HK$'m
Profit after tax/net assets of BOC
Hong Kong (Holdings) Limited
prepared under HKFR5s 7,181 7,628 97,519 95,058
Add: IFRS/CAS adjustments
Re-measurement of carrying .
value of treasury products (51) (65) 12 1
Resiatement of carrying value .
of bank premises 101 106 (12,050) (9,990
Deferred tax adjustments {18) (21 1,943 1.692
A i T o T
Profit after tax/net assets of BOC
Hong Kong {Hoidings}) Limited
prepared under IFRS/CAS 7,213 7,647 87,405 86,761
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REPORT ON REVIEW OF INTERIM FINANCIAL INFORMATION
TO THE BOARD OF DIRECTORS OF

BOC HONG KONG (HOLDINGS) LIMITED

{(incorporated in Hong Kong with limited liability)

introduction

We have reviewed the interim financial information set out on pages 42 10 114, which comprises the condensed
consalidated balance sheet of BOC Hong Kong (Holdings) Limited (the “Company”) and iis subsidiaries {together, the
“Group”) as at 30 June 2008 and the related condensed consolidated statements of income, changes in equity and cash
flows for the six-month period then ended, and a summary of significant accounting policies and other explanatory notes.
The Rules Governing the Listing of Securities on the Main Board of The Stock Exchange of Hong Kang Limited require
the preparation of a report on interim financial information to be in compiiance with the relevant provisions therecf and
Hong Kong Accounting Standard 34 “Interim Financial Reporting” issued by the Hong Kong Institute of Certified Public
Accountants. The directors of the Company are responsible for the preparation and presentation of this interim financial
information in accordance with Hong Kong Accounting Standard 34 “Interim Financial Reperting”. Our respansibility is to
express a conclusion on this interim financial information based on our review and to report our conclusion solely to you,
as a body, in accordance with our agreed terms of engagement and for no other purpese. 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 Auditer of the Entity” issued by the Hong Kong Institute of Certified
Public Accountants. A review of interim financial informatien consists of making inguiries, 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 dees not
2nable us to obtain assurance that we weould become aware of all significant matters that might be identified in an audit.
Accordingly, we do not express an audit opinion.

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

|
(g \MJT-L.,LM*(O“M

PricewaterhouseCoaopers
Certified Public Accountants
Hong Kong, 28 August 2008
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Subsidiaries of the Company
The particulars of our subsidiaries are as follows:

Country/place Issued and Percentage of
and date of fully paid up attributable
incorporation/ share capital/ equity
Name of company operation registered capital interest Principal activities
Directly held:
Bank of China {Hong Kong) Hong Kong Ordinary shares 100.00% Banking business
Limited 16 October 1964 HK$43,042,840,858
BOC Group Life Assurance Hong Xong Ordinary shares 51.00% Life insurance
Company Limited* 12 March 1997 HK$868,000,C00 business
Indirectly held:
Nanyang Commercial Bank, Hong Keng Ordinary shares 100.00% Banking business
Limited 2 February 1948 HK$600,000,000
Chiyu Banking Corporation Hang Keng Ordinary shares 70.49% Banking business
Limited 24 April 1947 HK$300,000,000
BOC Credit Card Heng Kong Ordinary shares 100.00%  Credit card serviges
{Internationa!} Limited 9 September 1980 HK$480,000,600
Arene Trading Limited Hong Kong Ordinary shares 100.00%  Property holding and
22 August 1978 HKX$500,000 investment
Bank of China {Hong Kong) Hong Kong Ordinary shares 100.00% Nominee services
Neminees Limited™* i October 1985 HK$2
Bank of China (Hang Kong) Hong Kang Ordinary shares 100.00%  Trustee and agency
Trustees Limited” 6 November 1987 HK$3,000,000 Sefvices
BOC Group Trustee Hong Kong Ordinary shares 64.20%  Trustee services
Company Limited* 1 December 1997 HK$200,000,000
BOC Travel Services Limited Hong Keng Crdinary shares 100.00%  Travel services
24 August 1982 HK$2,600,000
BOCHK Financial Producis Cayman Ordinary shares 100.00% Note issuing
{Cayman) Limited 10 November 2006 US$50,000
BOCHK Information PRC Registered capital 100.00% Property holding and
Technology (Shenzhen} 16 April 1990 HK$70,000,000 investment
Co., Ltd.*
BOCHK Information PRC Registered capital 100.00% Informaticn
Technology Services 26 May 1993 HK$40,000,000 technelogy services

(Shenzhen) Ltd*
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Subsidiaries of the Company (continued}

Country/place Issued and  Percentage of
and date of fully paid up attributable
incorporation/ share capital/ equity
Name of company operation registered capital interest Principal activities
BOCI-Prudential Trustee Hong Kong Crdinary shares 41.10%  Trustee services
Limited* 11 October 1999 HK$300,000,000
Che Hsing (Nominees) Hong Keng Ordinary shares 100.00%  Nominee services and
Limited* 23 April 1980 HK$10,000 investment holding
Chiyu Banking Corporation Hong Kong Ordinary shares 70.49% Investment holding
(Nominees) Limited* 3 November 1981 HK$100,000
Chung Chiat Company Hong Kong Ordinary shares 100.00%  Property helding and
Limited 9 April 1980 HK$200 investment
Dwell Bay Limited Hong Kong Ordinary shares 100.00%  Property holding and
19 December 1980 HK$100,000 investment
Glister Company Limited* Hong Kong Crdinary shares 70.49% Investment holding
26 March 2001 HK$2
Glory Cardinal Limited* Hong Kong Crdinary shares 70.43% Invastment holding
4 May 2007 HK$2
Grace Charter Limited* Hong Kong Ordinary shares 70.49%  Investment holding
4 May 2001 HK$2
G.Z.Y. Microfilm Technolagy | PRC Registered capital 100.00%  Froperty helding and
{Shenzhen) Co., Ltd.* 24 September 1993 HX$40,000,000 investment
Hua Chiao Commercial Hong Kong Ordinary shares 100.00% Nominee services
(Nominees} Limited* 28 Qztober 1986 HK$10,000
Kincheng finance (H.K) Hong Kong Ordinary shares 100.00% Lean financing
Limited 30 March 1979 HK$225,000,000
Kincheng Investments & Hong Kong Ordinary shares 160.00%  Property holding and
Developments {H.K.} 15 May 1981 HK$6,000 investment
Limited
Kincheng {Nominees) Hone Kong Ordinary shares 100.00%  Nominee services
Limited* 12 December 1880 HK$100,000
Kiu Nam lnvestment Hong Kong Crdinary shares 100.00%  Property holding and
Corporation Limited 9 November 1963 HK%2,000,000 investment
Kwong Li Nam Investment Hong Kong Ordinary shares 100.00%  Invesiment agency
Agency Limited* 25 May 1984 HK3$3,050,000
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Subsidiaries of the Company {continued)

Country/place Issued and Percentage of
and date of fully paid up attributable
incorporation/ share capital/ equity
Name of company operation registered capital interest Principal activities
Nan Song Company, Hong Kong Ordinary shares 100.00%  Property investment
Limited* 13 April 1965 HK$1,000,000 and investment
holding
Nanyang Commercial Bank PRC Registered capital 100.00%  Banking business
(China) Limited 14 December 2007 RMB2,500,080,000
Nanyang Commercial Bank Hong Kong Crdinary shares 100.00%  Nominee services
{Nominees) Limited* 22 August 1980 HK$50,000
Nanyang Commercia! Bank Hong Kong Ordinary shares 100.00%  Trustee services
Trustee Limited* 22 Cctober 1976 HK$3,000,000
Nanyang Finance Company Hong Kong Ordinary shares 100.00% financial services
Limited 16 March 1979 HK$50,000,000
Pacific Trend Profits British Virgin islands Registered shares 70.49% Investment holding
Corporation* 20 April 2001 us$
Patson (HK) Limited” Hong Kong Ordinary shares 100.00%  Preperty investment
18 August 1970 HK$1,000,000
Perentc Limited Hong Kong QOrdinary shares 100.00%  Property holding and
27 September 1983 HK$10,000 investment
Po Hay Enterprises Limited Hong Kong Crdinary shares 100.00%  Property holding and
2 October 1979 HK$100,000 investment
Po Sang Financial Investment | Hong Kong Ordinary shares 10G6.00% Gold trading and
Services Company 23 September 1980 HK$25,000,000 investment holding
Limited*
Po Sang Futures Limited™ Hong Kong Ordinary shares 100.00% Commodities
19 October 1993 HK$25,000,000 brokerage
Po Sang {Nominees) Limited* | Hong Keng Ordinary shares 100.00% Nominee services
25 April 1993 HK$1G,000
Rams City (Nominges) Hong Keng Ordinary shares 100.00% Nominee services and
Limited* 2 May 1986 HK$2,60C,000 investment holding
Sanicon Investment Limited Heong Kong Ordinary shares 100.00%  Property holding and

24 January 2000

HK$2

investment
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Subsidiaries of the Company (continued)

Country/place Issued and  Percentage of
and date of fully paid up attributable
incorporation/ share capital/ equity
Name of company operation registered capital interest  Principal activities
Seng Sun Develapment Hong Keng Ordinary shares 70.49%  Investment holding
Cormpany, Limited* 11 December 1961 HK$2,800,000
Shenstone Limited Heng Kong Qrdinary shares 100.00% Property helding and
4 September 1979 HK$2 investment
Sin Chiao Enterprises Hong Kong Crdinary shares 100.00%  Property helding and
Corporation, Limited* 13 September 1961 HK$2,000,000 investment
Sin Hua Trustee Limited™* Hong Kong Crdinary shares 100.00%  Trustee services
27 QOctober 1978 HK$3,000.G00
Sin Mei (Nominee) Limited * Hong Kang Ordinary shares 100.00%  Nominee services and
27 April 1982 HK$100,000 investment holding
Sin Yeh Shing Company Hong Kong Ordinary shares 100.00%  Property hoiding and
Limited 28 November 1980 HK$100,000 investment
Sino Information Services Hong Kong Ordinary shares 100.00% Informaticn services
Company Limited 11 February 1993 HK$7,000,000
The China-South Sea Hong Kong Ordinary shares 100.00% Nominee services
{Nominees} Services 13 February 1981 HK$100,000
Limited*
The China State (Nominees) Hong Kong Ordinary shares 100.00%  Nominee services and
Limited* 14 May 1982 HK$100,000 invastment holding
The China State Trustee Hong Kong Ordinary shares 100.00%  Trustee services
Limited* 17 july 1981 HK$3,000,000
Track Link Investment Hong Kong Ordinary shares 100.00%  Property holding and
Limited 8 February 1994 HK$2 invastment
Yien Yieh (Nomineg) Hong Kong Ordinary shares 100.00%  Nominee services and

Limited*

26 June 2001

HK$2,000

invastment holding

Pg Sang {Nominaes) Limited commenced member’s voluntary winding up on 31 July 2008,

Remarks:

Name of subsidizries which are not included in the consclidation group for regulatory purposes in respect of capital
adequacy is marked with * in the above table. BGUHK and its subsidiaries spacified by the HKMA form the basis of
consolidation for its reguiatory purposes in accordance with the Banking (Capital) Rules. For accounting purposes,
subsidiaries are consolidated in accordance with the accounting standards issued by the HKICPA pursuant 1o section 18A
of the Professional Accountants Ordinance.
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In this Interim Report, unless the context otherwise requires, the following terms shall have the meanings set out below:

Terms Meanings

AL The Audit Committee

“ADR" American Depositary Receipt

“ADS(s)" American Depositary Sharafs)

"ALCO" The Asset and Liability Management Committee
“ATM" Automated Teller Machine

“Board” or "Board of Directors”

the Board of Directors of the Company

"BOC” Bank of China Limited, a joint stock commercial bank with limited liability
astablished 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

"BOC (BV)” BOC Hong Kong (BVI) Limited, a company incarporated under the laws of the

British Virgin Islands and a whally owned subsidiary of BOCHKG

“BOC Insurance”

Bank cf China Group Insurance Company Limited, a company incorporated
under the laws of Hong Keng and a wholly owned subsidiary of BOC

"BOC tLife” BCC Group Life Assurance Company Limited, a company incorporated under
the faws of Hong Kong, in which the Group and BOC insurance hold equity
interests of 51% and 43% respectively

"BOC-CC” BOC Credit Card (International} Limited, a company incerperated under the laws

of Hong Kong and a wholly owned subsidiary of BOCHK

"BOCHK" or “the Bank”

Bank of China (Hong Kong) Limited, a company incorporated under the laws of
Hong Kong and a whoily owned subsidiary of the Company

"BOCHKG” BOC Hong Keng (Group) Limited, & company incorporated under the laws of
Haong Kong and a wholly owned subsidiary of BOC
"BOCI” BOC International Holdings Limited, & company incorporated under the faws of

Hong Kong and a wholly owned subssidiary of BOC

*BOCI-Prudential Manager”

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

"BOCI-Prudential Trustee”

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

“CAR" Capital Adequacy Ratio, computed on the consclidated 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} Rutes

“CAS” China Acceunting Standards

"CBS” Corporate Banking Services

“CcCco Chief Credit Officer

"CE” Chief Executive

“CRO" Chief Risk Officer

“Central SAFE”

Central SAFE Investments Limited

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

"Company” BOC Hong Kong (Holdings) timited, a company incorporated under the laws
of Hong Kong

"EURIBOR" Euro Interbank Offerad Rate

“Fitch” Fitch Ratings

“Group” the Company and its subsidiaries ccllectively referred as the Group

"HIBOR" Hong Kong Interbank Offerad Rate

“HK GAAP" Generally Accepted Accounting Principles in Hong Kong

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

“HKFRS(s}" Hong Kong Financial Reporting Standard{(s)

“HKICPA" Hong Kong !nstitute of Certified Public Accountants

"HKMA" Hong Kong Monetary Authority

“Hong Keng™ ar “Heng Kong SAR™

Hong Kong Special Administrative Region

“1PO" fnitial Public Offering
T Information Technology
“LIBOR" Londen Interbank Offered Rate

BOC Hong Kong (Holdings) Limited
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Terms

Meanings

"Listing Rules”

Rules Governing the Listing of Securities on The Stock Exchange of Hong Kong
Limited

"The Mainland” or "Mainland China”
or "The Mainland of China”

The maintand of the PRC

"MPF”

Mandatory Provident Fund

“MPF Schemes Ordinance”

the Mandatory Provident Fund Schemes Ordinance, Chapter 485 of the Laws
of Hong Kong, as amended

“MSCI index” Morgan Stanley Capital International Index
“Mcedy's” Moody's Investors Service
"Nanyang” Nanyang Commercial Bank, Limited, a company incorporated under the laws of

Hong Kong and a whelly owned subsidiary of BOCHK

“Nanyang (China}”

Nanyang Commercial Bank (China} Limited, a company incorporated under the
laws of the PRC and a wholly cwned subsidiary of Nanyang

"ORSQO schemes”

the Occupational Retirement Schemes under Occupational Retirement Schemes
QOrdinance, Chapter 426 of the Laws of Hong Kong

"PRC" The People's Republic of China
“QDN(sy" Qualified Domestic institutional Investor(s}
"RC” The Risk Commitiee

"RMB" or “"Renminbi”

Renminbi, the lawful currency of the PRC

"RMD" The Risk Management Department
"SFO” the Securities and Futures Ordinance, Chapter 571 of the Laws of Hong Kong
“SME(s)" Small and medium-sized enterprise(s)

"Share Option Scheme”

the Share Option Scheme conditionally approved and adopted by the
shareholders of the Company on 10 July 2002

"Sharesave Plan”

the Sharesave Plan conditionally approved and adopted by the shareholders of
the Company on 10 July 2002

"Standard & Pcor's”

Standard & Poor’s Ratings Services

"Stock Exchange” or “Stock Exchange
of Hong Kong”

The Stock Exchange of Hong Kong Limited
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Terms

Meanings

"US” er "USA”

the United Siates of America

“VAR”

Value at Risk

Hong Kong, 28 August 2008

By Order of the Board
Jason C.W. Yeung

Compuany Secretary

As at the date of this announcement, the Board of Directors of the Company comprises

Mr. XIAO Gang* (Chairman), Mr. SUN Changji* (Vice-chairman), Mr. HE Guangbei

(Vice-chairman and Chief Executive), Mr. LI Zaohang* Mr. ZHOU Zaiqun*, Mdm. ZHANG

Yanling*, Mr. LEE Raymond Wing Hung, Mr. GAO Yingxin, Dr. FUNG Victor Kwok King™*,
Mr. KOH Beng Seng** Mr. SHAN Weijian**, Mr. TUNG Chee Chen**, Mr. TUNG Savio
Wai-Hok** and Mdm. YANG Linda Tsao™**.

* Non-executive Directors

*k Independent Non-executive Directors
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FINANCIAL HIGHLIGHTS

Half-year ended Half-year ended Year ended

30 June 30 June 31 December
2008 2007 2007
HKS$'m HK$’'m HK$'m
Net operating income before impairment allowances 14,039 12,060 27,254
Operating profit 7,724 8,808 18,033
Profit before taxation 8,434 9,227 19,126
Profit for the period/year 7,181 7,628 15,817
Profit attributable to the equity holders
of the Company 7,088 7,466 15,446
HKS$ HK$ HK3
Earnings per share 0.6704 0.7062 1.4609
Dividend per share ‘ 0.4380 0.4280 0.9150
HKS$'m HK$'m HK$'m
Capital and reserves attributable to
the equity holders of the Company 95,047 87,749 92,842
Issued and fully paid share capital 52,864 52,864 52,864
Total assets 1,127,168 1,047,095 1,067,637
Financial ratios % % %
Return on average total assets' 1.32 1.57 1.53
Return on average capital and reserves attributable
to the equity holders of the Company? 15.09 17.32 17.40
Cost to income ratio 29.12 28.34 28.52
Loan to deposit ratio? 57.81 48,17 51.66
Average liquidity ratio* 42.47 50.08 50.92
Capital adequacy ratio® 13.87 14.29 13.08

—— e ————— e e — — — —

Profit for the period/year

1. Return on average total assets =
Daily average balance of total assets

2. Return on average capital and reserves attributable to the equity holders of the Company

Profit attributable to the equity holders of the Company

Average of the beginning and ending balance of capital and reserves attributable to the equity holders of the Company

3. Loan to deposit fatio is cakulated as a: 30 June 2008, 30 June 2007 and 31 December 2007. Loan represents gross advances to cuttomers. Deposit also includes
structured deposits reporied as “Financial liabilities at fair value through profit o4 loss™.

4, Average liquidity ratio is calculated as the simple average of each calendar month's average liquidity ratio of BOCHK lar the corresponding period.

5. Capital adequacy satio is computed on the consolidaied basis that comprises the positions of BQCHK and certain subsidiaries specified by the HKMA for its
requlatory purposes and in accordance with the Banking (Capital) Rules.
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CHAIRMAN'’S STATEMENT

During the first six months of 2008, the Group’'s core
businesses continued to make good progress amid a more
challenging environment, riding on the impetus created
by the initiatives we launched last year to strengthen our
position in key market areas. The Group’s net operating
income before impairment allowances rose by 16.4%
to HK$14,039 million while operating profit before
impairment allowances increased by 15.1% to HK$9,951

million.

The ongoing turbulence in the global credit markets
negatively affected our securities investments. To reflect
the weakening credit environment, we wrote down the
value of our US asset-backed securities, As a result,
despite the strong performance of our core businesses for
the first half of 2008, our profit growth was impacted by
a total net securities provision of HK$2.1 billion charged
to the P&L account. The Group's profit attributable to
shareholders decreased by 5.1% year-on-year to HK$7,088
million or HK$0.6704 per share.

As at end June 2008, our financial position remained salid
with total assets reaching HK$1,127.2 billion, up 5.6%
from end 2007. The Group outperformed the market
in terms of both loan and deposit growth and our loan
to deposit ratio improved substantially to 57.81% from
51.66% as at end 2007. We delivered an impressive
growth of 15.1% in our loan book compared to end 2007
while loan quality remained sound with the classified
or impaired loan ratio further improved to 0.34% from
0.44% as at end 2007. The Group's growth momentum
continues with the successful implementation of our
S5-year strategic pfan since 2006. Taking into account our
mid-to-long term expansian plan, we further reinforced
our capital base and improved our capital structure
with the support of our parent bank, Bank of China
Limited (*BOC*), which granted a subordinated loan of

BOC Hong Kong (Holdings) Limited  Interim Report 2008

EURBE0 million to the Group, Capital adequacy ratio at
end-June 2008 was 13.87% and average liquidity ratio
remained strong at 42.47%. Balancing the Group’s capital
need for business expansion and its dividend policy, the
Board has declared an interim dividend of HK$0.4380 per

share, an increase of 2.3% year-on-year.

As for our business development, we saw marked
progress on the back of our enhanced platform. Amid
the poor sentiments in the stock market which affected
our investment related fee income, we continued to
strive for product innovation in response ta customers’
needs. We also produced significant growth in the fee
income from our traditional banking services, including
loan and bills commissions, credit cards, RMB business.
This, once again, reflected the strength of our underlying
business. We maintained our leading market positions in
our core businesses including residential mortgage, foan

syndication and Hong Kong RMB banking business.

In addition to building a stronger base in Hong Kong, we
also made good progress in growing our business outside
Hong Kong. In particular, we fostered closer cooperation
with our parent bank, BOC to capture emerging business
opportunities for mutual gains. As | mentioned in our 2007
annual report, BOCHK was appointed as the principal bank
for BOC Group's Asia-Pacific Loan Syndication Centre,
Leveraging our expertise and distribution capability, we
arranged a number of loan syndications with great success
during the first half of 2008, This not only helped enhance
our franchise and market position in the Asia-Pacific
region but also generated marked increase in related fee
income, We also worked closely with our parent bank,
BOC to capture new business opportunities with Mainland
Chinese enterprises to provide more comprehensive cross-
border banking services for their overseas operations and

expansion.




Qur restructured Mainland business, incorporated under
Nanyang Commercial Bank (China) Limited ("Nanyang
{China}”}, commenced operation last year-end. To cater
for the needs of our customers, we continued to expand
cur product platform, including farming strategic alliances
with insurance companies and launching a variety of
structured and QDI products. China expansion will remain
one of our top investment pricrities despite the Group’s
tighter expense controt amid the inflationary environment.
We wili continue to invest more resources to expand
our branch network and enhance the Nanyang {(China)
franchise.

Looking forward, we expect the operating environment
to become more challenging, We will stay alert and be
prepared for the increasing operating risks stemming
from the uncertainties in the global credit market, the
slowdown of the US econemy and the rising inflaticnary
pressure worldwide. In Hong Kong, signs of a slowdown
are becoming increasingly apparent as reflected in the
more conservative sentiment in the property market,
lower export figures, and rising operating costs for
local companies. The Group believes that sound risk
management is particularly crucial under the current
operating environment. Although our loan quality
continued 1o improve in the first half of the year, we have
already taken more stringent risk management initiatives
to prepare for possible deterioration in corporate earnings.
In additicn, to counteract inflationary trends, we have
implemented 3 cost managemeant mechanism to atlow us
maore flexibility in aligning the growth of our expenses to
our income. Nevertheless, the Group will continue to invest
in accordance with its strategic priorities while managing
cost increases. Our capital strength and liquidity remain
sound, which enables us to withstand potential stress
facing the market and to safeguard our ability to serve
the needs of our customers. Amid the more challenging
cperating environment, we will focus on quality growth
by capitalising ornt cur enhanced business platform and

adopting more proactive risk managament. As articulated
in our S-year strategy, we remain committed to building
a stronger and more comprehensive business platiorm for
the Group's long-term growth and profitability.

| would like to take this cpportunity to thank our
customers, members of general public and our employees
for their quick response and generosity in joining the
Bank's fund raising activity that enabled us to deliver
timely assistance to the earthguake victims in the wake of
the garthguake which struck Sichuan in May.

| wish to thank our customers and shareholders for their
continuous support and the Board for their wisdom
and counsel. | would also like to extend con behalf of
the Board a hearty welcome to M. Wong David See
Hong., who joined us as Deputy Chief Executive on
1 tuly this year with overall responsibility for overseeing
our financial market business lines. Mr. Wong will bring
broad experience and expertise to the role, Through the
dedicated leadership of our Management team and the
wholehearted commitments and efforts of our associates,
I am confident that we will further strengthen the BOCHK
franchise and create better value for our shareholders.

A7)

XIAD Gang
Chairman

28 August 2008
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The operating environment for the banking sector has
been challenging this year. The turbulence in the global
financial market originating {rom the US subprime debacle
has dealt a severe blow to the US economy with pervasive
ramifications f{or economies worldwide. Back home,
varicus macroeconomic measures taken by the Mainland
authorities to cool the overheated Chinese economy have,
as targeted, softened its growth pace. Although domestic
consumption and external trade remained robust in the
first few months of the year, investment sentiments were
far less buliish. As the IPO boom subsided, the volume
of stock trading activities plunged. The property market
also slowed down after an active first quarter. Meanwhile,
cost management has become an increasingly thorny issue
for the business sector because of mounting inflationary

pressure.

Notwithstanding the above challenges, the Group
succeeded in growing maest of its core businesses and
delivered satisfactory operating results in the first half
of 2008 versus the same period last year. Our business
development and income-generating capabilities have
remained sound. With the continued implemantation of
our Relaticnship-Product-Channel (RPC) business model,
we have been able to forge ahead with the growth
strategies under the Group’s current strategic plan, grow
our gperating income, maintain cur market lead in key
areas, expand into new areas and build up a stronger
presence in the Mainland market,

Business Highlights
The following summary highlights our key business results
in the interim period:

. Our core businesses recorded satisfactory growth
year-on-year. Total operating income rose by a
healithy margin, driven by the rise in net intarest
income, net {ees and commission income as well
as net trading income.

. We achieved broad-based and strong growth in
our core lending business which covers corporate
loans, consumer loans and residential property
mortgage.

BOC Hong Kong (Heldings) Limited  Interim Report 2008

. Further progress was made in high-margin
segments such as trade finance, SME loans and
Mainland lending while our credit card business
continued to expand.

. We maintained our leading positions in loan
syndication, residential property mortgage and
RMB-related banking in the Hong Xong market.

. Wealth management business continued o grow

as our high net-worth customer base expanded.

. Through the implementation of cur dualistic
business model in China, the Group’s Mainland
business recorded solid growth in operating income
and further expanded its branch network.,

. As BOC Group's Asia-Pacific Syndicated Loan Centre,
the Group has been making substantial contribution
to the whole BOC Group's ioan syndication business
while reinforcing the Group’s market teadership in
Hong Kong, Macau and the Mainland.

. The Group's total asset base continued to expand
while loan quality further improved.

Financial Performance

In the first half of 2008, the Group’s net operating income
before impairment allowances went up by 16.4% year-
on-year to HK$14,039 million, which was driven by the
growth of net interest income, net fees and commission
income as well as net trading income. Operating profit
before impairment allowances grew by a heaithy 15.1%
year-on-year to HK$9,951 miltion.

After a relatively strong 2007, profit attributable to
shareholders dropped by 5.1% to HK$7,088 million.
This decline was caused mainly by a higher level of
impairment allowances provided for this period. Owing to
the prevailing uncertainties and gloomy sentiments i the
capital market that have a negative impact cn the value
of its investment in the US asset-backed securities, the
Group provided for a net charge of HK$2,149 million of
impairment allowances for our US asset-backed securities



in the investment portfolio. This factor inevitably eroded
our net profit for this penod.

Return on average total assets (RCA) and return on average
shareholders’ funds {ROE) were 1.32% and 15.09%
respectively, versus 1.57% and 17.32% respectively for
the same pericd in 2007. ROA and ROE before impairment
allowances improved by 0.05 percentage peint and 1.13
percentage peints respectively to 1.83% and 21.18%
respectively.

Net interest income grew by 12.6% to HK$106,029 million
because of a corresponding growth in interest-earning
assets. The growth of interesi-earning assets was primarily
driven by the expansion of the Group’s tending business
and increased customer deposits. Net interest margin
stayed flat at 2.03%. but this was after taking into
consideration BOCHK's role as the local RMB clearing
bank. As RMB deposits taken by the participating banks
in Hong Kong recorded a substantial rise, their impact on
our net interest margin became more matena!. Should
this factor be discounted, the Group’s net interest margin
would have increased to 2.10%, up 3 basis points versus
the same period last year.

We recorded an encouraging growth of 15.1% in loans
and advances to both corporate and persenal customers.
Corporate loans increased by 19.1% while residential
mertgage loans were up 9.0%. Other consumer lending,
including personal icans, also recorded double-digit
growth. We have remained the market leader in loan
syndication and residentiat property mortgage. More
importantly, benefiting frcm our enhanced business
platform and extensive branch network, we have
continued o grow the high-margin loan segments. Trade
finance surged by a strong 30.5%. SME loans increased by
16.1%. Loans extended through our Mainland operation
increased by 17.2%. The Group's loan-to-deposit ratio
was up by 6.15 percentage points during the interim
period to 57.81% as the growth of loans cutpaced that
of depostis.

Despite the sluggish market environment, we continued
to pursue the growth of fee-based income with success,

The Group’s net fees and commission income increased
by 10.1% year-cn-year to HK$2,8%% million. Fee income
from our lean business more than doubled to HK$263
miliion as our loan portfolic expanded substantially during
the period under review. Fee income from our card
business, RMB-related business, currency exchange, trust
services and bills service all grew strongly. The inception
of our custody business and the Group’s appointment
as the BOC Group’'s Asia-Pacific Syndicated Loan Centre
earlier this year alse contributed to the growth of cur
fee income.

After an exceptionally bullish 2007, stock trading fee
income experienced a decline of 2.6% versus the first half
of 2007 and 42.4% versus the second half of 2007 as
the investment market was prevailed over by widespread
pessimistic sentiments, At the same time, income from
sales of funds plunged by 54.1% as business volume
contracted. However, we still managed 10 grow our fee
income from the distribution of bonds by 2 phenomenal
238.5% year-on-year.

We recorded very impressive growth in our net trading
income, which surged by 196.€% year-on-year to
HK$1,237 million mainly because of the nearly 5-fold
inciease in net trading income frem foreign exchange
and related products. This phenomenal growth was
attributable to the increase in business volume as well
as the reduction of marked-to-market loss of foreign
exchange swap contracis.

Through product innovation and effective marketing, net
insurance premium income grew sirongly by 53.5% to
HK$4,501 million. The growth of premium income from
single-premium products was particularly impressive.

On the expenditure froni, we have continued to manage
our operating costs prudently and maintained our cost-to-
income ratio at an optimal level. During the period under
review, total operating expenses went up by 19.6% ic
HK$4,088 million. This increase was caused mainly by
pay rise as well as the addition of manpower needed for
business growth and development in both cur local and
Mainland operations. Other contributing faciors were
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increases in operating expenses for business expansion and
higher depreciation arising from our continued invesiment
in infrastructure and equipment for service enhancement.
However, the Group's cost-to-income ratio still stood at
the low level of 29.12% during the interim period.

As at end-June 2008, the Group’s total assets reached
HK$1,127.2 billion, up 7.6% year-on-year and 5.6% versus
end-December 2007, With rigorous risk management and
effective internal control, our asset quality remained
excellent. The Group's classified or impaired loan ratio
at end-june 2008 was 0.34%, down from 0.44% as at
end-2007,

Qur capital and liguidity positions remained strong.
Consclidated capital adequacy ratio as at end-June 2008
was 13.87%, up from 13.08% as at end-2007, owing to
the enlargement of our tctal capital base, which grew
by 13.0% after a subordinated foan of Euro 660 millien
granted by BOC in June 2008. The Group’s average
liquidity ratio remained healthy at 42.47%, compared to
50.08% in the first half of 2007. The drop was caused
mainly by the decline in average liguefiable assets, due to
decreased marketable debt securities, and the increase in
average qualifying habilities as a result of the growth of
deposits from customers,

Business Review

Our business performance in the first six menths speaks
for the strength of the Group’s current business mode! and
reinforcad business platform in driving growth at a steady
pace aven in a less favourable market environment.

Personal banking

The performance of the Group's Personal Banking
business was mixed in the interim period. It registered
a drep of 5.0% in its operating income in the first half
of this year after an exceptionally strong 2007. Net
interest income decreased by 13.3% to HK$3,330 million
mainly due to narrower deposit spread. Other operating
income, however, increased by 8.6% 10 HK$2,532 million.
Although income from stock brokerage and sales of funds
declined in a gloomy market, the Group’s net fees and
commission income rose by 5.1% because of the growth
in the sales of bonds, RMB-related business, card business
and currency exchange business. Foreign exchange
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income, in particular, surged significantly because of a
robust growth n business volume. Profit before taxation
decreased by 16.2% to HK32,865 million.

Despite fierce competition in the market, we have
maintained the growth of cur residential mortgage
business, which increased by 9.0% in the interim period
with the introduction of a number of ianovative mortgage
products. Meanwhile, four new Morigage Advice Centres
have baen set up in selected locations to support business
growth by offering professional consultancy. All these
efforts ensured that we cuiperformed the industry in
the unaderwriting of new mortgages and maintained our
lead in the market. As a result, the Group received due
recognition from the market for its cutstanding mortgage
service.

Although the stock-related agency business was adversely
affected by the stock market's virtual slump, we managed
1o maintain the growth of fee income through product
innovation and business platform enhancement. In fact,
we have been able to expand and reinforce our bond and
life insurance agency businesses considerably in the past
few months. The Group continued to expand its range
of structured products and at the same time enhanced
its private placement services, leading to a remarkable
growth in the sales of structured notes by 200.2%.

The Group's insurance agency business witnessed robust
growth in the first six months this year. Supported by
product innovation, strengthened marketing, upgraded
service quality and enhanced operational efficiency, the
sales of life insurance products and related cammissicn
income rose by 64.7% and 70.0% respectively versus the
same period last year.

The Group has been proactive in driving the growth of
its wealth managemeant business. Competitive marketing
campaigns and incentive programmes were staged to
grow its high net-worth customer base. As a result, the
number of wealth management customers grevs by a hefty
14.4% in the first half of the year.

The expansion of the Group's credit <ard business was
on track as private consumption remained active in Hong
Kong. Card issuance grew by 5.4% while cardholder



spending and merchant acquiring volume increased
by 17.2% and 23.2% respectively. Such encouraging
paerformance of our card business was the fruit of our
credit card unit’s creative product development and
marketing efforts to seize business opportunities
arising from the Beijing Olympics and other avenues.
Concurrently, our card business in the Mainland continued
to grow through product enhancement. We also benefited
from the support available from BOC Services Company
Limited, a joint-venture formed between BOC-CC and
BOC in November 2007,

We have remained the market leader in the RMB-related
banking business in Hong Kong. New services were
faunched in the interim period to cater to the rapid
growth in demand for RMB deposits, which more than
doubled during these six months and we have continued
to enjoy the largest market share in RMB deposit-taking.
Our RMB credit card also recorded solid growth with
card issuance increasing by 22.4% from end-2007 while
cardholder spending and merchant acquiring volume
surging by 65.0% and 73.2% respectively year-on-year,

We have further enhanced cur e-banking channels,
particularly those serving investment functions, 1o support
business growth. In the first six months of this year, the
number of e-banking custcmers grew by 6.2% while
stock trading transactions carried out through e-banking
accounted for 77.5% of the total transaction.

Corporate Banking

The Group’'s Corporate Banking business recorded a
solid growth of 11.9% to HK$4,104 million in operating
income in the first half of 2008. Operating profit before
impairment increased by 9.3% to HK$3,023 million.
Profit before taxation stood at HK$2,863 million due to
the reduction in loan recoveries and the increase in loan
impairment allowances.

Net inierest income increased by 6.0% to HK32,272 million
versus the same period last year. This was attributable
mainly 1o the strong growth in loans and advances,
although deposit spread narrowed with the decline in
interest rates. In view of the worsening of the market
candition, we have adjusted our loan pricing strategy
accordingly. Other operating income rose by 31.2% to
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HK$1,132 million, thanks to the strong growth in fee
income frem the lending business and bills business.

We continued to drive the growth of our loan syndication
business during this period and maintained our leading
position in the Hong Kong-Macau and the Mainland-Hong
Kong-Macau markets respectively. Having been appointed
as the BOC Group's Asia-Pacific Syndicated Loan Centre
in January this year, we have been in a better position
to explore and capiure cross-border as well as regional
business opporiunities, which contributed to the rise in
loan fee income so far this year.

We also succeeded in further growing the high-margin
segmenis. Through service enhancement and product
innovation, we grew cur loans to SME customers by a
very solid 16,1% compared to end-2007. We also received
awards frem the SME sector and the media respectively
for our quality services to SMEs. At the same time, by
making stronger effort in marketing and improving our
operational efficiency, we expanded our trade finance
business substantially with the cuistanding balance up
by 30.5% from end-2007. The volume of trade bills
settlement went up by 44% year-on-year.

In the first half of 2008, we strengthened our cash
management business through proeduct refinement and
inngvation and continued to tailor-make cross-border cash
management projects for Mainland enterprises seeking
global expansion. Meanwhile, by actively exploring
business opportunities both local and overseas, our
newly established custody business has been making
encouraging progress. For example, in the first half of
this year, we became the custedian for a local investment
fund as well as the foreign custodian for a major joint-
venture investment bank for its first QDI product. We also
successfully implemented several QDI mandates.

Mainland Business

The Group’s Mainland operation continued to record
strong husiness growth and development under the
dualistic model. Total operating income increased by
a healthy 15.4% ic HK$405 million, which was driven
by the growth in net interest income and net fees and
commission income. Operating profit before impairment
allowances fel by 7.6% primarily due to the foreign
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exchange loss arising from the revaluation of Nanyang
{China)'s HKD capital funds against the appreciated RMB
during the period under review. Should this loss be
excluded, operating profit before impairment allcwances
would have increased by 40.3%.

Qur iending business in the Mainland reqistered sturdy
growth in the first six months. Total advances to customers
increased by 17.2% to the eguivalent of HK$35.1 bitlion,
of which RMB loans surged by 26.0%. Loan guality
remained excellent, with the classified ioan ratio standing
at 0.78%. Customer deposits rose sharply by 119.7% to
HK$12.7 billicn.

MNanyang {(China) obtained the official approval in July
this year to operate RMB retail banking business in
the Mainland. Approval has already been given for the
opening of four new branches and sub-branches, of
which one has been opened and the remaining thrae will
follow in the coming months. In the interim period, we
also rofted out new producis systematically to spur the
growth of our wealth management business in China
while enhancing our cross-border services.

It should be noted that our cooperation with cur parent,
the BOC Group, has been making significant progress.
To capture emerging market opportunities for mutual
benefits, we worked closely with BOC on all major
husiness fronts in preduct development, cusiomer
referral, establishment of joint service platform, market
exploitation, as well as back-office support. Apart from
the aforementioned positive results arising from our
appoiniment as the principal bank for BOC Group's Asia-
Pacific Syndicated Loan Centre, we have also been making
headway in the development of wealth management
and offshare banking services for Mainland customers,
and the expansion of our credit card services. With the
advantage of BOC's Asia-Pacific network, we have been
able to extend the distribution of the Group's producis
in the region.

Treasury

The Group's Treasury business recorded a very strong
growth in operating income of 75.4% year-on-year to
HK$4,389 million. Operating profit hefcre impairment
allowances grew by an equally strong 76.4% to
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HK 3,958 million. Profit before taxation feli by 19.4%
primarily because of a net charge of HK$2,149 millicn
of impairment allowances on the investment in US asset-
backed securities.

Riding on its growth momentum and business
development capabilities built up recently, the Group's
Treasury unit coptinued to diversify its investment
portfolic and strengthen its portfolio management this
year, thus improving the return on investment in spite
of the deteriorating operating envircnment. We also
teok advantage of cur enhanced product development
capabilities by offering @ more diverse range of treasury
products to satisfy customers’ investment needs. in
collaboration with Corporate Banking, currency-linked
structured deposits were made available to corporate
customers, thus boosting the sales of struciured products
substantially. Our own brand of equity-linked investment
products was launched in January 2008.

Insurance

The growth momentum of the Group's insurance segment
has remained strong so far this year. Operating income
was up 25.3% to HK$3,493 million due to the hefty rise
of 55.5% in net interest income and 21.1% growth in
other operating income, of which net insurance premium
income surged Hy 53.4%. On the other hand, net
insurance benefits and claims went up substantially by
36.9% as a result of generation of new business, Owing
1o that and the 43.8% increase in operating expenses, a
loss before taxation of HK$178 million was recorded in
the period under review.

The strong sales growth of the Group’s insurance
husiness was driven primarily by preduct innovation
and an enhanced service platform. A series of single-
premium producis and a more diverse range of regular-
pay products were rollad out in the first half of this year.
Such product innovation efforts were supported by a
series of marketing initiatives with impressive results.
At the same time, the Group's and BOC Life’s sales and
distribution platferm has been substantizlly reinforced
after a team of insurance specialists was set up and
stationed at the branches. We have also centinued 1o
enhance the BOC Life brand through premotional and
incentive programmes.



QOutlook

logking ahead, as increasing uncertainty looms over
the US economy and the global financial market white
competition and inflationary pressure intensify, we would
expect the operating environment to remain challenging
in the foreseeable future for the banking sector. There are
already signs that the local economy is slowing down after
sustaining a long period of robust growth, which might
affact investment and demand. Moreover, the movement of
interest rates, is likely to be volztile in the coming months.

Under such an environment, it will be important for
us tc adopt a more prudent apgroach in our business
development and investment strategies. We will also
exercise more rigorous risk management and control,
especially in ensuring that our loan quality is healthy. At
the same time, Cost management remains one of our top
priorities in running our business.

we will continue to ride on the Group's solid {cundations
and strive to grow our businesses. We will strengthen our
product innovation capabilities and expand our service/
product offerings to meet customers’ diverse needs in
the prevailing investrment climate. Concurrently we will
make the most of our customer relationship platform and
reinforced distribution channels to drive sales.

The development of wealth management remains one
of our priorities. By growing our high net-worth client
base and enhancing our services, we will further expand
our weaith management business in both Hong Kong
and the Mainland. We will exploit the growth potential
of different groups of customers through segmentation
and cross-selling efforts. For instance, we have recently
launched the new i-Free Integrated Account Service to
offer comprehensive banking services and invesiment
solutions 10 a wide spectrum of customers.

On the back of the good performance of the Corporate
Banking unit in the first six months, we will drive further
growth by enhancing our service to satisfy the diverse banking
and financial needs of large- and medium-sized corporate
customers under a “total solution” approach. We will also
take advantage of our unigue position to collaberate with
our parent BOC to offer comprehensive services 1o corporate
customers across the border and in the Asia-Pacific region.

In response i0 the changes in the markei, we will enrich
our portfolio of treasury products to create new demand
and growth. Qur progress in building the custody
business and expanding our cash management service has
convinced us that we are moving in the right direction.
We will double our effort in growing thesa businesses and
continue 10 explore other new growth areas.

In the Mairland, we will deepen our market presence by
exploiting to the full the growth potential arising from
our dualistic business maodel. Nanyang {China)'s RMB
retail banking business in the Mainland is scheduled for
commencement iater this year. To support its long-term
development, we are expanding cur Mainland branch
network. We will also drive the growth of ocur lending
business and enhance our cross-border services.

The further development of our insurance will remain a
key focus. We will drive the growth of sales and market
share through product inngvation, service enhancement

and manpower development.

We will continue to optimise our distribution channels
to ensure their operational efficiency and productivity
can reach higher standards. We will also reinforce and
expand the automated channels, including ATMs and
internet banking, to cater to customers’ needs and support
business growth.

In concluding,  wish to emphasise that, regardless of
the challenges that lie ahead in the foreseeable future, |
am confident that we can count on the Group's inherent
strengths and capabilities, the guidance of the Board
of Directers as well as the ongoing support of our
shareholders, customers and staff to move forward at a
steady pace.

/ Tﬁ E
HE Guangbei
Vice Chairman & Chief Executive

Hong Kong, 28 August 2008
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The following sections provide metrics and analytics of
the Group’s performance, financial position, and risk
management. These should be read in conjunction with
the interim financial information included in this Interim
Report.

CONSOLIDATED FINANCIAL REVIEW

tn the first six months of 2008, the Group made good
progress in execuiing its strategies and achieved solid
growth in its cove earnings in a ¢halienging environment.
Driven by the growth in net interest income, net
fees and commission income as well as net trading
income, operating profit before impairment allowances

Financial Highlights

HK$'m, except percentage amounts

Operating income
QOperating expenses

Operating profit before impairment allowances
Net (charge)/reversal of impairment allowances
Qthers

Profit befare taxation

Profit attributable to equity holders of the Company

Earnings per share (HK$)

Return on average total assets

Return on average sharehclders’ funds”

Return on average total assets before
impairment allowances

Return on average shareholders’ funds before
impairment allowsnces”

Net interest margin (NIM}
Adjusted NIM*~
Non-interest income ratio
Cost-to-income ratio

Half-year ended -

increased by HK$1,309 millicn, or 15.1%, year-on-year
to HK$92,951 million. However, owing to an impairmernt
charge on securities investments and & net charge of loan
impairment allowances, the Group's profit attributable to
shareholders decreased by HK$378 million, or 5.1%, to
HK$7,088 million. Earnings per share were HK$0.6704,
down HK$0.0358. Return on average total assets ("RCA™)
and return on average shareholders’ funds ("ROE") were
1.32% and 15.09% respectively. ROA and ROE before
impairment allowances improved by 0.05 percentage
point and 1.13 percentage points to 1.83% and 21.18%
respectively.

Haif-year ended Half-year ended

30 June 31 December 30 June
2008 2007 2007
14,039 15,194 12,060
{4,088) {4,355) (3,418)
9,951 10.839 8,642
(2,227) (1,614) 166
710 674 419
8,434 9,899 9,227
7,088 7,980 7,465
‘ j
0.6704 0.7547 0.7062
1.32% 1.50% 1.57%
15.09% 17.68% 17.32%
1.83% 1.98% 1.78%
21.18% 24.01% 20.05%
2.03% 2.10% 2.03%
2.10% - 2.12% 2.07% |
28.56% 30.95% 26.18% -
28.66% 28.34%

29.12%

*  Sharehoigers’ funds repiesent <apital and reserves attributable to the equity helders of the Company.

** Adusung Tor the ectimated wnpact of BGCHY s AME clearing functon.
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Since December 2003, the Bank has been the clearing
bank to provide RMB clearing services for banks in
Heng Kong that operate RMB business. Acting as the
clearing bank, the Bank depcsits with the People’s Bank
of China {"PBOC"} those RMB deposits taken in Hong
Kong by the participating banks. At the same time, the
Group earns an interest spread between the RMEB funds
taken from participating banks and those placed with
the PBOC. As RMB deposits grow, the impact on the
Group's average interest-earning assets and net interest

Net Interest Income and Margin

HK$'m, except percentage amounts

Interest income
Interest expense

Net interest income

Average interest-sarning assets
Net interest spread !
Net interest margin i
Adjusting for the estimated impact of BOCHK's

RMB clearing function

Adjusted net interest margin

MNet interest income increased by HK$1,126 million or
12.6% year-on-year to HK$10,029 million. Net interest
margin remained flat at 2.03% as the rise in net interest
spread was offset by the decline of the contribution from
net free fund due to the fall in market interest rates. The
increase in RMB deposits from participating banks also
contributed 1o the flat net interest margin, Should the
estimated impact of BOCHK's RMB clearing function in
Hong Kong be excluded, adjusted net interest margin,
however, would have increased by 3 basis peints to
2.10%.

Market interest rates in the first half of 2008 were lower
than those in the same pericd in 2007. Compared to the
first half of 2007, average one-menth HIBOR fell by 226
basis points to 1.98% white average one-month LIBOR
declined by 237 basis points to 2.95%. The Group's
average HKD Prime rate decreased by 213 basis points

Half-year ended

margin {"NIM"} becomes more material. 1t is, therefore,
considered necessary to also provide information on
NIM before incorporating the estimated impact of RMB
clearing services (hereafter calied "Adjusted net interest
margin”). Adjusted net interest margin was 2.10% in the
first half of 2008.

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

Half-year ended Half-year ended

30 June 31 December 30 June
2008 2007 2007
18,105 24,572 21,484
(8,076) (14,080) {(12,581)
10,029 10,492 8,903
| Z
988,746 992,821 883,030
1.79% 1.68% 1.61% |
2.03% | 2.10% 2.03% |
! H

5 2.12% 2.07%

2.10%

year-on-year 10 5.62%, thus widening the HKD Prime-to-
one-month HIBOR spread (hereafter called “Prime-HIBOR
spread”) by 13 basis points to 3.64%.

The improvement in net interest income was mainly
driven by the growth in average irteresi-earning assets
of HK$105,716 million, or 12.0%, which was primarily
driven by the increase in average customer deposits. The
widening of net interest spread underpinned by improved
securities spread also contributed to the growth in net
interest income; however, it was held back by the decline
in the contribution from net free fund. Loan spread
was compressed although the average pricing of new
corporate loan facilities during this period had improved
with the tightened credit environment. Meanwhile, higher
yielding leans, including Mainland lending, trade finance
and SME loans continued to grow. Total deposit spread
decreased amid lower market rates.

Intesim Report 2008 BCC Hong Kong [Holdings) Limited




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

Half-year ended
i 30 June 2008

Hal{-year ended
31 December 2007

Half-year ended
30 June 2007

.+ Average

. balance

ASSETS HK$'m
Cash, balances and placements with banks |

and other financial institutions ; 213,538

Debt securities investments 1 312,522

Loans and advances to customers : 447,133

Other interest-earning assets 15,553

Total interest-earning assets t 988,746

Non interest-earning assats ‘ 101,572

, T

Total assets 1,090,318

Half-year ended
30 June 2008

Average
balance
LIABILITIES \ HKS$'m
e RN
Deposits and balances of banks and !
other financial institutions 70,561
Current, savings and fixed deposits I 758,195
Certificates of deposit issuad 1,905
Other interest-bearing liabilities ] 30,112
Total interest-bearing liabilities 860,773
Non interest-bearing deposits 41,542
Shareholders' funds* and
non interest-bearing liabilities 188,003
Total liabilities 1,090,318

Average Average Average Average Average
yield balance yield bafance yield
% HK$'m % HK$'m %

1
2.53 242,913 4.15 171,408 380 ;
4.49 332,810 4.99 330,010 484
3.68 400,028 5.39 363,753 5.51 E
2.82 17,070 2.90 17,855 4.53 -
3.67 992,821 4.9 883,030 491 °

100,579 87,716

3.33 i,093,400 4.46 970,746 4,46

Half-year endad
30 June 2007

Half-year ended
31 Decernber 2007

Average Average Average Average Average
rate balance rate balance rate
% HK$'m % HK$'m %
2.04 48,224 345 43,374 3.31
1.85 787,418 324 696,136 3.30
2.81 2,062 362 2,473 3.54
2.23 27,627 254 26,743 in
1.88 865.331 3.23 768,726 3.30
40,485 33,178
187,574 168,842
1.49 1,093,400 2,55 970,746 2.61

Shareholgers” funds represent (apital and reserves attributable 12 the equity holders of the Company,

Compared to the second half of 2007, net interest income
fell by HK$463 million, or 4.4%. Average interest-earning
assets decreased by HMK$4,075 million, or 0.4%, mainly
due to the decline in funds from IPO subscription as IPQ
activities subsided in the first half of 2008. Net interest
margin fell by 7 basis points as the increase of 11 basis
points in net interest spread was offset by the decline of
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18 basis points in contribution from net free funds. The
increase in RMB deposits from participating banks also
contributed to the decline in net interest margin, Should
the estimated impact of BOCHK's RMB ciearing function
in Hong Kong be excluded, adjusted net interest margin
would have decreased by only 2 basis points to 2.10%.



Compared to the second half of 2007, average one-month
LIBOR fell by 223 basis points to 2.95% while average
1-month HIBOR decreased by 235 basis points to 1.98%.
The Group’s average HKD Prime rate decreased by 182
basis points, thus widening the Prime-HIBOR spread by
53 hasis points. The decrease in net interest income was
mainly attributable 1o the decline in contribution of net
free funds due to fall in market interest rates. Meanwhile,

Net Fees and Commission Income

securities spread improved as the funding cost declined.
Higher yielding loans, incluging Mainland lending, trade
finance and SME loans, continued to grow. Loan spread
also rose as Prime-HIBOR spread widened. Total deposit
spread was compressed, mainly due to the decrease in
market rates outpaced the drop in the Group’s average
deposit rate.

S
Half-year ended Half-year ended

Half-year ended
: 30 June 31 December 30 june
HK$'m | 2008 2007 2007 -
- - . S T
Bilis commissions 329 | 315 273 !
Loan commissions 263 218 129 i
Investment and insurance fee income } 1743 L _2,_747 ) | 1,764 !
Securities brokerage (Stockbroking} ; 1,289 2,236 1,324 '
Securities brokerage (Bonds) E 220 146 65
Sale of funds ! 157 . 341 342
Life insurance* ; 77 24 . 33_4:
General insurance : 55 i 44 52
Trust services ' 87 1 87 66 '
Payment services 239 | 243 221
Credit cards 578 | 556 471
Account services 146 137 153
Guarantees 26 B 24
Currency exchange 108 111 73
RMB business 9§ ! 83 54
Correspondent banking 21 20 17
IPO-related business 30 62 43
Others 121 107 99
Fees and commission income : 3,845 ;‘ 4,738 3,439
Fees and commission expenses " (945)J (1,096) (807)
e e S
Net {fees and commission income

2,899 3,642 2,632

Fee income from iife insurance only included that from the Group's insurance business partner after group consofidation elimination
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Net {ges and commission income rose by HK$267 millien
or 10.1% year-on-year to HK$2,899 million. Fee income
from loan business grew significantly by HK$134 millien
or 103.9% as a result of the enlargement of the Group’s
toan portfolio. This was mainly attributed to the successful
implementation of the Group’s new business model as well
as the increase in business following the appeiniment of
the Group as the “Asia-Pacific Syndicated toan Centre” of
the BOC Group early this year. Fees from the card business
also showed satisfactory growth of HK$107 million or
22.7% as cardholder spending and merchant acquiring
volume were up 17.2% and 23.2% respectively. Fee
income from RMB-related business, currency exchange,
trust services and bills services all recorded double-digit
growih of 83.3%, 47.9%, 21.8% and 20.5% respectively.
The Group's custody business also contributed to the
growth in fees and commission income. The change in
investment sentiments in the stock market, however, had
a negative impact on the fee income frem investment-
related agency businesses. Stock broking fee income
declined by HK$35 million or 2.6% while fee income
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from sale of funds decreased by HK$185 millien or
54.1%. These were parily offset by the increase in fee
income from the distribution of bonds by HK$155 million
or 238.5%. Meanwhile, fees and commissiocn expenses
increased by HK$139 million or 17.2%, which was in line
with the growth in transaction volume. Major increases
in fees and commission expenses came from credit card
service, RMB-related business and currency exchange,

Compared to the second half of 2007, net fees and
commission income decreased by HK3$743 million or
20.4% largely because of the decreases in fee income
fram stock broking of HK$947 million or 42.4% and sale
of funds of HK$184 millicn or 54.0% as business volumes
dechned. Meanwhiie, fees and commission income from
loan services, general insurance, RMB-related business
and card business increased by 20.6%, 25.0%, 19.3%
and 4.0% respectively. Fees and commission expenses
were down 13.7%, mainly due to the decrease in stock
broking expenses.



Investment and Insurance Business

Half-year ended

fris NS T vini¥iARl w Wi ew T s n o e Rt EE T T mme

Half-year ended Ha!f-year ended

30 June 31 December 30 June
HK$'m 2008 - 2007 2007 -
Investment and insurance fee income :
Securities brokerage {Stockbroking) 1,289 2,236 1,324
Securities brokerage (Bonds) : 220 146 65
Sale of funds ; 157 341 342
Life insurance* ‘ 77 24 33
5 1,743 2,747 1,764
. )
insurance and investment income of BOC Life i l
Net insurance premium income ] 4,501 5,493 2,933
! {
Interest income | 538 | 442 346
Net {loss¥/gain on financiat instruments ‘ 1
designated at fair value through profit or loss {1,392) 1,282 (389)
Others ‘ 8 10 5
r - ‘
Gross insurance and investment income
of 80C Life* . 3,655 7,227 2,895 ¢
Less: net insurance benefits and claims (3.602) (6,308} {2,632) .
—— . T T
! 53 : 419 263
Total investment and insurance income i 1,796 3,166 2,027
Of which: Life insurance fee income* 77 24 33
Insurance income of BOC Life* | 53 , 419 263
i - - b
Total life insurance income 130 ¢ 443 286
twestment fee income 1,666 2,723 1,731
P—- — - — - - e —_— - = -
1,796 3,166 2,027

Total investment and insurance income

*  Feencome from hie snsurance only included that from the Groug's nsurance busingss partrer after group consohdaton efmination.

¢ Befoie COmmLsion expences.

Total investment and insurance income decreased by
HK3231 million, or 11.4%, year-on-year to HK$1,796
million, Investment and insurance fee income decreased
marginzlly by HKX$21 milion or 1.2% while BOC Life's
insurance income was down HK$210 million, or 79.8%.
The decline in investment and insurance fee income was
mainly caused by lower contribution from the sales of
funds and stock broking, which was, however, substantially
offset by the growth in the sales of bonds and life
insurance. Income from the sale of funds decreased by
HK$185 million or 54.1% as the sales of open-end funds
dropped by 64.8% in the sluggish market. In particular,
the sales of China equity funds and certain thematic funds
declined substantially as the eguity market retreated in

the first half of 2008. Commissior from stock broking
was down HK$35 million or 2.6% as retail customers,
who make up the majority of the Group's customer
portfolic, became less active in trading in a2 volatile
stock market. Meanwhile, commission from the sales
of bonds increased significantly by HK$155 million, or
238.5%, as the Group successfully expanded its offerings
of structured products and enhancec its private placement
services 10 meet customer needs, which boosted the sales
of structured notes by a hefty 200.2%. Fee income from
the Group's insurance business pariner also rose strongly
by HK$44 million, or 133.3% on the back of the 82.1%
increase in sales volume. As for BOC Life, despite the
investment loss due to the decline in market value, BOC
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Life recorded robusi growth in premium income as net
insurance premium income rose by 53.5% while interest
income grew by 55.5%. However, insurance incorne of
BOC tie dropped by HK$210 million ar 79.8% to HK$53
million, mainly due to the increase in net loss on financial
instruments designated at fair value through profit or loss
caused by the marked-to-market loss of its debt securities
and equity investments as well as the new business strain
generated. Together with the contribution of the HK$77
million fee income from the Group’s insurance business
partner, total kfe insurance income was HK$130 million,
down HK$ 166 miliion or 56.1%.

Net Trading Income

HK$'m
Foreign exchange and foreign exchange products
Interest rate instruments
Equity instruments

Commodities

Net trading income

Net trading income was HK$1,237 million, up HK$820
million or 196.6% vyear-on-year mainly due to the
surge in net trading income from foreign exchange and
foreign exchange products by HK$720 miilion or 464.5%
as marked-to-market loss on foreign exchange swap
contracts* was significantly lower by HK$34€& million and
income from other foreign exchange activities rose by
HK$477 million or 90.7%. The growth of income fram
other foreign exchange activities was mainly driven by the
higher business volume of foreign exchange and structured
deposits. The increase were partially offset by a foreign
exchange loss arising from the revaluation of Nanyang
Commercial Bank {China), Limited's ("Nanyang (China)")
Hong Kong Dollar capital funds against the appreciated
RMB during the course of approval for conversion into
RMB. Net trading income from interest rate instruments

Haif-year ended

Compared to the second half of 2007, total investment
and insurance income decreased by HK31,370 miliion, or
43.3%, mainly as a result of the decrease in investment
and insurance fee income of HK$1,004 million or 36.5%
as commission income from stock broking and sale of
funds declined by 42.4% and 54.0% respectively. The
insurance income of BOC Life was down HK3366 million
or 37.4% mainly due to the marked-to-market loss of its
investment portfolic in the first half of 2008 whereas a
capital gain from its equity investments was recorded in
the second half of 2007.

Half-year ended Hal-year ended

30 June 31 December 30 june

2008 2007 2007
875 645 155 |

206 {162) 192

135 111 70

21 2 -

1,237 596 417

rose by HK$14 million or 7.3%. Net trading income
of equity instruments increased by HK3$65 million or
92.9%, which was mainly attributable to the option
premium income from the newly taunched “Equity-Linked
investments” as well as the increase in the fair vaiue of
equity warrants issued by the Group. Net trading income
from commodities increased by HK$21 million because of
higher customer demand for bullion products in the then
prevailing investment environment.

Compared to the second half of 2007, net trading income
rose by HK$641 million or 107.6%. The increase was
mainly attributable to the increase in the fair value of
interest rate swap contracts and the growth in income
from foreign exchange tiransactions and structured
deposits.

+  Foreign exchange swap contracts are usually used fo: the Group's liquidity management and funding activities. Under foreran exchange Swap contiacis, the Gioup
erchanges one curency forgmal curtency) for another {swapped currency) at the spat erchange 1ate (spot ransaction] and COmmits o reverse the spot ransacbon
by exchanging the same currency parr at a future maturty &t a predetesmuned rate {(forward transaction). In this way, surplus funds in onginat Currency are swapped
nto ancther currency for quidity and funding purposes vathout any foreign exchange risk. Under HKAS 39, the exchange difference hetween the spot anid foreard

contracts is recagriset as foreign exchange gain or lass (25 Included in “net trading incame™), while the corresponding interest differentis betwean the surplus funds

n original currency and swapped currency 1s reflected in net Interest income

BGOC Hong Kong {Holdings) Limited  Interim Report 2008



Net (Loss)/Gain on Financial Instruments Designated at Fair Value through Profit or Loss (FVTPL)

HK3'm

—_ . —

Net {loss}/gain on financial instruments
designated at FVTPL of the banking business

Net {loss)/gain on financial instruments
designated at FVTPL of BOC Life

Net {loss)/gain on financial instruments
designated at FVTPL

Net loss on financial instruments designated at {air value
theough profit or loss rose by HK$1,090 million or 276.6%
year-on-year. This was mainly due to the increase in
marked-to-markei loss on both debt securities and equity
investments held by 8OC Life.

Compared to the net gain of HK$1,262 million recorded in
the second haif of 2007, net loss on financial instruments

Net Insurance Premium Income

HK$'m |

Life and Annuity
Linked Long Term '

Retirement Scheme

Reinsurers’ share of gross earned premiums

Hali-year ended .
|

Half-year ended Half-year ended

30 June 31 December 30 June |
2008. 2007 2007
(92) (20 (5)-
(1.392) 1,282 (389}
(1,484)I 1,262 (394}

designated at fair value through profit or loss in the
first half of 2008 was HK$1,484 million. The decline
of HK$2,746 million was mainly due 1o the marked-to-
market loss of debt securities investmenis of BOC Life
recorded in the first half of 2008 whereas a capital gain
from the equity investments and a marked-to-market gain
of debt securities investments of BOC life were recorded
in the second half of last year.

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

30 June 31 Decembear 30 June !
2008 | 2007 2007

.- 7*&A4¢~ i scanamaman. Jl
4,195 4,237 2,358 |
316 1,262 578
4,511 - 5,499 2,836
(10} (6) 3y
2,923

Net insurance premium income

Net insurance premium income surged by HK$1,568
million, or 53.5%, to HK$4,501 millicn, mainly driven
by the increase in premium income from single premjum
products. In the first half of the year, the Group stepped
up its marketing efforts by introducing a host of
promotional activities and improving its multi-channel
marketing platform. As a result, net insurance premium
income from single and regular premium products were
up 56.5% and 31.7% respectively.

4,501 |
Compared 1o the second half of 2007, net insurance
premium income drepped by HK$992 million or 18.1%.
The decrease was mainly attributable to the decline in
premium income from investment-hinked products as the
market became less active in the first half of 2008. On the
other hand, net insurance premium income from regular
premivm producis was up 6.8%.
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Net Insurance Benefits and Claims

HK3$'m
Life and Annuity

Linked Long Term
Retirement Scheme

Reinsurers’ share of claims, benefits and surrenders paid

Net insurance benefits and claims

Net insurance benefits and claims increased by HK$3970
million, or 36.9%, to HK$3,602 million, primarily due to
the growth of net insurance premium income. Prospective
liabilities were recognised on the basis of the assumptions
made as to mortality, investment income and fair value
changes in the underlying invesiments.

Operating Expenses

HK$'m, except percentage amounts

Staff costs

Premises and equipment expenses
{excluding depreciation)

Depreciation on owned fixed assets

Other cperating expenses

Operating expenses
Cost-to-income ratio

Total operating expenses were up HK$670 miliion, or
19.6%, year-on-year to MK$4,088 million, which was
broadiy in line with overall business growth. Staff costs
rose by HK$373 millign primarily due to pay rise and
the recruitment of new staff for business expansion.
Compared to end-lune 2007, headcount measured in
fuli-time equivalents rose by 750 to 13,616 at end-June
2008.

Premises and equipment expenses increased by HK$78
million or 18.7% mainly because of higher rental and IT
Costs.

Depreciation on owned fixed assets rose by HK3$i07
million, or 28.7%, to HK$480 million due to the increase
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Half-year ended

Half-year ended

Hali-year ended Half-year ended

30 June 31 December 20 une
2008 2007 2007
3,601 5,443 2,084

1 1,364 551
1 4 (2}
3,603 0,811 2,833
(1) {3 {m

3,602 6,808 2,632

Compared to the second half of 2007, net insurance
benefits and claims dropped by HK$3,206 million or
47.1%, resulting mainly from the decrease in business
volume and change in market interest rates.

Half-year ended Half-year ended

30 June 31 December 30 june
2008 2007 2007
2,482 2,547 2.109

495 541 417f
480 414 373 |
631 853 519
4,088 4,355 3418

29.12% 28.60% 28.34%

of computer equipment as the Group continued with
infrastructure improvement coupled with the appreciation
of the value of bank premises.

Other operating expenses were up HK$112 million, or
21.6%, mainly due to the rise in operating expenses as
bustriess volume increased, higher business tax due to
increased businesses in the Mainland as well as the rise
in promotional expenses and donations.

Compared to the second half of 2007, total operating
expenses fell by HK$267 million, or 6.1%, mainly due tc
the decline in promotional expenses and certain business
expenses following the drop in business volume.



Net {Charge)/Reversal of Loan Impairment Allowances

HK$'m i

— JE—

Met {Charge)/Reversal of loan impairment allowances;

tndividual assessment
- new allowances
- refeases
— recoverigs

Collective assessmeant
- new allowances
- releases
— recovearies

Net (charge)/credit to Income Statement

In the first half of 2008, the Group recorded a net charge of
loan impairment allowances of HK$71 million. Compared
to a net credit of HK$166 million in the fiest half of 2007,
the increase in net charge of loan impairmeni allowances
was mainly due to the decline in Ioan recoveries and the
increase in net chasge of allowances (before reccveries)
from individual assessment.

Nat loan impairment charge from individual assessment
(before recoveries) was HK$80 million, compared to
the net release of HK$3 million recorded in the first
half of 2007. The increase in net impairment charge
{before recoveries) was caused by the increase in new
allowances as they were made to cover the {ormation of
new impaired loans and further deterioration of existing
impaired accounts. Reduction of release of allowances
due to significant improvement in loan quality during
past years alse contributed to the increase in the net
impairment charge.

Half-year ended '

A PR ES FRar e iR ERIE T oW T AR A e et e, e m e/, o me mems el e m

Half-year ended Half-year ended

30 june i 31 December 3C June
2008 ! 2007 2007 °
——— ""i"’ e e e i e . =
J
|
\
(142) (224) (106)
62 190 109
187 971 340
(199) (433) (192) -
7 - - '
14 15 15 -
(71) 519 166

Net charge of collective impairment allowances (before
recoveries) remained fiat year-on-year at HK$192 million.
New impairment allowances were made as the Group’s
loan portfclio further expanded,

The Group continued to make recoveries of foans that
were previously written off. Total recoveries in individual
and collective assessment amounted to HK$201 million,
down HK$154 million compared to the first half of
2007.

Compared to a net release of loan impairment allowances
recorded in the second half of last year which was mainly
attributable to the recoveries of certain large accounts,
the Group registered a net charge of loan impairment
altowances in the first hatf of 2008.

Interim Report 2008 BCC Hong Keng {Holdings) Limited




Net Charge of iImpairment Allowances on Securities Investments

HK$'m

Held-to-maturity securities
Available-for-sale securities

Net charge of impairment allowances on
securities investments

In the first half of 2008, further deterioraticn of the
capiial market had an impact on the Group's securities
investment in the US and hence the related provisions.
The Group carried out a comprehensive assessment on
its impairment charges, faking into account the relevant
criteria and other specific features of the investments, and
increased its provisions accordingly. As a result, the Group
recorded HK$2,149 million of net charge of impairment
allowances for its portfolio of US mortgage-backed
securities, which comprised HK$420 million net write-back

Property Revaluation

HK$'m

Net {loss)/gain on revaluation of premises

Net gain on fair value adjustments on
investment properties

Deferred tax

Net gain on fair value adjustments on
investment properties, after tax

The aggregate impact of property revaluation before tax
on the income statement for the first half of 2008 was
HK$683 million, of which a net gain of HK$701 million
came from the revaluation of investment properties,
partially offset by a net loss of HK$8 million from the
revaluation of premises. The related deferred tax charge
on revaiuation of investment properties amounted to
HK$53 million, As a result, the net impact of {fair value
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Half-year ended

Half-year ended

Half-year ended Half-year ended

30 June 31 December 30 June
2008 2007 2007
(962) {1,844) -

{(1.187) (289 -
(2,149) {2,133) .

for the US subprime morigage-backed securities, a net
charge of HK3$655 million for Alt-A and HK$1,314 million
for Prime residential morigage-backed securities. For
details about the composition of the Group’s investment
securities portfolio, and the impairment and provisioning
policies on investment, please refer to Note 24, Note 1
and Ncte 2 to the Interim Financial Information.

Compared to the second half of 2007, net charge of
impairment allowances rose by HK$16 million or 0.8%.

i

Half-year ended Half-year ended

30 June 31 December 30 June
2008 2007 2007

{8y’ 12 7

701 642 414

(53) (84) (59).

648 558 355

adjustments on investment properties after tax in the
first half of 2008 was HK$648 million. The net gain on
property revaluation was in line with the increase in
praperty prices in the first half of 2008.

Compared to the second half of 2007, net gain from
revaluation of investment properties after tax increased
by HK$90 million or 16.1%.



Financial Position

IR I &l ¥
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i
i
i

At 30 June |

el ol N Bl A BT W

R Fhe FAEl Vel e

At 31 December

HK$'m, except percentage amounts 2008 ' 2007 i
LTI R, B - R, P IR
Cash and balances with banks and other financial institutions ! 188,452 159,065 |
Placements with banks and other financial institutions maturing ' L '
hetween one and twelve months 50,689 ! 53,154
Hong Kong SAR Government certificates of indebtedness : 32,430 32,770
Securities investments' | 299,979 335,623
Advances and other accounts ; 487,012 420,234
Fixed assets and investment properties ! 33,864 31,351
Other assets? i 34,742 35,440
Total assets ; 1,127,168 1,067,637
Hong Kong SAR currency notes in circulation | 32,430 32,770
Deposits and balances of hanks and other financial institutions 81,625 60,599 ‘
Deposits from customers 819,110 793,606 E
Debt securities in issue at amortised cost? 2,756 2,089
Insurance contract ligbilities X 25,0790 22,497
Other accounts and provisions 60,508 | 61,018
Subordinated liabilities? 8,150 -
Total liabifities 1,029,649 | 972,579
|
Minority interests I 2,472 2,216
Capital and reserves attributable tc the eguity holders of the Company . 95,047 92,842
t
Total liabilities and equity { 1,127,168 1,067,637
Loan-to-deposit ratio | 57.81% 51.66%

JFp——— R - PR . v

1 Securities mvestments Comptise investment in secuntes and financial assets at far value through profit or loss
Interests in assnoates, deterred tax assels and decivetive financial instruments are inchuded in other ascets,

4 Debi cecurities in issue at amostised cost represents the notes issued under the Group's Notes programme,
Subgrdinased babilives represents the suhordinated loan granted by the Group's parent ben, Bank of China Limited.

Interim Report 2008  BOC Hong Kong (Heldings! Limited




Baianc_é Sheet Mix as at 30 June 2"0{)8_'

HKS V(%)
67,172 (6% 18B.457 {17%)
srliziom —1eRAeL 7
33,864 (3%) AY
NN /
N WSE,SEB (493

s e

/ A
487,012 (43%) Y 269,879 27%)

Cash and balarices wilh banks and other financia! institutions

Placements with banks and ather tinancial institutions matering
between one and twelve months

O Securities nvestments

HK$ m# %)
68,210 {6%}

T TN
31,351 {3%)

4

20,234 (40%) /

. Advances and cther accounts

a
/4

155,065 {15%)
159065 H3%)
_\ / 53,154 (5%)
oD Ve
/

} 335,623 (31%)

Fixed assets and investrient properties

Other assets

The Group's total assets were HK$1,127,168 million as at 30 June 2008, up HK$59,531 million or 5.6% from the end cf

2007. Key changes include:

. Cash and balances with banks and cther financial institutions increased by HK$29,387 million, or 18.5%, mainly

due to the increase in RMB deposits from participating banks placed with the PBOC.

. Advances and other accounts increased by HK$66,778 million, or 15.9%, primarily due to the growth of advances

to customers by HK$62,525 million or 15.1%.

. Securities investmenis decreased by HK$35,644 million or 10.6% as funds were redeployed into advances to

customers. As of 30 June 2008, the Group’s exposure in US subprime mortgage-backed securities dropped to

HK$1.2 billion from HK$4.1 bitlion as of end-2007.

Advances to Customers

! At 30 June " At 31 December
HK3'm, except percentage amounts 2008 % 2007 Yo
Loans for use in Hong Kong . 342,227 72,0 ° 305,677 74.0
Industrizl, commercial and financial 194,423 40.9 168,656 40.8
Individuals 147,804 31.1 137,021 33.2
Trade finance : 31,683 6.7 24,275 59
Loans for use cutside Hong Kong : 101,677 21.3 83,11¢ 2G.1
Total advances to customers ; 475,587 100.0 413,062 100.0
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Riding on the growth momentum built up fast year, total advances to customers grew strongly by HK$62.525 million or
15.1% to HK$475,587 million. The growth was broad-based, covering both corporate and individual loans, and should
be attributed to the effective implementation of the Group’s business strategies under its new business model. The
Bank's appointment as the "Asia-Pacific Syndicated Loan Centre” of the BOC Group early this year also helped grow its
syndication lending.

Loans for use in Hong Kong grew by 12.0%.

. iending to the industrial, commercial and financial sectors increased by HK$25,767 million, or 15.3%, to
HK$194,423 million, driven by the growth in lcans for property investment, property development, information
technology, manufacturing as wel as the wholesale and retail trade.

. Residential mortgage loans (excluding those under the government-sponsored Home Ownership Scheme) was up
HK$9,565 million, or 9.0%, to HK$116,148 million as a result of the Group's effective product innovation and
marketing efforts.

. Card advances was down HK$95 million, or 1.6%, to HK3$5,666 million.

. Other consumer lending increased by HK$1,153 million, or 10.8%, to HK$11,861 million mainly due to the growth
in personal loans.

Trade finance surged by HK$7,408 million, or 30.5%, as a result of the Group’s promotional efforts, improved business
model together with the robust import and export trade. Meanwhile, loans for use outside Hong Kong also grew strongly
by HX$18,567 million or 22.3%. The increase was mainly driven by overseas lending and loan growth of the Group's
Mainland operation.

Total advances to customers by currency mix (%)

2008.06 30 2007.32.11

@ = O usp Others

in terms of currency mix, HKD and USD advances to customers accounted for 75.7% and 18.3% respectively of the total at
the end of June 2008 while advances to customers in RMB and cther currencies accounied for 3.6% and 2.4% respectively.
The proportion of USD advances to customers rose by 2.7% while HKD advances to customers dec ined by 2.7%. There
was no significant change in other currency minc in the first half of 2008,
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Depaosits from Customers

At 30 June At 31 December

HK$'m, except percentage amounts 2008 % 2007 %
Demand deposits and current accounts 40,907 5.0 40,499 5.1
Savings deposits 295,502 35.9 226.653 35.9
Time, call and notice deposits 4382,70% 58.7 466,454 58.3
Total deposits from customers 819,110 99.6 793,606 89.3
Structured deposits 3,601 0.4 5,959 6.7
Adjusted total deposits from customers 822,711 100.0 799,565 100.0

Total deposits from customers increased by HK$25,504 million, or 3.2%, to HK$819,110 million. Demand deposits and
current accounts rose by HK$4038 million or 1.0%. Savings deposits increased by HK$8,249 million or 3.1%. Time, call
and notice deposits were up HK$16,247 million or 3.5%. Structured deposits, a hyorid of retail deposit and derivatives
offering a higher nominal interest rate, decreased by HK$2,358 million, or 39.6% as customers chose to switch their funds
to other investiment instruments under the volatile investment environment. The Group's loan-to-deposit ratio was up 6.15
percentage points t¢ 57.81% at the end of June 2008 as total loan growth outpaced depaosits growth.

Adjusted total deposits from customers by currency mix (%)

16% 10%
-

\

\

21%
_ 50%
22% ‘ Q
2008.06.30 2007.12.31
@ Ho ) uso Others

tn terms of currency mix, HKD and USD deposits accounted for 60.3% and 23.8% respectively at the end of June 2008,
while deposits in RMB and other currencies accounted for 5.1% and 10.8% respeciively. The proportion of HKD deposits
dropped by 8.8 percentage points while that of RMB and other currency deposits rose by 2.9 percentage points and 3.1
percentage points respectively from the end of 2007, reflecting customers’ preferences for shifting their funds into RME
deposits in anticipation of the appreciation in the value of RMB and into other foreign currency deposits for higher returns,
The proportion of USD deposits also rose by 2.8%. The Group’s HKD loan-to-deposit ratio was 72.6%, up from 58.7% at
end-2007 as HKD loans increased while HKD deposits decreased.
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Loan Quality

At 30 June | At 31 December

HK$'m, except percentage amounts : 2008 ¢ 2007
Advances 1o customers :. 475,587 413,062
Classified or impaired loan ratio® 0.34% ' 0.44%
. ‘ l |
impairment allowances : 1,524 | 1,385 |
Regulatery reserve for general banking risks : 4,620 l 4,130
Tetal allowances and regulatory reserve i 6,144 i 5,515
; ' ;
H !
Totatl allowances as a percentage of advances to customers ' 0.32% - 0.34% |
Total allowances and regulatory reserve as a percentage of ' ‘
advances to customers 1.29% 1.34%
Impairment allowances on classified or impaired loan ratio* ' 27.50% 1 22.52% |
Residential mortgage lcans* — delinquency and reschaduled loan ratio** 0.08% 0.19%
Card advances — delinquency ratio=** 0.30% | 0.28%
T
| Half-year ended Half-year ended
" 30 June . 30 June
1 2008 2007
- — - I S —— _— —_— - - b - - = - - - = - - —_—
Card advances - charge-off ratio® l 2.14% 2.59%

Classified or impaired loans represent advances which have been classified as “substandard”, "doubtiul” or ~loss™ under the Group's classdication of loan quality,
or indindually sssessed 1o be impaired. Repossessed assets are mually recognised at the lower of their fag value less cocls to sell or the amorntised cast of the related
cutstanding loans on the date of repossession The related loans and advances are deducted from Soans and advances.

* Recidantial mortgage ivans exclude those ynder the Home Ownership Scheme and other aovernment-sponsared home purchasing schemes

**  Delinguency ratie is measured by a ravo of 1etal amount of overdue loans (more than three months) to total outstanding loans.

' Excluding Great Wall cards and computed according 1o the HKMA's defiruon

Including impairment allowances on loans classified as “substandard™, ~doubtful™ or “loss™ under the Group's classification of loan quality, or mndividually assessed ta
be impased.

The Group's lean quality continued 1o improve with the classified or impaired loan ratio falling to a historical tow of 0.34%,
against 0.44% at end-2007. Classified loans decreased by approximately HK$0.2 biflien or 10.8% to HK$1.6 billion. New
classified loans remained at a low level, representing less than 0.1% of total loans outstanding.

Total impairment allowances, including hoth individual assessment and collective assessment, amounted to HK$1,524
million. Impairment allowances on classified or impaired loan ratio were 27.50%. The Group's reguiatory reserve rose by
HK$490 million to HK$4,620 million as advances to customers increased.

The quality of the Group's residential mortgage loans continued to improve with the combined delinquency and rescheduled

loan ratie falling by 0.07 percentage peint to 0.08% at the end of June 2008. The guality of card advances remained sound,
with the charge-off ratio standing at 2.14% in the first half of 2008. Both ratios were well below the market average.
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Capital and Liquidity Ratios

HK$'m, except percentage amounts

Core capital
Deducticns

Cove capital after deguctions

Supplementary capiial
Deductions

Supplementary capital after deductions

Total capital base after deductions

Risk-weighted assets
Credit risk
Market risk
Operational risk

Deductions
Total risk-weighted assets
Capital adequacy ratios {banking group level}

Core capital ratio
Capital adequacy ratic

Average liquidity ratio

In accordance with the Banking (Capital) Rules effective
from 1 January 2007, the Group adopted the Standardised
Approach in calculating capital adequacy ratios.

Consolidated capital adequacy ratic of the banking group
at 30 fune 2008 was 13.87%, up 0.79 percentage
point from end-2007 due to the increase in total capital
base. Total capital base rose by 13.0% to HK$80,639
million mainly due to a subordinated loan of EURO 660
million (approximately HK$8.15 billicn) obtained by the
Group from its parent bank, Bank of China Limited,
on 27 June 2008. This subordinated loan meets the
conditions laid down in the Banking {Capital) Rules
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At 30 June At 31 December
2008 2007
67,155 67,145
(274) (483
66,881 66,662
14,032 5,161
(274) (483)
13,758 4,678
80,639 71,340
547,432 510,970
6,299 7.998
42,631 39,139
{15.085) {12,875}
581,277 545,232
11.51% 12.23%
13.87% 13.08%

Half-year ended Halt-year ended

30 June 30 June
; 2008 2007
50.08% .

42.47% .

and has been included as supplementary capital for the
purpose of determining the capital base of the banking
group. Meanwhile, risk-weighted assets rose by 6.6% to
HK$581,277 million, mainly driven by significant growth
in advances to customers.

Average liquidity ratio remained strong at 42.47%,
versus 50.08% in the first half of 2007. The fall in
average liquidity ratio was caused by the decline of
average liquefiable assets with decreased marketable
debt securities, coupled with the growth of average
quahfying liakilities resulting from the increase in customer
deposits.



BUSINESS REVIEW

This section covers the review of the Group’s business lines together with their respective financial resuits.

Personal Banking

Restated
Half-year ended - Half-year ended
30 June 30 June Increase/
HK$'m, except percentage amounts ‘ 2008 - 2007 {decrease)
Net interest income 3.330 . 3,841 -13.3%
Other operating income : 2,532 2,332 +8.6% .
i - g
Operating income 5,862 | 6,173 -5.0% .
Operating expenses ' {2,879) {2,581) +11.5%
| s T i
Operating profit before impairment allowances i 2,983 | 3,592 -17.0%
Net charge of loan impairment allowances ; (14)1 (54) 741%
Others | (a) - N/A
- e
Profit before taxation : 2,965 3,538 -16.2%
At 30 June At 31 December Increase/ |
2008 2007 (decrease)
Segment assets \ 165,005 162,634 +1.5%
Segment liabilities i 524,774 545.397 -3.8%

Noie: For addiional segmental information, see Nate 41 1o the tnierim Financial Information.

Results

Personal Banking recorded a profit before taxation of
HK$2,965 milion in the first half of 2008. Operating
profit before impairment allowances declined by 17.0%
0 HK$2,983 million because of lower net interest income
and increased operating expenses, which was partly offset
by the increase in other operating income.

Net interest income fell by 13.3% to HK$3,330 million,
mainly due 1o narrower deposit spread as average market
interest rates were lower, Other operating income rose
by 8.6% to HK$2,532 million. Net fees and commission
income increased by 5.1%, primarily attributable to the
growth of income from the sales of bonds and structured
products, RMB-related business, card business and
currency exchange. Commission income from both stock
broking and sale of funds dropped. However, income
from foreign exchange activities grew strongly as business
volume increased.

Operating expenses rose by 11.5% to HK$2,879 million
mainly because of higher stafi costs after headcount
increase and pay rise. Higher promotional expenses and
IT costs also contributed to the increase in operating
£Xpenses.

Net charge of loan impairment allowances fell by 74.1%
to HK$14 million. This reflects an improvement in asset
quality due to lower bad debt migration rate and rise in
collateral values as well as an increase in recoveries.

Advances and other accounts, including mortgage loans
and card advances, increased by 7.8% to HK$153,205
million. Customer deposits fell by 2.3% to HK$501,081
million as customers switched their funds to other
higher yielding investments under the low interest rate

environment.
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Ensuring growth and market recognition in residential
property mortgage

in spite of fierce market competition, the Group grew
its residential mortgage business by 2.0% through
effective marketing and the introduction of a number
of new mortgage products such as “8 Privilege Gffers
for the 2008 Olympics Mortgage Schema” and “Glympic
Decathlon Mortgage Scheme". The Group also set up four
new Mortgage Advice Centres in selected areas to provide
professional consultancy services to customers. All these
innovative efforts, together with the Group's intrinsic
strengths and track record, ensured that the Group could
maintain its leading position in the residential mortgage
market with the underwriting of new mortgages increasing
by 65.4% year-on-year, outperforming the market average
of 61.7%. Meanwhile, the credit quality of residential
mortgages continued to improve as the delinquency and
rescheduled loan ratio fell further to 0.08%. In recognition
of its outstanding marigage services, the Group was
awarded the "Sing Tao Excellent Services Brand Award
2007 - Morigage and Loan Services” and the “Capital
Weekly Service Awards 2008 — Mortgage” by Sing Tao
Daily and Capital Weekly respectively.

Maintaining the competitiveness of investment and
insurance businesses

In the first half of 2008, given the increasing concern
over the global credit crisis and loss of confidence in the
investment environment, stock markets throughout the
waorld experienced a slump in general. Naturally, this had
an adverse impact on the Group’s investment-related
agency businesses, Nevertheless, the Group made good
progress in product innovation and further enhanced its
business platform to meet customers’ needs. Moreover,
the Group expanded its bond and life insurance agency
businesses considerably during the period. The Group
continued to promote its stock brokerage business and
imprave its trading platforms and services such as the
"Closing Auction Session for Securities Trading” and
"Online Securities Margin Trading” services. In anticipation
of a more volatile market in 2008, the Group launched
the “Balanced Investment Funds Series” (the “Series™) in
December 2007 10 raise customers’ awareness of porticlio
risk management while offering & wide array of investment
products. As a result, the total number of funds available

= Bedore inter-cegment glimination
**including wealth management VIP and wealth management Prime custemars
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for selection in the Series increased and its contribution
to the total fund sales significantly improved. The Group
continued to expand its range of structured products and
enhance its private placement services, leading to a strong
growth of 200.2% in the sales of structured notes.

Regarding the life insurance agency business, with
effective marketing, extensive staff training, optimised
operation procedures and product innovation, the sales
of life insurance products and related commission inccme
surged by 64.7% and 70.0% respectively year-on-year*.
In terms of product innovation, the Group intreduced a
range of tailer-made products such as the “Fortuitous
Saving Protection Plan” and “Pleasure 5-Year Saving
Protection Plan” during the period to meet the diverse
needs of customers.

To cope with customer's demand for all-encempassing
protection products, the Group pioneered a firsi-of-its-
kind bundled protection product in the market known
as the “BOC Family Comprehensive Protecticn Plan”.
This product eifers customers with extensive protection
covering home content, annual travel, personal accident,
golfer and domestic helper. Not surprisingly, cusiomers’
feedback on this product has been highly positive.

Continuous expansion of high net worth customer
base

The Group is commitied to providing premium services
to its high net worth customers. In the first half of
2008, the Group enhanced its private placement service
which helped boost the sales volume of structured nctes
by 200.2%. To expand its high net worth customer
base, the Group launched marketing campaigns such as
the “Olympic Five Rings Rewards”, offering a range of
exclusive priviteges on designated transactions in foreign
currency fixed deposits, RMB services, fund subscription
and securities trading. The Group also introduced the
“Customer-Get-Customer Programme” by rewarding
existing wealth management customers with privileges
for new customers referred. As at the end cf June 2008,
the total number of wealth management customers™*
grew by 14.4% versus end-2007. Meanwhile, assets
of wealth management customers maintained with the
Group declined by 1.8% amidst a volatile stock market.




Steady growth of credit card business

The Group's card business conuinued to expand due to
active private consumption with the number of cards in
issue increasing by 5.4% from the end of last year. At the
same time, cardholder spending volume and merchant
acquiring velume registered growths of 17.2% and 23.2%
respectively.

To grasp business opportunities arising from the 2008
Beijing Olympics, the Group issued the “VISA BOC Olympic
Games Platinum Card” in May 2008. in the same month,
a new co-branded card, “BOC Esso MasterCard”, was
launched providing exclusive privileges to cardholders.
These new cards not only enriched the Group’s product
range but also enhanced its product differentiation among
the competiters. Meanwhile, the Group's card business in
the Mainland continued to grow and the "EMV Titanium
Card” was introduced during the period. The Group has
alsc been bengfiting from the bank card-related service
and support in the Mainland market made available by
BOC Services Company, Limited, a joint venture formed
netween BOC Credit Card (International} Ltd. and BOC in
November 2007.

Growing and leading RMB banking business in Hong
Kong

The Group has maintained its leading position in RMB
banking business in Hong Kong. To satisfy the surge in
demand for RMB deposits in the first half of 2008, the
Group launched “RMB Exchange Express” to provide
customers with a more convenient service in their RMB
exchange transactions. At the same time, the Group
launched the “RMB Remittance Express” service in April
2008, providing customers with RMB remittance service 1o
bank accounts in the Mainland with preferential handling
charges. The Group has continued to enjoy the largest
market share in its local RMB deposits-taking business

with the amount of deposits mare than doubled in the
first half of 2008. In respect of the RMB credit carg
business, the Group has alsc maintained its leading
pasition as the number of RMB credit cards issued grew
by 22.4% from the end of 2007 while the RMB card
acquiring volume and RMB cardholder spending volume
surged by 73.2% and 66.0% respectively year-on-year.
At the end of June 2008, the numbszr of ATMs providing
RMB withdrawal service reached 326. Taking advantage
of the Group’s leading position in RMB business, the total
number of RMB withdrawals in our ATM network In the
first half of 2008 recorded a significant increase of 81.5%
compared with the same period of 2007.

Channel rationalisation and e-channel development
The Group continued to optimise its distribution channels.
In the first half of 2008, the Group cpened 1 new branch,
renovated 12 existing branches and added & Wealth
Management Centres and 4 Mortgage Advice Centres to
its network in Hong Kong. As at the end of June 2008,
the Group's service network in Hong Kong comprised of
288 branches,

Customers’ satisfaction regarding the Group's service
quality is of utmost importance to the Group. In the
first half of 2008, the Group launched & comprehensive
transaction survey programme in branches for obtaining
customers’ feedback on the Group's service improvement
programmes. At the same time, the Group continued to
enhance its e-banking channels, especially for investment
fupctions, in order to strengthen its competitive edge in
providing internet investment services. In the first half
of 2008, the number of e-banking customers increased
by 6.2% and the stock trading transactions carried out
thraugh e-channels accounted for 77.5% cf total number
of transaction.
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Corporate Banking

: Restated
! Half-year ended : Half-year ended
30 June 30 June increase/ -
HK$'m, except percentage amounts 2008 2007 {decrease)
Net interest income | 2,972 2,503 +6.0% -
Other oparating income | 1,132 863 +31.2% .
g - o d
Cperating income F 4,104 | 3,666 +11.9% .
Cperating expenses " (1,081)2 {899) +20.2%
Operating profit before impairment allowances 3,023 | 2,767 +9.3%
Net (charge)/frelease cf loan impairment allowances (57)% 220 N/A
Others (3): - N/A
Profit befare taxation 2,963 | 2,987 0.8%
At 30 tune At 31 December Increase/ -
2008 - 2007 (decrease):
Segment assets 339,456 281,680 +20.5%
Segrment liabilities 324.447 | 284,353 +14.1% |

Nate. For agditional cegmental information, see Note 41 to the Interim Finanoal Information,

Resufits

Corporate Banking achieved good results in the first
half of 2008. Operating income increased by 11.9% to
HK$4,104 million, which was driven by the growth in
both net interest income and other operating income.
After accounting for the 20.2% increase in operaling
expenses, operating profit before impairment allowances
rose by 9.3% to HK$3,023 million. Profit before taxation
fell by 0.8% to HK$2,963 million, mainly due to the
dacline in loan recoveries and increase in loan impairment
allowances.

Net interest income increased by 6.0% to HK$2,872
million mainty due to the growth in loans and advances,
which was partly offset by narrower deposit spread as
average market interest rates dropped. Other aperating
inceme rose by 31.2% to HK$1,132 million, thanks to the

growth in fees income from loan and bilis services.

Cperating expenses were up 20.2% to HK$1,081 million,
mainly due to higher staff costs after headcount increase
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and pay rise. Higher business tax for increased Mainland
business and depreciation charges on computer equipment
also contributed to the increase in operating expenses.

Net charge of loan impairment allowances was HK$57
millicn, cempared to the net release of HK$220 million
in the first half of 2007. The net charge reflected the
reduction of loan recoveries and the increase in the loan
impairment allowances made to cover the formation of
new impaired loans and further deterioration of existing
impaired accounts. In view of the unfavorable outlook of
the macre economics and signs of deterioration of the US
economy, precautionary measures have been implemented
sych as by tightening up the underwriting standards of
credit approval and the monitering of SME loans, ravising
the lending and pricing strategies on new credits of the
segments concerned.

Advances and other accounts increased significantly by
20.3% to HK$337,568 million. Custcmer deposits grew
by 13.9% to HK$320,6%2 million.



Spearheading the growth of loan syndication

The Group has maintained its leading position in loan
syndication. According te Basis Point, the Group remained
the top mandated arranger in the markets of syndicated
loans for both Hong Kong-Macau and the Mainland-
Hong Kong-Macau in the first half of 2008. In January
2008, the Group was appointed as the "Asia-Pacific
Syndicated Loan Centre” of the BOC Group with the
responsibilities of initiating, coordinating and managing
the syndicated loan business in the Asia-Pacific region.
This appointment not only signifies the recognition of
the Group’s expertise and extensive experience in the
syndicated loan market, but also helps it in exploring
cross-border business opportunities in the wider region.
It helps boost the Group's loan fee income as well as
its syndicated lending. The Group established the first
phase of the “Loan Syndicaticn Information Management
System” in the first half of 2008. This new system links
up similar networks of the BOC Group’s majer branches,
thus cptimising the sharing of supporting information
amecng group members and enhancing overall cperational
efficiency.

Making good progress in expanding SME business

The high-yielding SME business remains ong of the Group’s
strategic focuses. In the first half of 2008, loans to the
SME segment recorded & solid growth. The Group further
strengthened its relationship with SME customers by
taunching a number of thematic marketing programmes
and sponsoring a series of marketing activities. At the
same time, the Group continued to enhance its product
offerings and refine its products. In January 2008, the
Group and the Hong Keong Productivity Council jointly
launched the “Green Equipment Financing Scheme”, &
preferential fending package for corporate customers
to acquire environment-friendly eguipment. in addition,
the Group intreduced the "Corporate Privilege” services
at selected branches 1o tailor-make services for targeted
customers, These initiatives helped sustain the growth
momentum of the SME business and resulted in a double-
digit growth of SME loans in the first half of 2008. In
recognition of its success in the SME business, the Group
was awarded the "SME's Best Partner Award 2008" by
the Hong Kong Chamber of Smail and Medium Business

Limited and the *Capital Weekly Service Awards 2008 -
SME Banking” by Capital Weekly during the period,

Solid growth of trade finance

The Group continued to step up its marketing efforts to
stimulate the growth of the trade finance business. In
the first halt of 2008, the Group repositioned part of its
operations 1o further improve its ooerational efficiency.
In addition, the Group initiated the “Trade Facilities
Reform Programme” in March 2008 to streamline the
credit approval process and raise the utilisation rate of
credit limit. With these initiatives, the cutstanding balance
of trade finance grew strongly by 30.5% compared tc
end-2007. The volume of trade bills settlement likewise
grew significantly by 44% year-on-year.

Robust expansion of cash management

In the first half of 2008, the Group continued to design
and consolidate cross-border cash rnanagement projects
for large Mainland enterprises seeking global expansion.
At the same time, the Group stiove to maintain its
competitive edge in the Jocal cash management business
by making continuous refinement on existing products
such as "Integrated Receivables and Payment Solutions”
and developing new producis to meet the diverse needs
of customers. Through effective marketing campaigns,
the number of CBS Online customers increased by 23.0%
while that of BOC Wealth Master customers grew by
6.6%.

Vigorous development of custody services

Custedy business continued to grow in the first half of
2008. The Group has been actively exploring business
opportunities in both local and overseas markets. During
the period, the Group succeeded in becoming the
custodian for a locally listed investment fund. In January
20083, the Group was appointed by one of the largest
joint venture investment banks in the Mainland as the
foreign custodian for its first QDI product, which was also
the first broker-type QDII ever approved in the Mainland.
The Group alse successiully implemented several QDII
mandates in the first half of 2008. At the end of June
2008, total assets under custody was HK$295 billion.
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Mainland Business

Strong growth of Mainland business

Mainland business continued to be one of the high-growth
segments of the Group. Following the implementation of
a dualistic approach in the Mainland husiness with the
local incorporation of Nanyeng {China) in Decernber
last year, the Group's Mainiand operation made good
progress in business development. Total advances to
custormers grew by 17.2% to HK$35.1 billion, with RMB
loans surging by 26.0%. Customer deposits increased
by 112.7% to HK$12.7 billicn. Total cperating income
recorded a satisfactory year-on-year growth of 15.4%,
driven by sirong growth in both pet interest income and
net fees and commission income which was, however,
partially ofiset by the foreign exchange toss arising from
the revaluation of Nanyang {China)’s Hong Kong Dollar
capital funds against the appreciated RMB. Operating
profit before impairment allowances fell by 7.6% vear-
on-year. Should the estimated impact of the exchange
revaluation of the Mainland operation’s capital funds be
excluded*, operating profit before impairment allowancas

would have increased by 40.3%. Loan quality remained
sound, with the classified loan ratio standing at 0.78%, an
increase of 0.10 percentage point from end-2007 mainly
due to the downgrade of an individual account.

By the end of June 2008, the Group’s network in the
Maintand consisted of 1% branches and sub-branches
{inciuding those of Nanyang (China}). 13 branches and
sub-branches had already been permitted to conduct
RMB business**. On 24 July 2008, the head office of
Nanyang (China) was approved to start its domestic retail
RMB business. In the first half of 2008, the China Banking
Regulatory Commission (*CBRC "} had approved Nanyang
(China)'s application to establish its Hangzhou branch,
Nanning branch and Shanghai Xuhui sub-branch, while
Guangzhou Panyu sub-branch commenced business on 23
July 2008. Meanwhile, the Group has launched a series of
structured products as well as QDI products to expand its
wealth management business in the Mainland and at the
same time to enhance its cross-border financial services to
better serve both personal and corporate customers.

The estimated mpact of the exchange revaluation of the Maniand operation’s capital funds wcluded the exchange revaluation loss of Nanyang (Chinal's HKD caputat

funds and the revaluztion gain of the AMB operating funds of the Group's oiher maintand branches.

©* Eucept ior Mainland residents
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Treasury

C—— - - =

HK$'m, except percentage amounts

—— - [ - R

Net interest income
Qther operating income

MANAGEMENT'S DISCUSSION AND ANALYSIS

Restated

Operating income

Operating expenses

QOperating profit before impairment allowances
Net charge of impairment allowances on

securities investments

Profit before taxation

Segment assets
Segment liabilities

Half-year ended Half-year ended
30 June 30 June Increase/f
2008 2007 {decrease)
3,456 2,451 +41.0%
933 51 +1,729.4%
4,389 2,502 +75.4%
{(431) (258) +67.1%
3,958 2,244 +76.4%
(2.149) - N/A
1,809 2,244 -19.4%
At 30 June At 31 December Increase/
2008 2007 (decrease)
563,506 566,661 -0.6%
+32.8%

154,217 116,095

Note: for additional segmental information, see Note 41 to the Interim Financial information.

Results

The Treasury segment grew its operating incame by
75.4% to HK$4,389 million year-on-year owing mainly
to the growth in both net interest income and other
operating income. Operating profit before impairment
allowances increased by 76.4% to HK$3,958 million after
accounting for the 67.1% growth in gperating expenses.
Profit before taxation declined by 19.4% owing to a net
charge of HK$2,149 million of impairment allowances on

securities investments.

The 41.0% rise in the net interest income was made
possible by higher interest spread on the debt securities
portfolio with lower funding cost as interest rate
declined.

Other operating income also rose significantly by HK$882
million to HK$933 million. This was mainly attributable to
lower marked-to-market loss on foreign exchange swap
contracts and higher income from other foreign exchange
activities driven by increased business volume of foreign
exchange and structured deposits. Income from equity

instrument and commodities also increased, mainly driven
by the newly launched “Equity-Linked Investments” and
higher customer demand for bullion products. A gain on
disposal of securities was recorded for the sale of Visa
Inc. shares.

Cperating expenses rose by 67.1% to HK$431 mitlion,
mainly due to higher staff costs after headcount increase
and pay rise as well as increased IT costs and depreciation
charge on computer equipment.

In the first half of 2008, further deterioration of the
capital market had an impact on the Group’s securities
investments in the US and hence the related provisions.
The Group carried out a comprehensive assessment on
its impairment charges, taking into account the relevant
criteria and other specific features of the investments,
and increased its provisions accordingly. As a result, a net
charge of impairment allowances on securities investments
of HK$2,149 million was made for the Group’s portfolio
of US mortgage-backed securities. Following the reporting
period end, the market continues to weaken which may
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MANAGEMENT'S DISCUSSION AND ANALYSIS

further impact the Group's securities investments. The
Group will closely monitor future market development and
proactively manage its investment portfolio.

At the end of June 2008, the Group's debt securities
investments amounted to HK$258.9 billion. 98% of the
portfolio was rated A or better*. The Group's exposures
to US subprime mortgage-backed securities, US Alt-A and
US Prime residential mortgage-backed securities amounted
to HK$1.2 billion, HK$5.2 billion and HK$24.4 billion
respectively. Exposures to Freddie Mac and Fannie Mae,
the US mortgage agencies, totalled HK$5.5 billion.

*  The ratings were based on Moodys' ratings or their equivalent to the
respective issues of the debt securities. For those with no issue rating, their
issuer ratings were used.

Diversifying investment portfolic and enhancing
portfolio management

The sentiment of the capital market further deteriorated in
the first half of 2008 due to the worsening credit crunch
and liquidity concerns which meant that the operating
environment for treasury business was very challenging.
Against this backdrop, credit spread increased to the
widest level in recent years. While the Group conducted
detailed analyses and closely monitored its treasury
portfolio to ensure the overall credit risk was maintained
at an acceptablie level, it also adopted appropriate
investment strategies to take advantage of the wider

Insurance

HK$'m, except percentage amounts

Net interest income
Other operating income

Operating income
Net insurance benefits and claims

Net operating income
Qperating expenses

(Loss)/Profit before taxation

——————— e e ————— s ——— — — —

credit spread under the low interest rate environment.
By expanding investments in certain high-quality debt
securities of money centre banks, the Group not only
diversified its investment partfolio, but also improved
its investment return. Meanwhile, under the operation
of three specialised investment teams each focusing
on different markets and with the implementation of
the Asset Liability Management System last year, the
Group's investment decision-making process and portfolio
management were further enhanced. More advanced
analytical models and systems are now in place to help
maximise the return on surplus funds in the volatile
market,

Enhancing product manufacturing capabilities and
improving product cross-selling efforts

The Group continued to develop treasury products to
meet customers' needs. In respanse to a volatile equity
and foreign exchange market, the Group enhanced the
varieties of its product offerings. After the launch of
its first structured notes and equity warrants last year,
the Group further expanded its product offerings by
introducing its first equity-linked investment products
under its own brand in fanuary 2008. At the same time,
by cross-selling with the Corporate Banking unit, currency-
linked structured deposits were offered to major corporate
customers which helped boost the sales of structured
products significantly.

Half-year ended Half-year ended

30 June 30 June Increase/
2008 2007 (decrease)
538 346 +55.5%
2,955 2.441 +21.1%
3,493 2,787 +25.3%
(3.602) (2,632) +36.9%
(109) 155 N/A
{69) (48) +43.8%
(178) 107 N/A

At 30 June At 31 December Increase/
2008 2007 {decrease)
27,738 24,545 +13.0%

Segment assets
Segment liabilities

25,982 23,182 +12.1%

Note: For additional segmental informatien, see Note 41 1o the Interim Financial Information.
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Results

The Greup's Insurance segment registered a growth of
25.3% in operating income, driven by increases in net
interest income and other operating income. However,
after accounting for the increases in net insurance benefits
and claims by 36.9% and operating expenses by 43.8%,
the segment recorded a loss before taxation of HK3$178
million in the first half of 2008.

Net interest income rose by 55.5% to HK3$538 million
primarily because of an increase in investments in debt
securities made by the significant growth of premium
income. Qther operating income increased by 21.1% to
HK$2,955 million which was driven by the 53.4% growth
of net insurance premium income but partially offset by
the marked-to-market loss of its debt securities and equity
investments. At the same time, net insurance benefits
and claims rose by 36.9% mainly due toc the growth of
new business. During the pericd, the segment achieved
significant growth of single premium endowment products
which created the new business strain on its current year
profitability. 1t was caused by the initial outlay such as
commission and reserves charged when a new policy
was written, However, the future income stream from
the related investments wouid gradually repay the initial
outlay and be reflected in future profit.

Assets in the Insurance segment grew by 13.0% because
of the increase in debt securities investments. Liabilities
rose by 12.1% with an increase in insurance contract
liabilities.

Driving sales by product innovation

By offering a wide range of products, the Group continued
10 expand its insurance business, In the first half of 2008,
new single premium products such as the “Fortuitous
Saving Protection Plan” and “FPleasure 5-Year Saving
Protection Plan” were introduced and received good
response from customers. A new life product targeting
SME businesses was also launched. At the same time, a
series of promotional and marketing activities were rolled
out to drive the sales of regular pay products such as the
“Companion Insurance Plan” and "Get-Free Insurance

*  Before group elimination

Plan“. As a result, premium income of single and regular
pay products* were up 56.5% and 31.2% respectively
year-on-year, BOC Life ranked number one in the market
in terms of total new business premium in the first guarter
of 2008 and its market share as of the first quarter of
2008 was increased from end-2007.

Developing multi-channel platform

Following the establishment of BOC Life's telemarketing
call centre in late 2007, a direct insurance specialist team
was set up in the first half of 2008 and stationed at the
Group's branches for providing customers with financial
needs analysis and cross seliing life insurance products.

RISK MANAGEMENT

Banking Group

Overview

The Group believes that sound risk management is crucial
to the success of any crganisation. 'n its daily operation,
the Group attaches a high degree of importance to risk
management and emphasises that a balance must be
struck between risk control and business growth and
development. The principal types of risk inherent in
the Greup’s businesses are reputation risk, legal and
comgpliance risk, strategic risk, credit risk, market risk,
interest rate risk, Hquidity risk and operational risk.
The Group’s risk management ohjective is to enhance
shareholder vaiue by maintaining tisk exposures within

acceptable limits.

Risk Management Governance Structure

The Group's risk management governance structure is
designed to cover the whaole pracess of all businesses and
ensure varicus risks are properly managed and controlled
in the course of conducting business. The Group has
a sound risk management organisational structure. it
implemants a comprehensive set of policies and procedures
to identify, measure, monitor and control various risks that
may arise. These risk management policies and procedures
are regularly reviewed and modified to reflect changes in
markets and business strategies. Various groups of risk
takers assume their respective responsibilities for risk

management.
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The Board of Directors, representing the interests of
sharehoiders, is the highest decision-making authority
of the Group and has the ultimate responsibility for
risk managemant. The Board, with the assistance of
its committees, has the primary responsibility for the
formulation of risk management strategies and for
ensuring that the Group has an effective risk management
system to implement these strategies. The Risk Committee
("RC"), a standing committee established by the Board
of Directors, is responsibie for cverseeing the Group's
various types of risks, reviewing and approving high-level
risk-related policies and overseeing their implementation,
reviewing significant or high risk exposures or transactions
and exercising its power of veto if it considers that any
transaction should not proceed. The Audit Committee
(“AC"} assisis the Board in fulfilling its role in overseeing
the internal control system.

The Chief Executive (“CE") is responsible for managing
the Group's various types of risks, approving detailed
risk management policies, and approving material risk
exposures or transactions within his authority delegated
by the Board of Directors, The Chiet Risk Officer ("CRO")
assists the CE in fulfilling his responsibilities for the day-
to-day management of risks. The CRC is responsible for
initiating new risk management strategies, projects and
measures that will enzble the Group to better monitor and
manage new risk issues or areas that may arise from time
to time from new businesses, products and changes in
the operating environment. He may also take appropriate
initiatives in response to regulatory changes. The CRG is
also responsible for reviewing material risk exposures or
transactions within his delegated authority and exescising
his power of veto if he believes that any transaction
should not proceed.

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

The Group’s principal banking subsidiaries, Nanyang and
Chiyu, are subject to risk policies that are consistent with
those of the Group. These subsidiaries execute their risk
management strategies independently and report 10 the
Group’s management on a regular basis.
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Credit Risk Management

Credit risk is the risk that a customer or counterparty will
be unable 1o or unwilling t¢ meet a commitment it has
entered into with the Group and will cause a financial
loss. The Chief Credit Officer ("CCG”) reports directly
to the CRO and is responsible for the management of
credit risk and for the formulation of all credit policies
and procedures. Different credit approval and control
procedures are adopled according to the level of risk
assaciated with the customer, counterparty or transaction,
Corporate and financial institution credit applications are
independently reviewed and objectively assessed by risk
management units. A small business credit scorecard is
used 1o assist the ¢redit assessment of smalt enterprise
credit facilities. A credit scoring system is used to process
retail credit transactions, including residential mortgage
loans, personal ioans and credit cards. The Credit Risk
Assessment Commitiee comprising experts from the
Group’s credit and other functions is respensible for
making an independent assessment of all credit facilities
which require the approval of Deputy Chief Executives
or above.

The Group's internal loan grading system divides loans
into 5 categories with reference to HKMA's guidalines.
The Risk Management Departiment (“RMD") provides
regular credit management information reparts and ad
hoc reports to the Management Committee, RC and Board
of Direciors to facilitate their continuous monitoring of
credst risk.

For investments on debt securities and securitisation
assets, the external credit rating and assessment on credit
quality of the underlying assets are used for managing
the credit risk involved. Credit limits are established on
a customer and security issuer basis. For derivatives,
the Group sets customer limits to manage the credit
risk involved and follows the same approvat and control
pracesses as loans and advances. Ongcing monitoring and
stap-loss procedures are established.

The Group adoptled a comprehensive methodology
in determining whether a particular asset/mortgage-
backed security {"ABS/MBS™) was impaired. Under
the methodology. the Group would not only take into
consideration the mark-to-market (MTM) price of the
issue and its external ¢redit rating, but also other factors
including its FICO score, vintage, collateral lacation,
adjustable rate mortgage ("ARM") status, delinguencies,
level of coMateral protection, loan to value ratio and



prepayment speed. Having considered these factors, the
ABS/MBS issue had to further pass the required credit
enhancement coverage ratic set by the Group. This
ratio was determined by applying assumptions regarding
the default rates based on the available delinguency,
foreclosure and real estate owned (“REC”) data of the
ABS/MBS issue.

Interest Rate Risk Management

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

. Repricing risk ~— mismatches in the maturity or
repricing periods of assets and liabilities

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

the same repricing period

. Yield curve risk — non-parallet shifts in the yieid
curve, e.g. steepening or flattening of the yield
curves that may have an adverse impaci on net

interest income or econamic value

. Option risk — exercise of the options embedded
in assets, lishilities or off-halance sheet items that
can cause a change in the cashflows of assets and
liahilities

The Group’s Asset and Liability Management Committee
{("ALCQ") exercises its oversight of interest rate risk and
RC sanctions the interest rate risk management policies
formulated by ALCO. The interest rate risk is identified
and measured on a daily basis. The Treasury Department
{(*TD”) manages the interest rate risk according io the
established policies. The Finance Department (“FD"}
closely menitors the related risks and the results are
reported to ALCO regularly. RMD reviews the policies,
guidelines and limits proposed by the TD.

Gap analysis is one of the tools used to measure the
Group's exposure to repricing nisk. This provides the
Group with a static view of the maturity and repricing
characieristics of its balance sheet positions. The Group
uses interest rate derivatives to hedge its interest rate
exposures and in most cases, plain vanilla interest rate
swaps are used.

Sensitivities of earnings and eccnomic value to interest
rate changes (Earnings at Risk and fconomic Value at
Risk) are assessed thraugh a hypothetical interest rate
shock of 200 basis points across the yield curve on both
sides. Earnings at Risk and Econemic Value at Risk are
controlled respectively within an approved percentage
of the projected net interest income for the year and the
latest capital base as sanctioned by RC. The results are
reported to ALCO and RC on a regular basis.

The impact of basis risk is gauged by the projected change
in net interest income under scenarics of imperfect
correlation in the adjustment of the rates earned and paid
on different instruments. Ratios of assets to liabilities with
similar pricing basis are established to monitor such risk.

Stress test on vield curve risk is performed to assess
the impact on earnings and economic value due to
the stegpening or flattening of the yield curve. The
impact of cpticnality of demand and savings deposits
and prepayment of mortgage loans is alsc assessed
under different stress test scenarios. The prepayment
risk of ABS/MBS is assessed by the impact on earnings
and economic vatue using the sensitivity of extended/
contracted weighted average life.

Market Risk Management

Market risk is the risk of loss that results frem movements
in market rates and prices. The Group’s market risk arises
from customer-relatad business and proprietary trading.
Trading positions are subject to daily marked-to-market
valuatian. The risk includes potential losses arising from
changes in foreign exchange and interest rates as well as
equities and commodities prices.

Market risk management framework

Market risk is managed within var ous major risk limits
approved by the RC, including risk positions and/or risk
facior sensitivities. Since April 2007, BOCHK has also
formally applied Value-at-Risk (VAR) limit as a daily risk
management t0ol. These overa!l risk limits are divided into
sub-limits by reference to different risk products, including
interest rates, foreign exchange rates, commodity prices
and equity products. Transactions are classified into
different risk product categories according to the
prominent type of risk inherent in tne transactions.
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As aforesaid, the Group’s risk management objective
15 to enhance shareholder vaiue by maintaining risk
exposures within acceptable limits. The Group's market
risk management framework comprises three levels.
The Board of Directors and its Risk Commitiee are the
ultimate decision making authorities. The formulation
of risk management procedures and the implementation
mechanism, and the monitoring of compliance are mainly
the responsibifity of the Group’s senior management
{including CE and CRO). RMD is responsible for the
oversight of the Group's market risk to ensure that overall
and individual market risks are within the Group's risk
tolerance, Risk exposures are monitored on a day-to-day
basis to ensure that they are within established risk limits
and are regularly reporied to the senior management.
Nanyang and Chiyu have their own independent risk
monitonng units 1o meniter limit compliance on a daily
basis.

The Group's conirol of market risk is based on restricting
individual operaticns to trading within varicus market

At 30 June

HK$'m 2008
- - e —— i g

VAR for all market risk 6.3
VAR for foreign exchange risk products 5.7
VAR for interest rate risk products 3.3
VAR for equity risk products 0.2
VAR for commodity risk products 0.0

At 30 June
HK$'m 2007
VAR for all market risk 2.8
VAR for foreign exchange risk products 35
VAR for interest rate risk products 1.3
VAR for equity risk products 0.3
VAR for commodity risk products 0.0

1 Structural FX positians have been escluded

risk limits approved by the RC, and a list of permissinle
instruments authorised by senior management, as well as
enforcing rigorous new product approval procedures to
ensure that all risks that arise are thoroughly identified,
properly measured and adequately controlled.

The Group also uses VAR technigue to measure potential
losses and market risks of its trading book for reporting to
the RC and senior management on a periodic basis. VAR is
a statistical technique which estimates the potential losses
that could occur on risk positions taken over a specified
time horizon within a given level of confidence.

The Group has changed its VAR calculation from a
variance/co-variance basis to historical simulation basis
with effect from April 2007. The Group uses historical
movements in market rates and prices, a 99% confidence
level and a 1-day holding period to calculate pertfolio and
individual VAR. Movements in market prices are calculated
by reference to market data from the last two years.

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

Maximum for
the first half

Minimum for
the first half

Average for
the first half

of 2008 of 2008 of 2008

3.0 7.8 5.2

2.8 7.3 4.6

1.0 3.8 2.1

0.2 2.8 0.6

0.0 0.5 0.1
Minimum for Maximum for Average for
the first haif the first half the first half
of 2007 of 2007 of 2007

1.4 4.8 3.1

1.0 5.2 3.4

0.7 31 1.8

0.1 0.6 0.3

0.0 0.4 0.1

2 Revenues from structural FX posstions and bazk 1o badk wansaciions have been excluded
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In the first ha!f of 2008, the average daily revenue?® of
BOCHK earned from market risk-related trading activities
was HK$6.0 million {first half of 2007: HK$2.6 million),

Although a valuable guide to risk, VAR should always be
viewed in the context of its limitations. For example:

- the use of historical data as a proxy for estimating
future events may not encompass all potential
events, particularly those which are extreme in
nature;

- the use of & 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 cne-
day holding period may be insufficient to liquidate
or hedge all positions fully;

- the use of a 9% per cent confidence level, by
definition, does not take into account losses that
might occur beyond this tevel 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.

The Group recognises these limitations by augmenting
its VAR limits with other position and sensitivity limit
struciures. Additionally, the Group applies a wide range
of stress testing, both on individual portfolios and on the
Group’'s consolidated positions. Stress testing programme
of the trading book includes sensitivity testing on changes
in risk factors with varicus degrees of severity, as well as
scenario analysis on historical eveats including the 1997
Asian Crisis and the 11 September event in the United
States in 2001. The Group’s stress-testing regime provides
senior management with an assessmeant of the financial
impact of identified extrame events on the market risk
exposures of the Group.

Liquidity Risk Management

The aim of liquidity management is to enable the Group
to meet, even under adverse market conditions, all its
maturing repayment cbligations on time, and to fund
all its asset growth and strategic opportunities without
forced liquidation of its assets at short notice.

FHIFAPN I A e FF T M 18w B R bl ol WP ARSI FRIEAS IR T AR

The Group funds its operations principally by accepting
deposits from retail and corporate depositors. In addition,
tha Group may issue certificates of deposit to secure
long-term funds. Funding may also be secured through
adjusting the asset mix in the Group's investment
porticlio. The Group uses the majority of funds raised to
extend loans, to purchase debt securities or 10 conduct
interbank placements.

The Group monitors the liquidity risks using cash flow
analysis (under normal conditicn and stress conditions
respectively) and by examining deposit stability,
cancentration risk, mismatch ratios, loan-to-deposit
ratio and liquidity profile of the investment porticlio.
The primary objective of the Group's asset and liability
management strategy is to achieve optimal returns while
ensuring adeguate levels of liquidity and capital within an
effective risk control framework and ALCO is responsible
for establishing these policy directives (including the
liquidity cantingency plan), and RC sanctions the liquidity
management policies. TD manages the liquidity risk
according to the established policies. FO moniters the
Group's liquidity risks and reports to ALCO regutarly.
RMD reviews the policies, guidelines and limits proposed
by the TD.

Operational Risk Management
Operationat risk is the risk of loss resulting from inadeguate
or failed internal processes, pecple and systems, or from

external avents.

The Group has put in place an effective internal controd
process which reguires the establishment of detailed
policies and contral procedures for sll the key activities.
Proper segregation of duties and authorisation is the
fundamental principle followed by the Group. RMD
formulates corporate-leve! policies and procedures
concerning operational risk management which are
approved by RC. The management of respective business
lines is responsible for managing and reporting operational
risks specific to their business units by applylng the
respective 1ools such as key risk indicators, self assessment
and operational risk events reperting mechanism 10
igentify, assess and control the risks inherent in their
business processes, activities and products. These are
followed by periodic monitoring and ongoing review of
changes by RMD. Besides the current operational risk
status, trends derived from historical data are served as
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alert on potential risks. RMD evaluates the operational
risk profile, records operational risk data and reports
operaticnal risk issues to RC and senior managemeant. The
Group also takes out insurance to mitigate unforeseeable
operational risks.

Business continuity plans are in place to support business
operations in the event of emergency or disaster.
Adequate backup facilities are maintained and periodic
drills are cenducted.

Reputation Risk Management

Reputation risk is the risk that negative publicity regarding
the Group’s business practices, whether genuine or not,
will cause a potential decline in the customer base or lead
10 costly litigation or revenue erosion. Reputation risk is
inherent in every aspect of business operation and covers
a wide spectrum of issues.

In order to mitigate reputation risk, the Group has
formulated its Reputation Risk Management Policy that
is diligently implemented. This policy provides guidance
to prevent and manage reputation risk proactively at an
early stage. It reguires constant monitoring of external
reputation risk incidents and published failures of risk
incidents in the financial industry.

Legal and Compliance Risk Management

Legat risk is the risk that unenforceable contracts, lawsuits
or adverse judgments may disrupt or otherwise nagatively
affect the operation or financial condition of the Group.
Compliance risk is the risk of legal or regulatory sanctions,
financial loss, or loss to reputation a bank may suffer as
a result of its any failure to comply with all applicable
laws and regulations. By establishing and maintaining
appropriate pelicies and guidelines, the CRQ, working
through the Legal and Compliance Department, is
respensible for proactively identifying and managing
these risks.

Strategic Risk Management

Strategic risk generally refers te the risks that may induce
immediate or future negative impact on the financial and
market positicns of the Group because of poor strategic
decisions, improper implementaticn of strategies and lack
of response to the market.
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The Board of Directors reviews and approves the policy
for the management of strategic risks. Key strategic issues
have to be fully evaluated and properly endorsed by the
senior management and the Board.

Capital Management

The major cbjective of capital management is to maximise
1oial shareholders” return while maintaining a capital
adequacy position commensurate with the Group's overall
risk profile. The Group pericdically reviews its capital
structure and adjusts the capital mix where appropriate
to achieve the targeted weighted average cost of capital.
ALCO monitors the Group’s capital adeguacy. The Group
has complied with all the statutory capital standards for
all the pericds.

To comply with HKMA's requirements as staied in the
Supervisory Policy Manual "Supervisory Review Process”,
the Group has implemented its internal capital adequacy
assessment progess ("ICAAP™). Using the statutory
minimurn capital adequacy ratio {"CAR"), 8%, as &
starting point, extra capital (capital add-on) needed to
cover the risks not captured under Pillar | was assessed.
Scorecard methodology has been used to evaluate the
Group’s risk profite in order tc assess the capital add-on
and determine the minimum CAR. An Operating CAR
Range has also been established which incorporates the
need for future business growth and efficiency of capital
utilisation.

Stress Testing

The Group supplernents the analysis of varicus types of
risks with stress testing. Stress testing is a risk managemerit
tool for estimating the Group's risk exposures under
stressed conditions arising from extreme but plausible
market or macreeconomic movements, These tests are
conducted on a regular basis and ALCO monitors the
results against limits approved by RC. Stress test results
are also reported 1o the Board and RC regularly.

BOC Life Insurance

The principal activity of BOC Life's business is the
underwriting of long-term insurance business in life and
annuity, linked long-term business and retirement scheme
managerment in Hong Keng. Major types of risks inherent



in the BOC Life’s insurance business include insurance risk,
investment risk, interest rate risk and credit risk. BOC Life
manages these risks independently and reports to RC on
a regular basic. The key risks of its insurance business and
related risk control process are as follows:

insurance Risk Management

BCC Life is in the business of insuring against the risk of
mortality, morbidity, disability, critical illness, accidents
and related risks. BOC Life manages these risks through
the application of its underwriting policies and reinsurance
arrangement.

The underwriting strategy is intended to set premium
pricing at an appropriate level that corresponds with the
underlying exposure of the risks underwritten. Screening
processes, such as the review of health conditien and
tamily medical history, are also included in BOC Life's
underwriting procedures.

Within the insurance process, concentrations of risk
may arise where & particular event or series of events
could impact heavily upon 8CC iife's liabilities. Such
concentrations may arise from a single insurance contract
or through & small number of related contracts, and relate
to circumstances where significant liabilities could arise.

For the in-force insurance contracts, most of the
underlying insurance liabilities are related to endowment
and unit-linked insurance products. For most of the
insurance policies issued by it, BCC Life has a retention
limit on any single life insured. BOC Life reinsures the
excess of the insured benefit over the limit for standard
risks (from a medical point of view) under an excess of
loss reinsurance arrangement. BOC Life does not have in
place any reinsurance for contracts that insure against
survival risk.

Uncertainty in the estimation of future benefit payments
and premium receipts for long-term insurance contracts
arises from the unpredictability of long-term changes
in overall levels of mortality. In order to assess the
uncertainty due to the mortality assumption and lapse
assumption, BOC Life conducts mortality study and lapse
study in order to determine the appropriate assumptions.
In these studies, consistent results are reflected in both
assumptions with appropriate margins.

Investment Risk Management

The primary investment obijective of BOC Life is to
generate returns adequately match its insurance liabilities.
Moverments in market rates such as an increase in interest
rates may result in a depreciation of the value of the bond
portfalio. A fall in equity market may impact the value of
assets or return on investments. 80C Life has an approved
market risk mandate and documented procedures to
ensure that exposures reamain within the mandate and
its investment management process is monitored by its
investment Committee,

Interest Rate Risk Management

The main risk thiat BOC Life faces due to the nature of
its investment and liabilities is intzrest rate risk. BOC
Life manages these positions within an asset liability
management (" ALM "} framework that has been developed
to achieve jong-term investment returns in excess of its
obligations under insurance contracts. For each distinct
category of liabilities, a separate portfolio of assets is
maintained. The principal technique of ALM is t¢ match
assets with the liabilities arising from insurance contracts
by reference to the types of benefits payable to contracts
holders.

Counterparty Risk Management

BOC Life has exposure to counterparty risk, which is the
risk that a counterparty will be unable to pay amounts
in full when due. Key areas where BOC Life’s insurance
business is exposed to include:

- counterparty risk with respect to structured
products transactions and debt securities

- reinsurers’ share of insurance unpaid liabilities

- amounts due from re-insurers in respect of daims
already paid

- amount due from insurance contract holiders

- amount due from insurance intermediaries

BOC Life manages counterparty risk by placing limits on
1ts exposure to each investment counterparty or group of

counterparties. Such limits are subject to annual or more
frequent review by the management.
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{Unaudited) {Unaudited)

Half-year ended Hali-year ended '
30 June 2008 20 June 2067
Notes - HKS'm HK$'m
Interest income 18,105 21,484
Interest expense : (8,076) (1 2,581)k
Net interest income 4 3 10,029 8,903 ¢
Fees and commission inccme ‘ 3.845 - 3,439
Fees and ComMmMIssion expenses | (946) {807}
Net fees and commission income 5 3 2,899 2,632
Net trading income ] 1,237 - 417
Net loss on financial instruments designated at fair value :
through profit or foss (1.484) (394
Net gain on investment in securities 7 128 2
Net insurance premium income g 4,501 2,933
Other operating income 9 331 199
Total operating income 17,641 ° 14,692
Net insurance benefits and claims o {3.602). {2,632)
Net operating income before impairment allowances 14,039 12,060
Net {charge)/reversal of impairment allowances " (2,227) 166 ¢
Net operating income 11,812 12,226
Operating expenses 12 (4,088). {3,418).
Operating profit 1,724 8,808
Net gain from dispesal offfair value adjustments on ‘
investment properties 13 710 416
Net {loss)/gain from disposalfrevaluation of properties, ; ‘
plant and eguipment 4 (8)
Share of profits less losses of assaciates 8! (23
Profit before taxation 8,434 : 9,227
Taxation 15 : {1,253). (1,599}
Profit for the period ; 7.181% 7,628
Attributable to: :
Equity holders of the Company * 7,088 7.466
Minority interests j 93 162 :
7,181 7,628
Dividends 6 4631 4,525 "
HKS HKS
Earnings per share for profit attributable to the _
equity holders of the Company 17 0.6704 0.7062 -

The notes on pages 47 to 114 are an integral part of this interim financial information.
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‘ (Unaudited} i (Audited) E
L At 30 june | At 31 December t
g 2008 | 2007 |
Notes | HKS'm | HKS'm
ASSETS } E E
Cash and balances with banks and other financial institutions 188,452 , 159,065 !
Placements with banks and other financial institutions maturing } i
between one and twelve manths ! 50,689 53,154
Financial assets at fair value through profit or loss 21 37,282 | 34,440
Derivative Tinancial instruments 22 21,397 14,477
Hong Kong SAR Government certificates of indebtedness : 32,430 | 32,770
Advances and cther accounts 23 f 487,012 : 420,234
Investment in securities 24 ; 262,697 ! 301.183
interests in associates ; 89 2 83
Investment properties 25 : 8,634 a 8,058
Properties, plant and equipment 26 ‘ 25,230 1 23,293
Deferred tax assets 32 93 | 23
Other assets 27 l 13,163 20,857 ;
Total assets [ 1,127,168 | 1,067,637 E
P SR ol !
LIABILITIES ’ E !
Hong Kong SAR currency notes in circulation ! 32,430 ; 32,770 5
Deposits and balances of banks and other financial institutions } 81,625 60,599
Financia! liabilities at fair value through profit or loss 28 | 12,113 11,405
Derivative financial instruments 22 I 17,705 E 11,082
Deposits from customers 29 ! 819,110 793,606 i
Debt securities in issue at amortised cost 2,756 2,089 |
Other accounts and provisions 30 24,875 1 33,344
Current tax liabilities ; 1,862 | 1,210
Deferred tax liabilities 32 ? 3,953 3,967
Insurance contract liabilities 33 25,070 22,497 |
Subordinated liability 4| 8,150 -
Total liabilities 1,029,649 972,579 1‘
EQUITY : ;
Share capital 35 ! 52,864 | 52,864 i
Reserves 36 ‘_ o ___mtmlz.}fi - 773&}2’%4
Capital and reserves attributable to the equity holders L
of the Company 1 95,047 4 92,842 l
Minecrity interests ‘} 2,472 ‘ 2,216 j
Total equity P 97519 95,058 E
Total ligbilities and equity 1,127,168 L 1,067, 657 ;

The notes on pages 47 to 114 are an integrat part of this interim financial information,
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Vhuditsd)
Atfritietable 1 squity h-m‘e of the Company
Resene for
fair vatua
thanges ot
Shase avglable-for-  Reguldtoy  Translation Fetaimed Miniority
Capital reseryet T25ENVE Toue! st ;
HE'm HES'm HKE'm HESm HES ' RE3m
At bnuary 2007 57,864 £,0at; {115} 3521 - 22,245 1585 B840
Nat piciit for the first hali - - - - - 7468 187 7his
Curmency banslation diiferen - - - - & - b
2606 {inal dividend paid - - - - - {8,728 173} 4505
Revaiuzzion of premises - 1,168 - - - - i 1475
Release upon disposal of premises - 12 - - - ? - - -
Change in fair value of avallzble-for-sate securities )
taken ¥ eguily - - 1625 - - - 6% - TR
Amaisation wilh 2spect to avallable-forsaf securites
transierred 1o held-lo-maturity securitias - - 1% - - i {603 - i#6)
Felease of reserve upan dispesal of available-for-sale 7
securizs - - 59 - - 1 (35 3 {52} ;
Release (tafram defered tas iabikiies - {194} 14 - - - ) i B
Transfer fioen retained eamings - - - 1 - {351 - - -
AL 30 June 2607 52,864 1Ml 47) 1872 b 33567 37,745 307 88825
Comeany and subsidiarias 52 8pd 7012 1672} ERTH & A58 37708
Assncizies - - - - - 4 4]
52864 712 thid} 142 [ 24567 87,748
AT luly 2007 52,564 i 1672} 1572 3 24567 22,745 20% 83,835
Met profit for the secord hatl of 3667 - - - - - 7480 1580 pit2 818
Currericy ranslation diference - - - - 8 - 8 - g
2007 interirs dividend paid - - - - - {4 525) {4,525} 38 {503
Revauztion of premises - 1,742 - - - - 1,742 ] 1,75
Refese upon disposal of premises - 121 - - - N - - -
Change in fair value of available-or-sale serurities :
taken 10 Gy - . 143) - - - 23] 3 (4
Amgrifsaiion with respect fo avallable-forsale secunitss
transtened 1o held-t-matorily secunities - - i - - {48 43 - {3
Het impairmant charges tansterred 3 profit or foss - - %5 - - - 283 - %9
Release of reserve upon dispasal of avalable-for<ale
setuiifiss - - 5 - - it 7 i3 89
Relzase to deferred tai iabililies - {282 {5 - - - {187 {1 {288)
Transfer from retained earnings - - - 158 - {158 - - -
A 30 December 2007 52,864 £ 45 456} 4130 18] HERE 97542 1% 85.0%
52,564 845 {456 4030 i4
52,864 E451 {235] 4130 gt
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’ (Unauditedy

: Attributable to equity holders of the Company .

5 Reserve for ,

f fair value

' Premises  changes of :

Share  revaluation availablefor-  Requlatory  Translation Retained Hinotity Totat

¢ tapital reserve sale sequrities  reserve® reserve garmings Total interests equity

: HK§'m HKS'm HES'm HKY'm HKS'm HXY'm HKSm HKS'm HKS'm !

ALY January 2008 ! 52,864 8451 {456) 4130 0 17,839 L2RFS 2.6 95058 .
fit for the first hali of 2008 - - - - - 1633 7,088 9 AL

! ‘ - - - - 198 . 19 1 19% |

- - - - - {5.149) (5,146) {107} {5,258)

Fevaluation of premisss - 2,148 - - - - 2,148 25 1173 |
Relzase upon dispasal of premisss - 23 - - - b - - -
taken 10 squiy f . - (3217) - - - (3.203) 3 B |

fimaetsation with raspect to avalebie-forsele senuritiss | E
samserved 10 heldho-maiuity % - - - - - {44) {#) - (4) E

Het impairmen: charges transtened to profit or loss | - - 118 - - - 1,187 B 1187 |
Release of seserve upan disposal of avaitable-for-sale : :
securities i - - 17 - - - 17 - 1!

Releass iloMrom dslered tow habiles - (263) u - - - {23} @ o
Transfer from retained arings - - - 49 - (450 - - -
Ingrease i minority interests arisiag from capial suznce | !
of a subsidiary : - - - - - - - 145 5

A 3 June 2008 . 52,864 10,313 (2,229 460 2 1,267 95,047 147 97,518 :
! 52,864 10,313 (2,219) 4,620 n2 18,26 94,99

‘ - - - - - 5 51

Pooss 03B Qus e M nE B

Representing :
008 interim dividend progased tcte 15) 4431 1
Others ‘ HE% |
Retained samings & ot 30 fune 2408 o |

Y In accordance with the requirements of the HKMA, the amounts are sex aside 1or general banking risks, including future iosses or other unforeseeable nsks, i acdiuon
e the loan impairment alfowances 1ecognized under HKAS 39

The notes on pages 47 to 114 are an integral part of this interim financial information.
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(Unaudited)
Half-year ended
30 June 2008

Notes

Cash flows from operating activities
Operating cash inflow before taxation
Hong Kong profits tax paid
Overseas profits tax paid

Net cash inflow from operating activities

Cash flows from investing activities
Purchase of properties, plant and equipment
Proceeds from disposal of properties, plant and eguipment
Proceeds from disposal of invesiment properties
Proceeds from dissalution of an asscciate

Dividends received from associates
Net cash outflow from investing activities

Cash flows from financing activities
Dividends paid o equity holders of the Company
Dividends paid to minority shargholders
Proceeds from capital issuance of a subsidiary
Proceeds from subordinated liability

Net cash inflow /(outflow)} from financing activities

Increase in cash and cash equivalents
Cash and cash equivalents at 1 January

Cash and cash equivalents at 30 June

37(b}

37(ay

HK$'m HKS'm -
44,380 11,322 ¢
(645) (545),
: (67) (44).
43,668 10,733 |
(217) (287)
1 i6
58 20
- 1
2 2
(116} (188).
(5.149) (4,726)"
(107)! (79
245 -
8,144 -
3,133 (4,805)
46,685 5,740
152,070 128,257 -
133,997 !

(Unaudited)
Malf-year ended
30 june 2007

198,755

The notes an pages 47 1o 114 are an integral part of this interim financial information.
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Basis of preparation and accounting policies

Basis of preparation

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

Accounting policies

The accounting policies and methods of computation used in the preparation of the unaudited interim report are
consistent with those used in the Group's financial statements for the year ended 31 December 2007 and should
be read in conjunction with the Group’s Annual Report for 2007,

Critical accounting estimates and judgements in applying accounting polices
The Group makes estimates and assumptions that are consistent with those used in the Group's financial statements
for the year ended 31 December 2007.

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 and interest rate risk) and liguidity risk. This note
summarises the Group's exposures to these risks.

3.1 Credit risk
Gross loans and advances
(a} Impaired advances
A financial asset is impaired and impairment losses are incurred if, and only if, there is objective
evidence of impairment as & result of cne or more events that occurrad and that loss event(s) has an
impact on the estimated future cash flows of the financial asset that can be raliably estimated.

If there is objective evidence that an impairment loss on loans 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 financial asset. Objective evidence that a financial asset is
impaired includes ohservable data that comes to the attention of the holder of the asset about the
loss events.

interim Report 2008 BOC Hong Kong (Holdings! Limited




3. Financial risk management {continued)
3.1 Credit risk (continued)
Gross loans and advances {continued)

{a) impaired advances (continued)

At 30 June : At 31 December -
2008 2007

HK$'m ° HKS$'m
Gross impaired advances 1o customers 649 597
Individually assessed loan impairment allowances :
made in respect of such advances 416 387 ¢
Current market value of collateral held against the :
covered portion of advances to custemers 441 559 |
L —
Covered portion of advances to customers 335 410
Uncovered portion of advances to customers ’ 314 287

Gross impaired advances to customers as a
percentage of gross advances to customers 0.14% - 0.17%

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

respect of impaired advances.

Classified or impaired advances to customers are analysed as follows:

At 30 June - At 31 December :

2008 2007
HKS'm HK$'m
Gross classified or impaired advances 1o customers 1,607 1,803 |
Gross classified or impaired advances 1o customers :
as a percentage of gross advances to customers 0.34% 0.44%

Classified or impaired advances to cusiomers follow the definitions set cut in the Banking (Disclosure}
Rufes and represent advances which are either classified as “substandard”, “doubtful” or “loss”

under the Group's classification of loan quality, or individually assessed to be impaired.

BOC Hong Keng {Holdings) Limited  Interim Report 2008



TR T e § W BHRR FREE D EUAFINE VAR A Al it (AN ATl W W

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

Gross {oans and advances {continued)

b} Advances overdue for more than 3 months
Advances with a specific repayment date are classified as overdue when the principal or interest is
past due and remains unpaid. Advances repayable by regular instalments are dassified 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 berrower
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 1o the borrower.

The gross amount of advances overdue for more than 2 months is analysed as follows:

At 30 June 2008 | At 31 December 2007
i % of gross | % of gross {
% advances to ; advances 10 !
% Amount  customers Amount customers
HKS'm : HK3'm
Gross advances to customers |
which have been overdue for: E
- six months or less but over ,
three months 171 0.03% ° 242 0.06% |
- one year or less but over !
six months 184 0.04% 163 0.04% .
- over one year 619 0.13% 552 0.16% E
Advances overdue for over E
three months 974 0.20% ° 1,057 0.26% |
; : E
Individually assessed loan :
impairment allowances made 7 ;
in respect of such advances | 345 i 305 :
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3. Financial risk management (continued)
3.1 Credit risk (continued}
Gross loans and advances {continued)

ib}

{c)

Advances overdue for more than 3 months {continued}

At 30 June At 31 December

2008 2007 -

HKS'm . HK$'m
Current market value of collateral held against the ) .
covered portion of advances to customers _ 1,922 1,870 -
Covered portion of advances to customers 723 847
Uncovered portion of advances to customers 251 210 .

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

properties for personal loans.

As at 30 june 2008 and 31 December 2007, there were no advances to banks and other financial
institutions that were overdue for more than three months.

Rescheduled advances

i

| At 30 June 2008 : At 31 December 2007
! % of gross | % of gross
: advances to advances ¢
1 Amount customers Amount customers -
1
{ HKS'm HKE'm
Rescheduled advances to

customers net of amounts

included in advances overdue

for more than 3 months ‘ 116 0.02% | 126 0.05%

As at 30 June 2008 and 21 December 2007, there were no rescheduled advances to banks and
cthier financial institutions.

Rescheduled advances are those advances that have been restructured or renegotiated because of
deterioration in the financial position of the borrower or of the inability of the borrower 16 meet
the criginal repayment schedule and for which the revised repayment terms, efther of interest or of
repayment period, are non-commercial. Rescheduled advarnces, which have been overdue for more
than three months under the revised repayment terms, are included in overdue advances.
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3.

Financial risk management (continued)

3.1

Credit risk {continued)
Gross loans and advances (continued)

(d} Concentration of advances to customers

(i) Sectoral analysis of gross advances 1o customers

AHE WS Ryl Bl TEE

= FIREGmifyaEfl P ARRSAE N AT AR TEFYT A iATPIE ¥ T 0 T

The information concerning gross advances to customers has been analysed inte loans used

inside or outside Hong Kong by industry sectors of the barrowers as follows:

At 30 June 2008 1
Individually  Collectively
% Cavered by assessed assessed
Gross  colfateral or  Classified or impairment  impairment
advances  other security impaired Overdue*  aflowances  allowances
HKS'm HKS'm HKS'm HKS'm H¥§'m
Loans for wse in Hong Xong
[ndus:rial, commercis!t ard finangial E
- rapert develogment B I 6 n 3 5 |
- Bepaity ivestment 72,149 87.85% w 645 17 00 1
- Finangial toncerns 13,500 1.00% - H] - 4
- Stotibyokers m 14.66% - - - -
- Wholesale and retail trase 16,273 60.16% u7 352 9% 4
- Manu{acturing ! 16,313 57.88% 131 59 4 52
- Teansport and transport
equEpment 0228 2060% 2 10 1 62
- Recreational actities 2 92.16% - - - -
- Iafarmation sechnology 8.2 /% - n - u 3
s S I+ % 40 17 n !
|
Individuals ; ‘
- Laans for the purchase of fiis Z |
in Home Gwnership Scheme, g !
Praate Sector Partcipaiion Scheme | §
anc Tenanis Purchase Schere 14,129 99.50% M i 6 12 ‘T
- Laans for purchase of other !
residential tcoieis LA 9956% 193 1,547 6 - ml
~ Credh cord s C sk - 5 1267 - §
- Orhes o BEt% u 54 2 15 |
b e e e el 2T e oo
Total loans for use in Kong Kong ; . 72.06% 1082 5,698 28 n
Trade finance 31,683 3244% 146 LY i 95
i
Loars for use vutside Hong Xong B _1_0_1,_6?7_“ __31.5&% 368 m_472v7 o 71 ) 77477‘_3?274:
(31088 3CvanCes (o cusiomers : 475,587 61.40% 1,607 ~ B6n 46 1,108 |
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3. Financial risk management (continued)
3.7 Credit risk (continued)
Gross loans and advances (continued)
{d)

Concentration of advances to customers {continued)
0] Sectoral analysis of gross advances to customers (continued}

Luans fer use m Hong Keng

industrizl, commesnial and financial
- Froparty deveiopment
- Property investment
- rinandial concerns
- Stockbrckers
- Whalesale and retail trade
- Manufaciuring
- Transport and Tansport equipmznt
- Recreational acinilees
- information technslogy

- Othens

Indwiduals
- Loans for the purchiase of flats

in Homee Ownzschip Scheme,

Privaie Sector Pasticipation Stheme
end Tenants Purchase Scheme

- Loans for purchaze of ather
residential properties

- Cradit tard advanes

- {ihers

Total boans for use in Hoeng Kong
Trade finance

Lozas for use outsde Hong Kong

Gross advances 1 Customens

Li0ss

advances

HES'm

pRLES
2045

W

% Covered by
collateral or

other secunify

K%
41.70%

LG 75%

%987%

T981%

133i%
40N%

39.76%

6 64%

A1 31 December 2007

{lassified or
imgaied {verdue*
HK$'m H(S'm
1§ 1§
33 961
- 14
PEL 35
133 550
3 5
- ?
%9 554
124 58
¢4 2078
Pk 215
i3 14
1,383 5,772
105 k]
315 375
1,503 6,546

Irefvidually
assessed
impairmenl
allowances
HEE'm

14

8
31

(<13

N

Collectely
ssessed
impairment
allowarices
HKS'm

Lot

(=41
i

(2]
iy
[y

1

avances with 5 tpecific repayment date are classdied as overdue when the principal or terest 15 past due and remaing

unipaid.
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Financial risk management (continued)
Credit risk (continued)
Gross loans and advances (continued)

3.1

{d) Concentration of advances to customers {continued)

{ii}

Geograghical analysis of gross advances to customers and overdue advances

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

Gross advances to customers

- e e e B T —_ —

| At30June . At 31 December |

2008 | 2007

HKS'm | HK$'m ¢

Hong Kong : 391,429 | 351,102 |
i |

Mainland China i 57,858 39,050 |
Others | 26,300 22,910 |
I

; 475,587 413,062 !

Cotlectively assessed loan impairment 1‘
aflowances in respect of the gross |
advances to customers !
Hong Kong 895 827 |
Maintand China 155 124 i
Others ! 538 53
[ 1,108 1,004

Interim Report 2008  BOC Hong Kong (Holdings! Limited
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3. Financial risk management (continued)
3.1 Credit risk (continued)
Gross loans and advances {continued)
(d) Concentration of advances to customers (continued)
{ii) Geographical analysis of gross advances to customers and overdue advances (continued)
Overdue advances

At 30 June At 31 December

2008 2007
HKS$'m HK3'm
Hong Kong 6,050 6,221
Mainland China 415 278
Others 146 47
6,611 6,546
Individually assessed loan impairment
allowances in respect of the overdue
advances
Hong Kong 319 284
Mainland China 56 46
Others 10 2
385 332
Collectively assessed loan impairment
allowances in respect of the overdue
advances
Hong Kony 59 60
Mainland China 7 10
Cthers 1 -
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3. Financial risk management {continued)
3.1 Credit risk {continued)
Gross foans and advances (continued)
() Concentration of advances to customers {continued)
{iy Geographical analysis of gross advances to customers and overdue advances (continued)

Classified or impaired advances

At 30 June At 31 December -

2008 2007 -

HKS'm HKS$'m

— - — - - C e — o m = — = ]

Hong Keng 1,373 1,572

Mainland China | 234 223 |

Others ‘ - 8 4

: 1,607 | 1,803 |

\ i

individually assessed loan impairment | E

allowances in respect of the classified ; E

or impaired advances E E

Hong Kong 355 { 333

Mainland China 61 | 46 |

Others | - 5 2!

H H

I ‘ 416 | 381 i

Collectively assessed loan impairment : !

allowances in respect of the classified | ﬁ ‘

or impaired advances

Hong Kong | 22 19 I

Maintand China ; 4! 6|
i

| 5|

26 | 2

Repossessed assets

The estimated market value of repossessed assets held by the Group as at 30 lune 2008 amounted to
HK$223 million (31 Decembar 2007: HK$116 million). They comprise properties in respect of which the
Group has acquired access or control (e.g. through court proceedings or voluntary actions by the borrowers
concerned} for release in full or in part of the obligations of the borrowers.
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3. Financial risk management (continued)
3.1 Credit risk (continued)
Debt securities
The table below represents an analysis of the carrying value of investment in securities by credit rating and
credit risk characteristic, based on Moody's ratings or their equivalent to the respective issues of the debt

securities.
At 30 June 2008
US mortgage related*

Subprime Alt-A Prime Others** Total
HKS'm HK$'m HKS'm HKS'm HKS'm
Aaa 1,213 5,110 24,297 50,369 80,989
Aal to Aa3 - 101 - 96,857 96,958
Al to A3 30 - 53 26,055 26,138
Lower than A3 - - - 2,771 2,1
Unrated - - - 52,028 52,028
1,243 5,211 24,350 228,080 258,884

| At 31 December 2007

; US mortgage related*

; Subprime Alt-A Prime Others** Total
' HK$'m HK$'m HK$'m HK$'m HKS$'m
Aaa 4,118 6,567 29,014 54,673 84,372
Aat to Aa3 - - - 88,852 88,952
Al 1o A3 - - - 27,062 27,062
Lower than A3 - - - 2,772 2,772
Unrated - - - 83,445 83,445
29,014 286,603

Representing those securities refating to residential morigage.

4,118

including exposures 1o Fieddia Mac and Fannie Mae,

BOC Heng Kong (Holdings} Limited  Interim Report 2008
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3. Financial risk management (continued)
3.1 Credit risk (continued)
Debt securities {continued)
For the above investment in debt securities with no issue rating, their issuer ratings are analysed as

follows:
T - r——" B
At 30 June i At 31 December
2008 | 2007 |
HKS'm | HKS$'m
~ A m e em—— e e e e pm e et o e s . i . B . ‘
Aaa 8.355 16,917 !
Aal to Aa3 32,313 | 47,998
Altc A3 9,058 ! 7,663 |
Lower than A3 448 490
Unrated 1,854 ; 10,377
& 52,028 | 83,445

Tne Group defines US subprime mortgage related debt securities as those that are supported by US residential
subprime mortgage loans to borrowers. As at 30 June 2008, the Group's exposure to the US subprime
mortgage market was limited 10 investments in the US subprime mortgage related debt securities.

With regard to risk management of the debt securities, the Group analyses important factors of its US
mortgage asset-backed securities such as different vintages, delinquency rates, credit ratings and underlying
mortgage poocls.

The Group's impairment alfowances on available-for-sale and held-to-maturity debt securities held at 30
June 2008 amounted to HK$1,308 million and HK$2,281 million respectively (31 December 2007: HK$190
million and HK$1,682 million). The carrying values of the available-for-sale and held-to-maturity debt
securities considered impaired as at 30 June 2008 were HK$4,785 million and HK$5,947 million respectively
{31 December 2007; HK$556 million and HK$3,738 million).

Included in the above were impairment allowances on US subprime mertgage related debt securities held
at 30 June 2008 amounting to HK$450 million (31 December 2007: HK$1,253 millicn) and the carrying
value of these impaired securities as at 30 June 2008 amounted to KK$894 million (31 December 2007:
HK$2,856 million).

The Group’s impairment allowances on US Alt-A mortgage backed securities held at 30 June 2008 amounted
to HK$1,229 million {31 December 2007: HK$573 million). The carrying value of these impaired securities
as at 20 June 2008 was HK$3,215 million {31 December 2007: HK$1,3280 million).

The Group's impairment allowances on US prime mortgage backed securities held at 30 June 2008 amounted

10 HK$1,910 million (31 December 2007 HK$46 million). The carrying value of these impaired securities as
at 30 June 2008 was HK$6,6232 million (31 December 2007; HK$58 million).

As at 30 June 2008 and 31 December 2007, there were no overdue debt securities.
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3. Financial risk management {continued)
3.2 Market risk
VAR
The following table sets out the VAR for all trading market risk exposure' of BOCHK.

Minimum for Maximum for Average for
the first half the first half the first half

HK$'m At 30 June of year of year of year
VAR for all market risk - 2008 6.3 3.0 7.8 5.2
- 2007 2.8 1.4 438 3.1

VAR for foreign exchange - 2008 5.7 2.8 7.3 4.6
risk products - 2007 35 1.0 5.2 34
VAR for interest rate risk products - 2008 33 1.0 38 2.1
- 2007 1.3 0.7 31 1.8

VAR for equity risk products - 2008 0.2 0.2 2.8 0.8
- 2007 0.3 01 0.6 0.3

VAR for commodity risk products - 2008 0.0 0.0 0.5 0.1

- 2007 0.0 0.0 0.4 0.1

In the first half of 2008, the average daily revenue? of BOCHK earned from market risk-related trading
activities was HK$6.0 millicn (first half of 2007: HK$2.6 million).

i Structural £ positions have been excuded.
2 Revenuss fram structural FX positions and back 1o back transactions have been exciuded.
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3.

Financial risk management (continued)
Market risk {continued)

3.2

Currency risk

The tables below summarise the Group's exposure to foreign currency exchange rate risk as at 30 June 2008

and 371 December 2007. Included in the tables are the Group's assets and liabilities at carrying amounts in

HK$ equivalent, categarised by the original currency.

At 30 June 2008
: Japanese Pound
- Renminbi  US Dollars  HK Dollars EURO Yen  Sterling Others Total
HK$'m HKS$'m HKS'm HKS'm HKS'm KK§'m HKS'm HKS'm
Assets
Cash and batances with banks
and other financial institutians 85,218 40,984 48,131 1,037 127 4,690 3,805 188,452
Placements with banks and other
financial institutions matuiing
tatween one and twelve months 615 17,166 32,277 182 1 - 438 50,689
Financial assets at fair value
hrough profit or loss ) 8714 27,7187 - - - 74 37,282
Gerivative financia! instruments - g92 20,505 - - - - 21,397
Hong Kung S4R Government
centificates of indebtedness - - 32430 - - - - 32,430
Aduances and other accourts 16,810 93,693 359,174 3,833 1,728 13711 5402 481,012
Investment in securities
- Available-for-sale securities 145 63,630 24,826 15,916 533 n 11,895 119,117 |
- Held-io-matunity securities 920 67,226 36,740 5,613 1425 1,210 203N 133,505
- Loans and reczivables - 612 19% 120 - 143 1199 10,075
Interests in associates - - 39 - - - - 89
Iyesiment propertiss - - 8,634 - - - - 8,634
Froperties, plant and equipment 78 1 25181 - - - - 25230 |
Othier asseis fncluding deferred |
tay assers) §7 2327 10,706 6 25 24 10t 13,256 |
Total assets 104,610 300,245 634,446 26,717 3840 14016 43285 1,121,168 I
- _— . e
Liabilities i
Hong Kang SAR currency notes in :
circulation - - 32,430 - - - - a3
Deposits and balances of banks |
and other financial institutions 58,416 13,837 7.043 226 245 580 1,274 81,625 :
Financial fiabities at fair velue |
hreugh profit or foss - 1,250 10,812 - - - 51 1213
Derivative finandial instrumsants - 1,747 15,958 - - - - 17,705 |
Cepasits from customers 42,173 195,317 492,689 9,805 2,625 22,699 53,702 nang
Debt securitias in ssue at
amortised cost - 693 2,003 - - - §0 2,756
{ther aczounts and provisions \
{including cunrent and deferreg 1
13 liabilities) 1,454 7737 19,734 336 49 276 1,104 30,690 t
Insurance contract fabiftes - 4591 20,479 - - - - 25,070
Subordinated liabifity ‘ - - - 8,150 - - - 8,150 |
Total liabilities Po102,143 25112 6(1,148 18,517 2,923 23555 56,191 1,029,649 !
e —— S
Het en-balance sheet position 2,467 75,073 398 8200 926 {9,539) {12,808} 97,519 ¢
Off-balance sheet net notional ‘W
position ™ 3%0 {71,924} 66,440 . {8.779) {1,194) 9,549 12,368 6790 -
Contingent liabifities and 1
LoMmmitmants 9453 62,162 159,477 4,045 316 411 1,793 237,857 ’

Dif-balance sheet net notanal postion represents the net notignal amounts of foreign currency denvative financal instruments, which are principally

- used to reduce the Group's exposure 1o Currency MOVEMents
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3. Financial risk management {continued)

3.2

BOLC Hong Kong (Holdingst Limited  Interim Report 2008

Market risk (continued)

Currency risk {continued)

Assets
Cash and balances with banks and
other financial institutions
Flagements wish hanks and other
finandial institutions maturing
netween one and twelve months
frangial assets at fair value
through profit of loss
Derivative financial instruments
Hong Kong SAR Government
certificatas of indebtedness
Advances and ¢ther accounts
Invesiment in securites
- Available-for-sale sezunties
- Held-to-maturity secy
- Loans and recgivables
Interests in associaies
Investment properties
Fraperties, plant and equipment
Other assets tincluding deferrsd
1ax assels)

Total assets

Liabilities

Hong Kong SAR currency notes
in circulation

Deposits and balances of banks

nd oifher fingndal institutions

Financial liabilities at far valug
through profit o foss

Derivative financiat instruments

Deposits from (ustomers

Debt securities i issue &t
amortised cost

Gther acc and provision

ni and deferred

{2x habilitiesi
insurance centract liabilities

Total liahilities
Net on-Dalance sheet position

Cfi-halance sheet net netional
positicn”

Conungent lizbilities and
commiiments

At 31 December 2007 :
lapanese Pound
Rerminti  USDoflars  HK Dollars EURD Yen Sterling Gihiers Total
HeEmo HESW HKSm AKSm o AKSm HKSm HKSW o HKE'm
033 4983 7L 1,147 150 1515 35300 159,065
| WS B4 BT . - - 175 53,154
Loy 8sy 428 - . - 240 34440
5 - B 1370 - - - ! 477
3 - - R - - - - nm
1333 T8 3349 4302 1667 006 5020 43023
W BLE1IZ 26697 7,055 28 1301 B MBS
BE4  BLES 593555 2,486 - 1554 16271 1654
- 3504 26510 478 - - 69 31400
- - £ - - - - 83
- - 8038 - - - - 5,058
T 7 § B - - - - 18
1
| 69 o7 193! 181 61 145 13 20880
4571 06606 6810 1542 1,916 SB41 3eas 1067837
- - - - - 32,770
In 194 3,08 147 2,141 9 1534 6059
- 17 8,588 - - -
- 1,257 9,824 - - - ik
1360 1541 8253 8437 2492 12384 38,399
i 57 1412 - - - 2.8
|
!
i 574 g5 16706 3 3 37 B 35
; - 8 18213 - - - Y-
i - -
| S0 s gt 8,200 460 12763 405 9IS
st 10209 309 653 248 6815 BN 35658
? .
| Wh o O7215 8148 {6,478) 1435 7,050 5,975 4543
H - . .
S 153,607 4693 231,303




3.

Financial risk management (continued)

3.2

Market risk (continued)

Interest rate risk

The tables helow summarise the Group's exposure 1o interest rate risk as at 30 June 2008 and 31 December
2007. Included in the tables are the Group's assets and liabilities at carrying amounts, categorised by the
garlier of contractual repricing or maturity dates. Derivative financial instruments are principally used to
reduce the Group’s exposure to intergst rate movements. Their carrying amounts are presented under the
column captioned “Non-interest bearing”.

At 30 June 2008 !
[ O . )
Upto 13 312 1-5 Over  Non-interest ‘
1 month months months years 5 years bearing Total
HKS'm HK§'m HK$'m HKS$'m HK$'m HKS'm HK$'m
Assets
Cash and balances with banks and other
financial institutions 181,649 - - - - 6,803 188,452
Placements with banks and other '
financial instiwtions maiLring between
one and twelve months - 37,480 13,209 - - - 50,689
Financial assets at {aw value through
i o 195 4,659 3,116 151 7,953 16,883 3,100 N8
Dervative finanaiz! instruments - - - - - 21,397 1,39
Hong Kong SAR Government certificates
of indebledness - - - - - 32,430 32,430
Advances and other accounts 374,303 68,631 30,732 9326 947 34013 487,012
fvestmant in sequities
- huzilzble-for-sate securities 21,04 22,980 553 37,188 28,529 3813 199,147
- Hielg-to-maturity secuniies 33,981 39,380 14,992 25,075 20,097 = 133,505
- Lpans and reczivables 4,203 2,560 332 - - - 10,075
Initerests in ass0oiates - - - - - 89 8%
Invesiment progerties - - - - - 8,634 8,634
Praperties, plant and equipment - - - - - 25,230 25,230
thier asseis lincluding deferred
tax asseish - - - - - 13,256 13,256
Total assets 619,859 174147 69,339 79,542 66,456 117,825 1,127,168
Liabilities
Hang Kong SAR currency notes in
girqulaton - - - - - 32,430 32,430
Deposits and halancas of banks and
cther financial mstitutions 68,346 313 5378 - - 4,778 81,625
Financial iabifities 3t fair valve thiough
prafis or loss 5,508 5,457 289 859 - - 12,113
Derivative financial instruments - - - - - 17,705 12,205
Ceposits from customers 639,630 112,674 31,574 483 - 34,749 £19,310
Debt securities in iscue al amortised cost - - 2,75 - - - 2,156 -
Qther accounts and provisons {including
cuitent and deferred 12¢ hadiisties) 8,592 - 569 138 - 1,39 30,690
Insurance contract liabiliues - - - - - 25,070 25,010
Subordingied libiliey - - 8150 - - - 8,150
Total liabilities 122,076 121,254 48,116 1,480 - 136,123 1,029,649
interest sensitiily Gap (102,217} 52,893 20,623 78,062 66,456 (18,298) 97,519

interim Report 2008 BOC Hong Kong (Holdings) Limited



3. Financial risk management {continued)
3.2 Market risk (continued)
Interest rate risk {continued)

At 31 Decermber 2007 .
Ua ta 1-2 312 15 Over  Mon-mierest :
1 month months months years 5 years bearing Total
HEd'm HK3'm HKS 'm HEE'm HKE'm H 'm
Assets
{ash and balances with banks and cther . ;
financial imstitutions o 182,748 - - - E 6,313 159065 |
Facements with banks and other
financial institutions maturing between
one and iwelve months : - 44,230 10,924 - - - 53,154
Financial assets af fair value theough
profit or logs 3562 1839 2,184 3.8%4 17,357 2584 34,440
Derwvative financial nstruments : - - - - - 14,477 14471
Hong Xong S4R Govemment certficates
of indebredness - - - - - 32770 3277
Advanges and other accours 18,750 38,396 18,272 5,487 &3 3,586 430,734
Invessment in securities
- Available-for-sale securities 11668 21,324 5,257 19,858 40,863 4580 164,653
- Held-wo-matunity securities ’ 25,562 43,520 18534 43,032 34,390 1R8,218
- igans and recevables 7459 1,444 12,159 - - - 31102
interests in associates ! - - - - - 83 &
Invastmant properties - - - - - 8,058 5058
Properties, plant ang equipment - - - - - 23,293 i3003
Other assets fincluding defemred
fax assats) - - - - - 30,58 10,83
Total assets 178,143 69,450 78,382 93,299 197,630 1,067,637 .
Liabilities
Hong Kong 4R currenzy nates in
clrgiststion - - - - - 3271 230
Degosits and balances of banks and
other financial institutions 45,723 3,478 £,557 - - 4,546 £0.592
Financial lizbilities at fair value through
orafit of lass : 6,600 2355 1,53 919 - - 11,405
Dativative financial instrumants ; - - - - - 11,082 11,002
Depasits from customers N YRR 98 44l 35157 547 - 36,453 793,606
Dkt securities in issue at amortised cost - - 1,971 P - - 2,088
Cther accounss and provisions {incluing
current and deferred tax labilities) 7624 107 - 128 - 30,682
insurance contract liabikities ‘ - - - - - 23,497
Total Habilities ¢ BRI9BI 104,330 45 562 1,706 - 138,070
infetest sensitivity nap R RILY 74,819 13,858 76,656 §3,25¢ 120,390 45,058
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3.

Financial risk management (continued)
3.3 Liguidity risk

Tables below analyse assets and liabilities of the Group as st 30 June 2008 and 31 December 2007 into

relevant maturity groupings based on the remaining period at balance sheet date to the contractual maturity

date.
On Upto
demangd 1 month
HK§'m RKS'm
Assets
Cash and balances with barks and
other financial instdutions 92,602 95,850
Flecements with banks and other
financial institutions matLiing
batween one anc wwelve monthe - -
Financial assess at fair value
thiough profit o foss
- debt sequrives held for vrading
- gifiers - 3442
- debi securities designated at
tair value through profi
of loss
- certificates of deposis heid - -
- cthers - -
- equity securiiies - -
Derivative financial insirumenis 17,845 474
Hong Kong SAR Government
certificatzs of indehedness 32,430 -
Advances and Glher atcQunts
- 3OVANCES 10 CUSIOMErs 29,607 15,649
- trade bilis 13 4349
- alfvances 1o banks and cther
financial nsiitutions 28 80
Investment in secunities
~ gzt sacurives hedd for
available-far-sale
- ceriificates of deposit held - 1,072
- athers - 4,228
- debi securities held for
held-to-maturity
- tertificates of depasit held - 1,387

- others - 635

- debt seconties held for loans
and receivables -
~ equity securities - -
ifiterests in asspCiates - -
Investment piopettiss - -
Fopertiss, plant and equipment - -

Other assets {including deferred

1ax asiets) 5212 7,618

138,987

Total assets 177,142

-
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At 30 June 2008
13 32 15
months months years
HKS'm HK$'m HKS'm
37,480 13,200 -
2,482 1,734 75
- 5% 1,127
101 742 6,576
297 1,746 844
29,278 57,561 201,189
3,920 981 -
309 189 3075
383 1,250 3,831
6,188 5775 56,671
1132 3826 1,198
2452 19,703 64,013
2,560 33 -
8 169 87
86,590 110,262 339,30

Over
5 years

HKS'm

1359
15,866

1M

140,361

37,081

27,207

222,068

Indefinite
HKS'm

4,785

5,947

3813
8
8,634
25,230

162

52,778

Total -
HKS'm

183,452

50,689

8,386

2,514
23,285
3,100
21,397

32,430

474,063
9,268

3,681

6,576
108,728

13,543
119,962

10,075
3813
89
8,634
25,230

13,256
1,127,168
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3.

BOC Hong Kong (Holdings) Limited

Financial risk management {continued)

3.3

Liquidity risk {continued)

Liabilities

Hong Kong 34R curency notes in
circylation

Depasits and balances of banks
and ciher financisl institutions

Finangia!t ligbilities at fax valus
through profit or boss
- certificates of deposit issued
- others

Derfvative fingncial instruments

Deposits from customers

Dieht secyrities in fssue t
amortised cost

Other accounts and provisions
{including cureent and
deferred ax liabifities)

insurance contract liabikties

Subordinated liabifity

Total liabilities

Nei liquicity gap

At 30 June 2008

;-— o R erreen o maenere - aen = e e

; On Upta 13 312 1-5 Over

¢+ demand 1 month months months years Syears  Indefinite Total

E HK§'m HKS'm HK$'m HKS'm HK$'m HKS'm HXS'm HKS'm
¥

| 0 . - ) - - - 32430

1 93 10 3B 5378 - - - B
i - - 962 - Bet - - 1823 -
! - 3,669 3347 513 473 283 - 10,290 .
i 13,710 642 306 1,759 981 267 - 17,705

: 338,798 335,080 111,325 32,266 1,640 - - $19.1¢ -
| . - S - - -
§ 14,879 7801 12 2,909 4,09 19 954 30,690
; 1,955 4 1 815 16,280 6,015 - 3,000
a - - - - - 8150 - W0
1 451,147 360,966 119,076 48,436 24,336 14,734 954 1,029,649

' (284,005} {32,486) 605 51,824 97,519

{221,579}

61,826 315,

interim Report 2008
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3. Financial risk management {continued)
3.3 Liguidity risk (continued)

At 31 December 2607

On Upto 1-3 312 1-5 Qver

demand tmenth manths months years Syears  Indefinite Toral f

HKS HK$'m HKY'm HKS'm HES'T HK§'m HKS'm HeS'm

Assets ?
Cash and balances with barls f
and other financia! institutions 40,100 118,955 - - - - - 159,663

Placements with banks and ather
financial instiwvons mawring i
betwean one and iwelve manths - - 42,230 10,924 - - - 53,154

Fisgnial assets at fair value
through profit of foss
- debt securities held for trading 5

- certificates of deposit held - - - g0 - - - 80
- cthers - 18 2,342 1,367 32 - £.15

- debt securities designated at |
fair vahue through profit

of loss

o
]
<
—a
Py

o

- centficares of degesic neld | - - - 415 352 2316 - 3024 §

- gihers ! % 32 m 5,37 15,268 S A%

- £qUity Securities - - - - - - 3,584 3584
Derivative financisl instruments ' 12,680 285 129 828 459 46 - 14,477 4
Hong Keng SAR Government (
cenificases of indeltedness LRI - - - - - - R0
Bdvances and otht atcounts
- 30vaNCES 10 Customers N - 16,345 25,9868 43,608 173,120 130,867 131 AN1677
- lrade bills . i2 1815 2,217 280 - - - 5,334
- advances 10 banks and other ‘
financial institutions : 7 - &0 440 1,156 - - 3
Investment in securiti :
- debt securities held for E
availabledor-sale |

- certificates of deposis held - 701 42 2614 3,689 - - 7,466 |

- gthars é - 5,856 3,176 7515 30,790 44088 53¢ 92,607 |

- debt secufities held for
held-tg-miturity "

- certificates of deposit held - 1,087 1,490 2476 6,351 4 - 11988

- gthers ’ - 4,218 12,309 17.168 81,818 34031 3738 153,440 4‘

~ debt securities held Tor loans

and receivabies ' - 7,439 11444 12,195 - - - 3102 ¢
- equity securities - - - - - - 4,580 4580
Inierests in assaciates - - - - - - 83 83 11
Investment properties : - - - ~ - - 8058 guse
Properties, plant and eguipment - - - - - - 23,053 23083

Other assets (ncluding deferred : ‘

1ax assats) 3,300 16,218 4 174 202 - 401 20580
Total assets 110,151 179,726 101,781 104,384 305,761 235,068 46166 1,087,837
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3. Financial risk management (continued)
3.3 Liquidity risk (continued)

At 31 December 2007
On Upto 13 2 (ver
demand 1 month maishs Syears  Indefinte Totdl
HES'm HKS'm HKy'm H{'m HKS'm HKE'm
Liabilities

Hang Kong SAR curiency notes !
in circulation 32,710 - - - - - - !
Depasits 2nd balances of banks
and pther fnancial mstitutions 18,200 22,074 3,428 6,897 - - - 57,595
Financi! lighilities 31 fair value :

theough prefit o1 loss 4‘

- certiicates of deposit issued - - - 1,086 858 - - 1,954 -
- others : - 2,554 1,825 3,630 481 09 - 9,451
Derivative financial instruments §310 g 358 954 a3 214 - 11,092

Deposits from custumers 320,544 329,918 9,440 35,157 547 - - 743,606
Debt securities in issue at

amorisad cost - - - 1,977 ti2 - 2088 ¢
Other accouats and provisions

{lincluding currens and deferred ;

tax Lahilisies) i 15,446 15,543 1,on 1,680 4,190 - 7t 38,521 :
insurance comract lishilities ! 2,054 - - 535 13,785 §122 - 12,497
Total fiahilities 416,334 270,507 105,219 51,945 21,227 3 FitH 972,579
et liguidity gap {306,183 {1%4780) {3,438 49,428 284534 220,023 45,485 95,058

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

The above analysis in respect of insurance contract liabilities represents the estimated timing of net cash
outflows resulting from recognised insurance contract liabilities on the balance sheet as at 30 June 2008
and 31 December 2007.

3.4 Insurance risk
The Group is in the business of insuring against the risk of mortality, morbidity, disability, critical iliness,
accidents and related risks. The Group manages these risks through the application of its underwriting

pcolicies and reinsurance arrangement,

The underwriting strategy is intended to set premium pricing at an appropriate level that corresponds
with the underlying exposure of the risks underwritten. Screening processes, such as the review of healih
conditicn and family medical history, are also included in the Group's underwriting pracedures.

BOC Hong Kong (Holdings) Limited  Interim Report 2008



TR W et % T 7RV EmIwETTl R P70 %0 T Tend Thm 70 78 o enmne f e m e w

3. Financial risk management (continued)
3.4 Insurance risk {(continued)
Within the insurance process, concentrations of risk may arise where a particular event or series of events
could impact heavily upon the Group’s liabilities. Such concentrations may arise from a single insurance
contract or through a small number of related contracts, and relate to circumstances where significant

lighilities could arise.

Far the in-force insurance contracts, most of the underlying insurance liabilities are related to endowment
and unit-linked insurance products. For mest of the insurance policies issued by it, the Group has a retention
limit on any single life insured. The Group reinsures the excess of the insured benefit over the limit for
standard risks (from a medical point of view) under an excess of loss reinsurance arrangement, The Group
does nct have in place any reinsurance for contracts that insure against survival risk,

Uncertainty in the estimation of juture benefit paymenis and premium receipts for leng-term insurance
contracts arises from the unpredictability of long-term changes in overall levets of mortality. In order to
assess ihe uncertainty due to the moriality assumption and lapse assumgtion, the Group conducts mortality
study and lapse study in order to determine the appropriate assumptions. In these studies, consistent results
are reflected in hoth assumptions with appropriate margins.

3.5 Capital management
(a) Capital adequacy ratio

At 30 June At 31 December

2008 2007
Capital adequacy ratio 13.87% 13.08%
Core capital ratio 11.51% 12.23%

The capital ratios are computed on the consolidated basis that comprises the positions of BOCHK
and certain subsidiarias specified by the HKMA for its regulatory purposes and in accordance with
the Banking (Capital) Rules.

The differences between the basis of consolidation for accounting and regulatory purposes are
described in “Appendix — Subsidiaries of the Company” on page 123.
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3. Financial risk management {continued)
3.5 Capital management (continued)
{b) Components of capital base after deductions
The consolidated capital base after deductions used in the calculation of the above capital
adequacy ratio as at 30 June 2008 and 31 December 2007 and reported to the HKMA is analysed

as follows:
At 30 June At 31 December
2008 - 2007
HKS'm . HK$'m -
Core capital:
Paid up ordinary share capital 43,043 43,043
Reserves ‘ 19,572 22,611 ¢
Prefit and loss account 3,310 207
Minority interests : 1,230 . 1.284
' 67,155 ° 67,145 |
Deductions from core capital (274) {483)
Core capital 66,881 66,662 .
Supplementary capital:
Fair value gains arising from holdings of
available-for-sale securities 157 18
Fair value gains arising from holdings of securities
designated at fair value through profit or loss 3 9
Coliective loan impairment allowances 1,108 | 1,004 ¢
Regulatory reserve 4,620 4130
Term subordinated debt 8,144 . -
14,032 5,161 °
Deductions from supplementary capital (274) (483).
Supplementary capital 13,758 4,678
Total capital base after deductions 80,639 71,340

Subsidiaries which are not included in the consolidation group for the calculation of capital adequacy
ratios are dencted in “Appendix - Subsidiaries of the Company” on page 123, Investment ¢osts in

such subsidiaries are deducted from the capital base.
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4, Net interest income

HaH-year ended
30 June 2008

Half-year ended
30 june 2007

i
H
i
i
i

HKS'm | HK$'m |

oo - e e o o e

Interest income : |
| .

Cash and due from banks and other financial institutions 2,694 3,229
Advances to customers 8,197 | 9,940 |
tisted investments 1,369 ! 1,239 1
Unlisted investments 5,626 - 6,675
Qthers 219 : 401
18,105 - 21,484 :

Interest expense :
Due to banks, customers and other financial institutions (7,710) (12,098)&
Debt securities in issue (58): (49)2
Subordinated liability (6). -
Others (302), (434)!
; (8,076) (12,581)

Net interest income 1 10,029 E 8,903

Included within interest income is HK321 miflion (first half of 2007; HK$14 million) of interest income recognised
on advances classified as impaired for the first half of 2008. interest accrued on impaired Investment securities
amounted to HK$13 millien {first half of 2007; Nib}.

included within interest income and interest expense are HK$17,416 million (first half of 2007: HK$20,882 miltion)

and HK$7.670 million (first half of 2007: HK$12,122 million} for financial assets and financial liabilities that are
not recognised at fair value through profit or loss respeciively.

Interim Report 2008  BCC -ong Kong {Holdings! Limited




5. Net fees and commission income

Half-year ended :
30 June 2008

Half-year ended ,
30 June 2007

HK$'m HK$'m ,
Fees and commission income
Securities brokerage .
- Stockbroking 1,289 . 1,324 0
- Bonds 220 ¢ 65
Credit cards 578 a7’
Bills commissions 329 273"
Loan commissions 263 : 129
Payment services _ 239 . 221
Asset management 157 342
insurance 132 - 85 ¢
Trust services 87 66 |
Guarantess 26 24
Qthers E | :
- currency exchange 108 73
- RMB business ! 99 54
- safe deposit box 96 939
- information search 25 23
- correspondent banking 21 17
- low deposit balance accounts ‘ 15 17
- BOC cards 13 14
- postage and telegrams ' 13 12
- agency services : 11 2
~ dormant accounts 9 11
- sundries 115 111
3,845 3,239
fees and commission expenses {946) (807)
Net fees and commission income 2,899 2,632 °
Of which arise from
-~ financial assets or financial liabilities not at fair value
through profit or loss
- Fees and commission income 288 158
- Fees and commission expenses (14) (36)
274 122
-~ trust and other fiduciary activities
- Feas and commissicn income 169 &6
— Fees and commission expenses (3) -
66
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6. Net trading income

o e BE TR REEE O RRIEES BT EREER

Half-year ended :
30 June 2008 |

Half-year ended e
30 June 2007 |

!

]

' HKS'm ! HK$'m

s ' e
+ - T - ‘}
Net gain from: § i
- foreign exchange and foreign exchange products i 875 : 155 E
- interest rate instruments 1 206 1 182 ‘
- equity instruments ‘ 135 70
- commadities L 21, -
r 7 i
|
1,237 | 417

7. Net gain on investment in securities

Half-year ended
30 June 2008 |

S e ey

Half-year ended

30 June 2007

E
|
HK$'m E
1

HKS'm |
Net gain from disposal of available-for-sale securities 129 1
Net (lossi/gain from redemption of held-to-maturity securities (1} 1
H
128 2

8. Net insurance premium income

—— e e

i

Half-year ended |
30 June 2008 w‘

- ————— e ————————— ——

Half-year ended ;
30 June 2007

HK$'m : HKS'm !

Gross wrilten premiums 4,511 2,936 |
i . b

Less: Gross written premiums ceded 10 reinsurers (10)f (3)
po— u f

Net insurance premium income 2,933 1

4,501 .
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9.

Other operating income

Half-year ended
30 June 2008

Half-year ended ;
30 June 2007 .

5 HKS'm HK$'m |
Dividend income from investmeant in securities
~ listed investments 91 -
— unlisted investments 9 g9
Gross rental income from investment properties 151 123
Less: Outgoings in respect of investment properties (24). (223
Net gain on disposal of subsidiaries - i
Others 104 88
§ 331 199

Included in the “Outgoings in respect of investment properties” is HX$1 miilion {first haif of 2007: HK$2 million)
of direct operating expenses related to investrnent properties that were not let during the period.

10. Net insurance benefits and claims

Half-year ended :
30 June 2007 .

Haif-year ended
30 June 2008

HKS'm HKS$'m -
Claims, benefits and surrenders paid : 741 440
Movement in liabilities : 2.862 2,193

Gross claims, benefits and surrenders paid and movement :

in liabilities 3,603 2,633
Less: Reinsurers’ share of claims, benefits and surrenders gaid '
(1)

and movement in liabilities i (1)

Net insurance claims, benefits and surrenders paid and

movement in liabilities

3,602

2,632
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11. Net (charge)/reversal of impairment allowances

F o PR TR LN P Y il A FIEY ATV P W

Half-year ended

30 June 2008

Advances to customers
Individually assessed
- new allowances
— releases

- recoveries
Net reversal of individually assessed loan impairment allowances

Collectively assessed
- new allowances
- releases
- recoveries

Net charge of collectively assessed loan impairment allowances
Net (charge)/reversal of loan impairment allowances

Available-for-sale securities
Net charge of impairment losses on available-for-sale securities
- Individually assessed

Held-to-maturity securities
Net charge ¢f impairment allowances on held-to-maturity
securities

- Individually assessed
Others

Net {charge)/reversat of impairment allowances

' !
| Half-year ended ,
: 30 june 2007 |

| HKS'm HK$'m
P 4,,4...”,....._..“_-_____ —T
s
§ i
i (142). (106)
| 62 i 109
‘ 187 340 |
- s
‘ 107 243
> |
: ; ;
f (199) (192)
| 7 -
} 14 15 ¢
' - T i B
: (178)! (177),
¥ - — S e - - — - - .__1
| | b
| (71! 166 |
[ - 1
i :
! ;
| (1,187} -
! j %
! s
i | ;
r {962) -
F——-—-- R B e
T (7 -
S SN S—
E {2,227} 166
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12. Operating expenses

30 June 2008 . 30 june 2007
: HKS'm HK$'m
Staff costs (including directors’ emolumenis} :

- salaries and other cosis 2,302 ° 1,857
- termination benefit 2 6 .
~ pension cost 178 ' 146
2,482 2,100 !
Premises and equipment expenses (excluding depreciation) _
~ rental of premises ; 193 : 168
~ information technology 184 143 .
- others ‘ 18 - 106
495 417 |
Depraciation 480 373 ¢
Auditors’ remuneration ;
- audit services 5 4
- non-audit services : 1 14
Other operating expenses 625 . 514
: 14,088 3,418 .

Half-year ended Half-year ended

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

Half-year ended Half-year ended

30 June 2008 20 June 2007

HKS$'m HK$'m

Net gain on disposal of investment properties 9 pi
Net gain on fair value adjustments on investment properties 701 414
710 416 -

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

Haif-year ended Half-year ended

30 June 2008 30 June 2007
HK$'m HK$'m
Net loss on disposat of other fixed assets . - )
Net {loss)/gain on revaluation of premises : (8) 7
(8) 5°
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15. Taxation
Taxation in the condensed consolidated income statement represents:

! ?

Half-year ended i Half-year ended ,

30 June 2008 | 30 lune 2007 |

HKS'm | HKS'm !

Heng Keng profits tax :
— current pericd taxation 1,286 | 1,508
Deferred tax (reversal)/charge : (111): 44

Hong Kong profits tax : 1,175 ] 1,552

Overseas taxation | 78 ! 47 |

;T 1,253 | 1,599 |

- —_ S - . - - - - [N Coe .- R . i

Hong Kong profits tax has been provided at the rate of 16.5% {2007: 17.5%) on the estimated assessable profits
arising in Hong Kong for the first half of 2008. Taxaticn on overseas profits has beean caiculated on the estimated
assessable profits for the first half of 2008 at the rates of taxation prevailing in the countries in which the Group
operates.

The taxation on the Groug's profit before taxation that differs from the theoretical amount that would arise using

the taxation rate of Hong Kong is as follows;

Half-year ended |  Half-year enced |

| 30 June 2008 | 30 lune 2007 ¢

! HK$'m HKE'm

Profit before taxation 8,434 9,227 E
T 1

Calculated at 2 taxation rate of 16.5% (2007: 17.5%) 1,392 1,615 |
Effect of different taxation rates in other countries 32 (1 1)%
income not subject to taxation {225} (52)°
Expenses not deductible for taxation purposes 54 54 -
Utilisation af previously unrecognised tax losses - (7)5
Taxation charge | 1,253 | 1,599 ‘
| S . . —_ 4

Eifective tax rate | 14.9% ! 17.3% .

interim Report 2008 BCC Hong Kong fHoldings) Limited




16. Dividends

JERRT - T L e

H

Half-year ended Half-year ended

30 June 2008 ! 30 June 2007
AU I I e e e
{ Per share Total , Fer share Total :
| HK% HKS'm J HK$ HKS'm
i I E i D T

Interim dividend | 0.438 4,631 | 0.428 4,525

At a meeting held on 28 August 2008, the 8oard declared an interim dividend of HK$0.433 per ordinary share for
the first half of 2008 amounting to approximately HK34,631 million. This declared dividend is not reflectad as a
dividend payable in this interim financial information, but will be reflected as an appropriation of retained earnings
far the vear ending 31 December 2008.

17. Earnings per share for profit attributable to the equity holders of the Company
The calcuiation of basic earnings per share is based on the consclidated profit atiribuiable to the equity holders of
the Company for the first half of 2008 of approximately HK37,088 million {first half of 2007: HK$7,466 million)
and on the ordinary shares in issue of 10,%72,780,266 shares (2007: 10,572,780.266 ordinary shares).

There was no dilution of earnings per share as no potential ordinary shares were in issue for the first half of 2008
(first half of 2007: Nil).

18. Retirement benefit costs
The principal defined contribution schemes for the Group's employees are ORSO schemes exempted under the
MPF Schemies Ordinance and the BOC-Prudentia!l Fasy Choice MPF Scheme. Under the QRSO schemes, employees
make monthly contributions 1o the ORSO schemes equal 1o 5% of their basic salaries, while the employer makes
monthly cantributions equal to 5% to 15% of the employees' monthly basic salaries, depending on years of service.
The employees are entitled 1o receive 100% of the employer’s contributions upon terminaticn of employment
after completing 20 years of service, or at a scale ranging from 20% tc 95% for employees who have compieted
between 3 to 20 years of service, on conditions of retirement, early retirement, permanent incapacity and ill-health

or termination of employment other than summary dismissal.

With the implementation of the MPF Schemes Ordinance on 1 December 2000, the Group also participates in
the BOC-Prudential Easy Choice MPF Scheme, of which the trustee is BOCI-Frudential Trustee and the investment
manager is BOCI-Prudential Manager, which are related parties of the Company.

The Group’s total contributions made to the ORSO schemes for the first half of 2008 amounted to approximately
HK$149 million {first haif of 2007: approximately HK$129 millien), after a deduction of forfeited contributions
of approximately HK$7 millien (first half of 2007: approximately HK$7 miilion). For the MPF Scheme, the Group
contributed approximately HK$19 million (first half of 2007: approximately HK$13 million) for ihe first half of
2008.
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1%. Share option schemes
{a) Share Option Scheme and Sharesave Plan
The principal terms of the Share Option Scheme and the Sharesave Flan were approved and adopted by
written resolutions of ail the sharehoiders of the Company dated 10 July 26G02.

The purpase of the Share Gption Scheme is to provide the participants with the opportunity to acquire
proprietary interests in the Company, The Board may, in its absolute discretion, offer to grant opticns under
the Share Option Scheme to any perscn as the Board may select. The subscription price for the shares
shall be determined or the date of grant by 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 after the date prescribed by
the Board and from time to time as specified in the offer and on cr before the termination date prescribed
by the Board.

The purpose of the Sharesave Plan is to encourage broad-based employee ownership of the shares of the
Company. The amount of the monthly contribution under the savings contract to be made in connection
with an aption shail be the amount which the relevant eligible employee is willing o contribute, which
amount shali 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 an
option is exercised during an exercise period, it may be exercised in whole or in part.

No options were granted pursuant to the Share Option Scheme or the Sharesave Flan during the first half
of 2008 (first half ¢f 2007 Nil).
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19. Share option schemes (continued)
{b) Pre-Listing Share Option Scheme
On S luly 2002, several directors together with approximately 60 senicr management personnel of the Group
and employees of BOC were granted ogtions by BOC (BVI), the immediate holding company of the Company,
pursuant to a Pre-Listing Share Option Scheme to purchase from BOC {BVI) an aggregate of 31,132,600
existing issued shares of the Company. The Group has taken advantage of the transitional provisicns set
out in paragraph 53 of HKFRS 2 under which the new reccgnition and measurement policies have not been
applied to all options granted to employees on or before 7 November 2002,

Details of the share options outstanding as at 30 June 2008 are disclosed as follows:

Average
Total exercise
number of price =
; Senior share (HKS per -
! Directors management Others* options share) -
At 1 January 2008 f 6,651,600 2,253,100 1,446,000 10,350,700 85 :
Less: Share options exercised during E
the pericd {361,500) {587,500) (1,446,000} (2,395,000} 8.5
At 30 lune 2008 6,290,100 1,665,600 - 7,955,700 85
Exercisable at 30 June 2008 6,290,100 1,665,600 - 7,955,700 85
At 1 Janyary 2007 8,459,100 3,380,450 1,446,000 13,885,550 85
Transfer (1,446,60C} - 1,446,000 - BS
Less: Share options exercised during ‘
the year {361,500} {1,727.350 (1,446,600} (3,534,850 85 ¢
At 3t December 2007 _ 6,651,660 2,253,100 1,446,000 10,350,700 8.5
Exercisable at 31 December 2067 6,651,660 2,253,100 1,446,000 10,350,700 85

* Represented share options held by ex-directars of the Group.

Share options were exercised on a regular basis throughcut the period, the weighted average share price
during the pericd was HK$19.23 (31 Dacember 2007: HK$19.38).

The options granted under this scheme can be exercised at HK$8.50 per share in respect of the option
price of HX$1.00. These options have a vesting period of four years from the date on which dealings in the
shares commenced on the Stock Exchiange with & velid exercise pericd of ten years. No offer to grant any
optiens under the Pre-Listing Share Option Scheme will be made cn or after the date on which dealings in
the shares commenced on the Stock Exchange.
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20. Cash and balances with banks and other financial institutions

At 30 June At 31 December

2008 2007
HKS'm HK$'m
Cash 4,089 3,334
Balances with central banks 83,826 30.627
Balances with banks and other financial institutions 4,687 6,139
Placements with banks and other financial instituticns
maturing within one month 95,850 118,565
188,452 159,065

21. Financial assets at fair value through profit or loss

Financial assets
designated at fair value

Trading securities through profit or loss Total ]
At 30 At 31 At 30 Al 31 At 30 At 3t &
June  December June  December ‘ june  December |
2008 2007 2008 2007 . 2008 2007 ;
HK$'m HK$'m HK$'m HKS'M ©  HK$'m  HKE'm |
At fair value ‘ l
Debt securities :
- Listed in Hong Kong 476 190 330 895 BO6 1,085 i
- Listed cutside Hong Kong 168 537 3,266 2,687 3,434 3,224 |
s SOttt s A
644 727 3,596 3,582 4,240 4,309 °
- Unlisted 7,742 5,510{ 22,200 21,037 29,942 26,547
8,386 6,237 i 25,796 24,619 34,182 30,856 .
Equity securities i
- Listed in Hong Keng 72 327 ! 304 349 376 576
| .

- Unlisted 15 9 2,609 2.814 2,724 2,308

187 a1 2,913 3.163 3,100 3,584
' l ' ' . ’ '

| 28,709 27,782 37,282 34,440

Total 8,573

e e e - - - [ -

Interim Report 2008 BOC Heng Keng {Holdings} Limited



21. Financial assets at fair value through profit or loss (continued)
Financial assets at fair value through profit or loss are analysed by type of issuer as follows:

At 30 June At 31 December

2008 2007 ¢
HK$’m HK$
Sovereigns 7,294 4197
Public sector entities 1.719 1,333
Banks and other financial institutions 24,576 24,820 -
Corporate entities 3,693 4,090 :
37,282 34,440
Financial assets at fair value through profit or loss are analysed as follows:

At 30 June At 21 December :
2008 2007

HKS'm HK$'m

Treasury bills 6,536 3,517

Certificates of deposit held 2,511 3,204

Other financia! assets at fair value through profit or loss . 28,185 27,719

37,282 34,440
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22,

Derivative financial instruments
The Group entars into the follewing equity, foreign exchange, interest rate and precious metal retated derivative
financial instruments for trading and risk management purposes:

Currency forwards represent commitments to purchase and sell foreign currency on a future date. Interest rate
futures are contractual obligations to receive or pay a nef amouni based on changes in interest rates or buy
or sell interest rate financial instruments on a future date at an agreed price in the financial market under the
administration of the stock exchange. Forward rate agreements are individually negotiated interest rate futures that
call for a cash settlement at a future date for the difference between a contracted rate of interest and the current
market rate, based on a netional 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 raies (for example, fixed rate for floating rate), or
precicus metals (for example, silver swaps) or a combination of all these {i.e. cross-currency interest rate swaps}.
Except for certain currency swap coniracts, no exchange of principal takes place.

Foreign currency, interest rate, equity and precious metal options are contractual agreements under which the setler
{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 peried, 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).

The contract/notional amounts and fair values of derivative financial instruments held by the Group are set out in the
foliowing 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
an the cendensed consolidated balance sheet, However, they do not necessarily indicate the amounts of future cash
flows involved or the current fair values of the instruments and, therefore, do not indicate the Group’s exposure to
credit or market risks. The derivative financial instruments become favourable (assets) ar unfavourable (Habilities) as
a result of fluctuaticns in market interest rates, foreign exchange rates or equity and metal 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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22. Derivative financial instruments (continued)

The foliowing tables summarise the contract/notional amounts of each significant type of derivative financial
instrument as at 30 June 2008 and 37 December 2007:

Exchange rate contracts
Spot and forwards
Swaps
Foreign currency option coniracts
- Options purchased
- Options written

Interest rate contracts
Futures
Swaps
interest rate ogtion centracts
- Swantions written
— Bond options written

Bullion contracts
Equity contracts
Other contracts

Total

.

At 30 june 2008

Not qualified

for hedge
Trading Hedging accounting* Total
HKS'm HK$'m HK$'m HK$'m
288,861 - - 288,861
192,702 - 68 192,770
5,37 - - 5,137 °
5,181 - - 5,181
i 491,881 - 68 491,948
4,821 - - 4,821
48,826 22,917 5,184 76,927 |
‘ 702 - - 702
| 468 - - 468
{ 54,817 22,917 5,184 82,918
| 16,769 - - 16,769
8,931 - - 8,931
o e
" 157 - - 157
B o DT
E 22,917

572,555

5,252 600,724

Darivative transaliuons which do not quality as hedges for atcounting purposes but are managed 'n conunchion with the financial instruments designaled

at farr value througn profit or loss are separately disclosed in compliance with the requiremants set out in the 8anking (Disclosurey Rules,
G 5 1 4
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22. Derivative financial instruments (continued)

o R F miEE A FPPET e D RET e R e

At 31 December 2007

Not qualified
for hedge
Trading Hedging accounting Total
HK$'m HKS$'m HK$'m HKS'm
Exchange rate contracts
Spot and forwards 258,556 - 1,495 260,051
Swaps 156,554 - - 156,554 -
Foreign currency option coniracts
- Cptions purchased 5,607 - - 5,607
- Options written 5,875 - - 5,875
426,592 - 1,495 428,087
Interest rate contracts
Futures 226 - - 226
Swaps 36,714 6,708 3,253 46,675
Interest rate option contracts
— Swaptions written _ 780 - - 780 -
- Bond options written ! 780 - - 7320
. - - S
! 38,500 6,708 3,253 48,461 i
Bullion contracts | 12,950 - - 12,950 '
Equity contracts 5,378 - - 5,378 E
Other contracts 172 - - 172 f
. e e~ . i
Total 483,592 4,748 495,048 !

6,708
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22. Derivative financial instruments (continued)
The following tables summarise the fair values of each class of derivative financial instrument as at 30 June 2008
and 31 December 2007:

At 30 June 2008

Fair value assets | Fair value liablities
Not Not
qualified | qualified
a for hedge for hedge :
[ Trading  Hedging accounting Total :+ Trading  Hedging attounting Total ;
: HKS'm HKS'm HKS'm HKS'm HK$'m HKS'm HKS'm HKS'm :
Exchange rate comiracts :
Spot and forwards B VX . - - 17,643 | {12,681) - - (12,681) -
Swaps 613 - 1 614 | (127 - ) (128) .
Foreign currency oplicn contracts :
- Optians purchased ‘ Py - - b - - - -
- Opticrs written I - - - - (26) - - {26)°
18,289 - 1 18,290 (13,434} - {1} {13,435) :
Interest ratz contracts ‘
Futures _ 1 - - 1) {9) - - {9
Swaps 700 m 8 1087 1 (1,153) {153) {78) {1,384)
Interest rzte opton coniracs {
- Swaptions written - - - - {5) - - {5)
[ .
- Bond optians wiitten - - - - {7 - - n
701 379 8 1088 () (153) 78 0,405}
:' N
Sullion contracts 890 - - 890 ! {1.728) - - {1,728} °
Eqlity Contracs 1129 - - 1429 ¢ {1.137) - - (137}
Total ; 21,009 N 9 21,397 ‘ {17,473} {153) (719 (12,708} -
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22. Derivative financial instruments (continued)

. mme e m e o - . . - - PR - - P .- R, C e

AT 31 December 2007 H
[ e IR |

Fair value assets Fair value lizbilitiss

g e -

S e e+ i

: Not kot

: gusiified quatified
for hedge for hedge :
Trading Hedging  accounting Total Trading Hedging  accounting Totl l
O T L . L LI 7;

Exchange rate contracts : '

Spo: and forwards 12,588 - - 12,538 {7812} - {10; {7.833] \
Swazs e - - 6, 68 - - e
Foreign currency ontion contracts | ‘
- Options purchased ; 48 - - 43 - - - - f
- Gptions writien - - - - 151} - - 510

12,905 - - 12,305 18,507} - (10 i8.517) |

Interest rate contracts

Saps ? 49 10 3 525 (£85) {124) ) (1,09
Inerest rate cption contracts |
- Swaplions writien : - - - - th - - th] :
- Bong options wrtien - - - - {23} - - 23]
19 1 23 528 1935} {124) 90} (1,139 :
Buftisn conwragis . 714 - - 714 {1,110y - - {1,110 -
Equity contracts m3 - - mo e - - (326)

Total 14,424 10 3 447 (0368) (124 UR R

— - e e i et tmma AT A= = ot  at e e m— S
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22. Derivative financial instruments {continued)

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

At 30 June - At 31 December

2008 - 2007
HKS'm | HK$'m
Exchange rate contracts . :
Forwards ‘ 659 1,017
Swaps 660 | 492
Foreign currency option contracts E '
- QOptions purchased 6 19
Interest rate contracts
Swaps 265 | 104
Bullion contracts 50 63
Equity contracts 79 . 49
1,719

The credit risk weightad amounts are the amounts that have been calculated in accordance with the Banking
{Capital) Rules. The amounts calculated are dependent upon the status of the counterparty and the maturity
characteristics of each type of contract.

There is no effect of bilateral netting agreement on the fair values or the credit risk-weighted amounts of the

derivative fingncial instruments.

Approximately 56% (31 December 2007 52%) of the Group’s transactions in derivative contracts are cenducted

with other financial institutions.
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Advances and other accounts

At 30 June At 31 December

2008 2007
HKS'm HK$'m
Personal loans and advances 152,491 141,708
Corporate loans and advances 323,096 271,354
Advances to customers 475,587 ' 413,062
t
Loan impairment allowances
- Individually assessed . {416) (381,
— Collectively assessed C (1.108) {1,008)"
474,063 411,677
Trade bills 9,268 5,334 .
Advances to banks and other financial institutions 3,681 3,223 .
Total | 487,012 420,234

r

As at 30 June 2008, advances to customers inciuded accrued interest on gross advances of HK$1,147 million {31
Cecember 2007: HK$1,454 millian).

As at 30 June 2008 and 31 December 2007, no impairment allowance was made in respect of trade bills and
advances to banks and other financial institutions.
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24. Investment in securities

{(a) Available-for-sale securities
Debt securities, at fair value
- Listed in Heng Keng
— Listed outside Hong Kong

- Unlisted

Equity securities, at fair value
- Listed in Hong Kong
- Listed outside Hong Kong

— Unlisted

(b} Held-to-maturity securities
Listed, at amortised cost
—in Hong Kong

- outside Hong Kong

Unlisted, at amertised cost

Impairment allowances

{c) Loans and receivables

Unlisted, at amortised cost

Total

Market value of listed held-to-maturity securities

BOC Hong Xong {Holdings) Limited  interim Report 2008

At 30 lune . At 31 December

2008
HK$'m

2,794
33,415

36,209 ¢

79,095

115,304

3,282

3,735

78

3,813

4,078

27,243
108,543

135,786
{2,281)

133,505

10,075
262,697

26,708

453

23,165

119,117

2007
HK$'m

3,659
18,455

22,114
77,959

100,073

4,135

4,135
445

4,580

104,653

4,107

21,072

25,185
141,925

167,110
{1,682)

165,428

31,102
301,183

24,776



24. Investment in securities (continued)
Invesiment in securities is analysed by type of issuer as follows:

i

g G

At 30 June 2008

' Available- Held-to-

for-sale maturity  Loans and

L securities securities  receivables Total

‘ HK$'m HKS'm HKS'm HKS$'m
Sovereigns ; 15,474 1,463 - 16,937
Public sector entities i 7,697 18,341 - 26,038
Banks and other financial institutions 64,948 84,932 10,075 159,955 |

i |
Corporate entities i 30,998 28,769 - 59,767 |

; - —_—— - - B - - -

; 119,117 133,505 10,075 262,697 }

At 31 December 2007
Available- Held-to-
for-sale maturity Loans and [
securities securities receivables Totat E
HK$'m HK$'m HKi'm HK$'m 1E
Sovereigns 13,402 1,814 - 15,216 |
Public secter entities | 9.673 20,530 - 30,203 !
Banks and other financial institutions j 47,989 108,547 31,102 187,638 |
Corporate entities 33,589 34,537 - 68,126 ;
= ;
104,653 165,428 31,102 301,183 ;
Available-for-sale and held-io-maturity securities are analysed as follows:
Available-for-sale securities Held-to-maturity securities

At 30 June At 31 December At 30 June At 31 December '

2008 2007 , 2008 2007

HKS'm HKS'm HKS'm HKS'm

Treasury bils 9,425 9,396 | 100 200 ,

Certificates of deposit held 6,576 7.466 13,543 11,988 ¢

Others 103,116 87,751 119,862 153,240 1
| 104,653 | 133,505

119,117 165,428 |

e e b e i a -~ [P DU
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25. Investment properties

At 30 June | At 31 December

o
E
2008 | 2007
HKS'm | HKS'm .
At 1 january 8,058 | 7,481
Disposals (89). 200
Fair value gains {Note 13) 701 1,056
Reclassification to properties, plant and equipment (Ncte 26) (36) (279)°
At period/year end 8,634 8,058 -
26. Properties, plant and equipment
Equipment,
fixtures and
Premises fittings Total -
HK$'m HK$'m HK$'m |
Net book value at 1 January 2008 20,783 2,510 23,293
Additions 13 204 217
Disposals - {1) {1
Revaluation 2,165 - 2,165 .
Depreciation for the period {Note 12) {191) (289) (480)°
Reclassification from investment properties (Note 25} 36 - 36 .
Net book value at 30 June 2008 22,806 2,424 25,230
At 30 june 2008
Cost or valuation 22,806 5,795 28,601 °
Accumulated depreciation and impairment - (3.371) {3,371}
Net book value at 30 june 2008 22,806 2,424 25,230 '
Net book value at 1 January 2007 17,906 1,834 19,740 °
Additions - 1,147 1,147
Disposals {18) (17 (33)!
Revaluation 2,946 - 2,946
Depreciation for the year ; (332 (455) (787)
Reclassification from investment properties (Note 25) 279 - 279
Exchange adjustments ' - 1 1
Net book value at 31 December 2007 20,783 2,510 23,293
At 31 December 2007
Cost or valuation 20,783 5,642 26,425
Accumuliated depreciation and impairment - (3,132) (3,132

BGC Hong

Net book value at 31 December 2007
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26. Properties, plant and equipment (continued)
The analysis of cost or valuation of the above assets is as follows:

Egquipment,
fixtures and ;
Premises fittings Total f
HKS'm HKS'm HKS'm |
At 30 June 2008 5 E
At cost - 5,795 5795 |
At valuation 22,806 - 22,806 E
§ 22,806 5,795 28,601 |
At 31 December 2007
At cost | - 5,642 5.642
At valuaticn § 20,783 - 20,783
* T y i
120,783 5,642 26,425 ;

PG D S

27. Other assets

At 30 June At 31 December |

3
i
|
i

; 2008 | 2007 |
HKS'm ; HKS'm
- e - B - . . - e e e e . . f . f - P . }. C e . -
Repossessed assets * 136 76 :
Precious metals : 1,843 | 1741 ‘
Accounts receivable and prepayments E 11,184 19,040
13,163 ; .

20,857

28. Financial liabilities at fair value through profit or loss

At 30 June | At 31 December

2008 2007

! HKS$'m HK$'m -

Trading liabilities | j |
- Short positions in Exchange Fund Bills (Note 31) 6,689 3,492 [

| | |

Financiai liabilities designated at fair value through profit or loss : f
- Structured deposits {Note 29) 3,601 5.959 |
- Certificates of deposit issued 1,823 1,954 E
5,424 7.913

i
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28. Financial liabilities at fair value through profit or loss {continued)
The carrying amaunt of financial liabilities designated at fair value through profit or loss as at 20 June 2008 is
more than the amount that the Group would be contractually required to pay at maturity to the holders by HK$33
million, and it was Jess than the amount that the Group would be contractua!ly required 1o pay at maturity to the
holders by HK$44 million as at 31 December 2007. The amount of change in the fair values of financial liabilities
at fair value through profit or loss, during the period and cumuiatively, attributable to changes in credit risk is

insignificant,

29. Deposits from customers

At 30 june At 31 December
2008 2007 -
HKS'm HK$'m

Current, savings and cther deposit accounts ‘
{per condensed consolidated balance sheet) 819,110 793,606 ;

Structured deposits reported as financial habilities
at fair value through profit or loss (Note 28) 3,601 5,853

822,711 799,565

Analysed by:

Demand deposits and current accounts E
— corporate customers 32,682 - 32,645 ¢
— individual customers 8,225 . 7.854

- i
40,907 40,499

Savings deposits ;
~ COrporate customers 74,292 . 76,668
- individual customers 221,210 209,985

295,502 286,653

Time, call and notice deposits
- corporate customers 212,440 172,342
- individual customers 273,862 300,071

486,302 472,413
799,565
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30. Other accounts and provisions

! At 30 June . At 31 December |

2008 | 2007
HKS'm HK$'m
| o !
Other accounts payable ' 24,864 33.335 ¢
frovisians i 1 g
e e L ——— H
H t
24,875 33,344
— s wmmime — 0 = Lo b

31. Assets pledged as security
As at 30 June 2008, lizbiliti=s of the Group amounting to HK$6,683 million (31 December 2007: HK$3,492 million)
were secured by assets deposited with central depositories to facilitate settiement operations. In addition, the
liahilities of the Group amounting to HK$3,675 million {31 December 2007: Nil} were secured by debt securities
related to sale and repurchase arrangements, The amount of assets pledged by the Greup to secure these liabilities
was HK$11.629 million (37 December 2007: HK$3,836 million) included in "Trading securities” and “Available-
for-sale securities”.

32. Deferred taxation
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™,

The major components of deferred tax assets and liabilities recorded in the condensed consclidated balance sheet,
and the movements during the first half of 2008 and the year ended 31 December 2007 are as follows:

At 30 June 2008

1
i
———— — | e — e s -

- Aqcelerated Other |

tax Asset Tax teniporary ;

_depreciation  revaluation losses  Provisions  differences Total i

‘  HKS'm HKS'm HKS'm HKS'm HK§'m HKS'm J|
A11 lanuary 2008 , 533 3 (15) (169) (182) 3,944 |
{Creditedycharged to income !
statement (Note 15) (43) (26) (73) 8 23 (111} f
Charged/(credited) o equity :
and minority interests - 262 - - {235} Py
At 30 June 2008 490 4,013 . {88) {161} (394) 3,860
. e e ——— e e e e e em e e e ]
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32. Deferred taxation (continued)

i
|
i Accelerated
1
|
|

At 31 December 2007

Gther

tax Asset Tax temporary

' depreciation revaluation losses Provisions differences

HK$'m HKS m HK3'm HK3'm HKS'm

At 1 lanuary 2007 401 3,155 1 {89) {(74)

Charged/tcredited) to income statement 132 143 36 {80; i
Charged/(credited) to equity and

minority interests - 479 - - {109

At 31 December 2007 533 3,777 {15} {169} {182)

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 offseiting, are shown in the condensed consolidated balance sheet:

At 30 june : At 31 December -

3,860

2008 | 2007

HKS'm HK$'m |

Deferred tax assets (93) (2 3}
Deferred tax liabilities 3,953 . 3,867
3,944 |

At 30 June At 31 December

2008 20067 .

HKS'm [ HK$'m -

Deferred 1ax assets to be recovered after more than twelve months (93); {23)
Deferred tax liahilities 1o be settled after more than twelve months 4,334 s 4,115

BOC Hong Keng {Holdings) timited  Interim Report 2008

4,241 !



32. Deferred taxation {continued)
The deferred tax charged/(credited) to equity during the first half of 2008 and the year ended 31 December 2007
is as follows:

e o e et 4 e - e
E At 30 June At 31 December !

? 2008 zoo7i

HKS'mi HKS'm

Fair value reserves in shareholders’ equity: i

- premises 263 476 -
— available-for-sale securities {240) (109);
— minority interests 4 3

| 27 370 -

33. insurance contract liabilities

At 30 lune At 31 December

|

‘ i

E 2008 2007 |

HKS$'m | HKS'm |

Gross and net E
At 1 January g 22,497 ; 14,239

Benefits paid (737)! {881)

Claims incurred and movement in Habilities § 3,310 3 §,13¢ |

T

At periodfyear end : 25,070 | 22,497

34. Subordinated liability

. . 3 -

i At 30 June , At 31 December |

’ 2008 | 2007

' HKS'm | HK$'m

— s — o e e —— = P—- S

Subordinated loan 8,150 | -,

R — e — s mm e e e

In June 2008, BOCHK obtained a floating-rate subardinated loan with a principal amount of EURG6C millicn from
80C, the intermediate holding company. The loan will be due and repayable in June 2018. interest is charged at
6-month EURIBOR plus 0.85% per annum for the first five years of the loan term, and at 6-month EURIBCR plus
1.35% per annum for the remaining tenure, payable semi-annually.
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35.

36.

37.

Share capital

Authorised:
20,000,000,000 ordinary shares of HK35 each

Issued and fully paid:
10,572,780,266 ordinary shares of HK$5 each

Reserves

At 30 June ' At 31 December

2008 |
HKS'm

100,000

52,864

2007 ¢
HK$'m

100,000

The Group's reserves and the movements theretn for the current and prior periods are presented in the condensed

consolidated staternent of changes in equity on pages 44 to 45.

Notes to condensed consolidated cash flow statement

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

Operating profit

Depreciation

Net charge/(reversal) of impairment allowances

Unwind of discount on impairment

Advances written off net of recoveries

Interest expense on subordinated liability

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

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

Change in financiat assets at fair value through profit or less

Change in derivative financial instruments

Change in advances and other accounts

Change in investment in securities

Change in other asseis

Change in deposits and balances of banks and other
financial institutions

Change in financial liabilities at fair value through profit or loss

Change in deposits from customers

Change in debt securities in issue at amortised cost

Change in other accounts and provisions

Change in insurance cantract liabilities

Exchange difference

Operating cash inflow before taxation

Cash tlows from operating activities included:
- Interest received
~ Interest paid
- Dividend received

BOC Hong Kong (Holdingsi Limited)  Interim Report 2008

30 June 2008
HK$'m
7,724
480
2,227 |
(21!

86 |

6

17,866

(627).
565
(307)
(66,914).
33,400 |
7,689

21,026
708
25,504
667 .
(8.471)
2,573
199

44,380

19,220 |
7,254 -
100 |

.

| Half-year ended

Half-year ended -
30 June 2007 °
HK$'m

8,808

373
(166} -
{14}
214

(6,883}

(9,863} -
2,360
615}
(46,767)
1,751
(46,795)

(2,316
3,077
109,223
283

{48)
2,196




37. Notes to condensed consolidated cash flow statement {continued)
(b)  Analysis of the balances of cash and cash equivalents

At 30 June . At 30 June

|

2008 - 2007 !

HKS'm ! HKE'm |

Cash and balances with banks and cther financial institutions ‘ *
with original maturity within three months 173,272 ; 110,712 ;
Placements with banks and other financial institutions ; f i
with original maturity within three months :‘ 10,847 14,339 ‘[
Treasury bills with original maturity within three months : 12,820 : 8.244 |
Certificates of deposit held with original maturity E E
within three months E 1,816 f 702
198,755 133,997 |

38. (Contingent liabilities and commitments
The foliowing is a summary of the contractual amounts of each significant class of contingent liability and
commitment and the corresponding aggregate credit risk weighted amount:

At 30 June . At 31 December E

2008 . 2007 !

; HKS$'m HK$‘m |
Direct credit substitutes 1,51% 2,120 5
Transaction-related contingencies E 8,186 7,075
Trade-related contingencies i 33,231 29,081

Commitments that are unconditionally cancellable ; ‘
without pricr notice 53,169 50,034
Other commitments with an original maturity of

- up 1o one year ; 93,133 84,804
— over one year ; 48,627 | 58,189 |

-r 237.857 , 231,303
Credit risk weighted amount | 45,867 47,356 |

The calculation basis of the credit risk weighted amount has been set cut in Note 22,
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39. Capital commitments
The Group has the following ocutstanding capital commitments not provided for in this interim financial

information:
At 30 June At 31 Decembe
2008 . ;
HKS'm HK$'m 5
Authorised and centracted for but not provided for 318 165
Authorised but not contracted for 54 1
b e L e 2

372 | 166

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

40. Operating lease commitments
{a) The Group as lesseea
The Group has commitments to make the following future minimum lease payments under non-cancetiable
cperating ieases:

i .
At 30 June | At 31 December -

, &
2008 | 2007 .

§ HKS'm | HK$'m

Land and buildings _ §
- nol later than one year : 357 | 321
— later than one year but not later than five years 378 297
- {ater than five years 3 -
740 | 618

Certain nan-cancellable cperating leases included in the tables above were subject to renegotiation and
rent adjustment with reference to market rates prevailing at specified agreed dates.
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40. Operating lease commitments (continued)
{b) The Group as lessor
The Group has contracted with tenants for the following future minimum lease receivables under non-

cancellable operating leases:

At 30 June At 31 December |

; 2008 2007
i HKS'm HKS'm |
T T T nE T
Land and buildings E i
- not fater than one year 276 251
— {ater than one year but not later than five years ? 272 215 &
548 466 E

. em e m—— e —_———— - H

The Group leases its investment properties (Note 25} under operating lease arrangements, with leases
typically for a period from one o three years. The terms of the leases generally require the tenants tc pay
security deposits and provide for periodic rent adjustments according to the prevailirg market conditions.
None of the leases include contingent rentals.

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

Information about the four business segments is provided in segmental reporting. They are Persenal Banking,

Corporate Banking, Treasury and [nsurance.

Both Personal Banking and Corporate Banking segments provide general banking services. Personal Banking
serves individual customers while Corporate Banking deals with non individual customers. The Treasury segment is
responsible far managing the capital, liquidity, and the interest rate and foreign exchange positions of the Groug in
addition to proprietary trades. The Insurance segment shows business relating to the Group’s leng-term life insurance
products, including traditional and linked individual life insurance and group life insurance proeducts. “Others” refers
to those items related to the Group as a whole but independent of the other four business segments, including
the Group’s holdings of premises, investment properties and interests in associates.

Revenues, expenses, assets and liabilities of any business segment mainly include items directly attributable to the
segment. In relation 10 occupation of the Group’s premises, rentals are internally charged based on market rates
according to the areas occupied. For management cverheads, allocations are made on reasonable bases. During the
second half of 2007, the Group has revised the allocation bases and comparative amounts have been reclassified
to conform with the current year's presentation. There is no impact on the Group's income statement and balance
sheet. Inter-segment funding is charged according to the internal funds transfer pricing mechanism of the Group.
The charge on any such funding is mainly made by reference to the corresponding money market rate.
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41. Segmental reporting (continued)

Personal Corporate

Half-year ended 30 juna 2008

Subtotal  Eliminations {onsciidated

Treasury lasurance Others
HES'm HXS'm HK$'m HKS'm HKS'm H¥$'m HE§'m HKS'm.
et interest fzcpenmsestfincame i
- axternal . (1,950} 3,092 8,319 538 30 10,029 - 19,029
- Migr-SeyIRent ; 5,280 (120) {4,863) - 299 - - -
' 333 2am 3,45 538 (267} 10,029 - 10,028
Met fzes and commission income
{expensesh 4 1,012 i#] {164) {22 1.96% (66} 2,889
Fet rading incomehpspenses) : 370 90 898 - (121 1,237 - 137
et loss o firanciatinsiuments -
designated at fas value through .
oeafit o lass ‘ - - {92) {1302 - {1,484} - (1,484)
Net gzin on investment in securities - - 128 - - 128 - 128
Net insurance premium income : - - - 4,503 - 4503 {2 450
Other apesaiing income ‘ i b} 1 § 577 1,037 (706) )
Total operating income 5,562 4104 4389 3493 567 18,415 (714) 17,681
Netinswrance benchis and dams - - - {3,602 - (3,602} - (3,602}
U EU U AP e et
Net operating income before ‘
impairment allowantes i 5,862 4104 4389 {108} 567 14,813 {(774) 14,039
Net charge of inpairment aliowances ‘ {18) {60) {2,149 - - (2,227} - {2,211}
Net operating income/{expenses) 5544 404 1,240 {108) 567 12,586 {774) 11,812
Cperating expenses (2,819 (1,081) 431 {6%) {402) (4,862} m {4,088}
Cperating profit/{loss) 2,983 2963 1,509 {178) 165 1724 - 114°
Net gain frem disposal offair velus :
adjustments on nvestment
prOperties : - - - - " o - e
Net less from dispasalirevaluation of -
properties, plant and egupment - - - - (8 L} - (8
Share of profits less Josses of ’
ass0iaes - - - - B 3 - 3
Profit/{loss) before taxation 2,965 2,963 1,809 (178} 75 3434 - 8434
At 30 June 2008
Assets :
Segment assets 165,005 339,456 563,506 27,738 41,19 1,136,001 (10,370} 1,126,531
Inserests in assariates - - - - 89 BY - 89
Unallosated corporate assets i - - - - 548 548 - 548
165,005 335,456 563,506 27,738 41,833 1,137,538 {10,376 1,127,168 :
Liabilities '
Seament liaklites i 324,114 38447 184,217 15,982 82 1,629,702 (16.376) 1,019,332
Unallocated corparare lizbilities ' - - - - 10,317 10,317 - 10317
; 524,774 324,447 154,217 25,982 10,599 1,040,619 {10.370) 1,020,643
Half.year ended 30 lune 2008 !
Other information 5
Keddiions of mapsities, !
plant and equipment : 4 1 - 1 an U7 - n
Degreciation i 13 85 52 2 228 480 - 480
Amortisation of securities - - 713} - - {1 - (1
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41.

Segmental reporting (continued)
: Ralt-year ended 30 June 2007
Peysanat Covporate Trezsury Insarance Qthers Ghictyl  Elbminations  Comsolidate:
! H'm HS'm HKE'm HKS'm HEE'm HiS'm Hki'm HRS'm -
Net intarest fepansesiincome
- exieinad {4,198) 1,135 ER 345 53 g503 - §.903
~ inter-segment 2039 57 {7,505 - {591} - - o
3841 PR 2471 3 (538) £,903 - 8,903 |
Mez fees and commission income/ H
{expenses) 2037 i 7 {tn 33 358 i - 283
Het trading incom: 08 &1 45 - 12 47 - a7
Net loss on financial instruments ;
designated at falr value thiough ;
profit ot toss - - 15 {389) - {354} - (394)
Net gain on investment in secullties - - Z - - z ? 1
Net iasu: ance premium income - - - 253 - 1535 i3 2833 }L
Giher operating income A 1 i 5 304 3% 195 1
Total cperating income . 5173 3656 2502 2747 55 15,383 {31 14692 1
Nat insurance benefits and claims - - - {2,830 - {2630 - 4;2,632}5
Net operating income before :
impairment allowancas : 8173 3,660 2,502 155 55 12,751 {a01) 12,060 ;
Nat {chargeleeversal of imspairment |
aliowances ! {54) 20 - - - 166 - 166 |
Net operating income : 8119 3,886 1502 55 biN] 12,917 1851} 12,125
Uperating sigenses {2580 {593} (258} {48) 1373 {4,109 &9 B,(ﬂa':!
; E
Operating profit/{loss) : 3538 2587 7244 i 163} 8808 - 8,602 i
Met gain from dispesal nffar vaive !
adjustments on investment |
properties E - - - 415 418 - 4ig !
Net gain from disposalrevatuation of i
praperties, plart and equipment - - - - 5 5 -
Share of profits less lasses of
assacizies - - - - {2 {3 - i
Profit before taxation 353 2847 PRLE 167 351 9277 - 4in
At 31 December 2007
Assets
Segment assets 162,634 721,680 546,661 24,545 37,567 {8 &7 1,067,316
Intarests in associates - - - - 83 83 - 83
Unatlocated comporate agets i - - - - et} I8 - RN
182,634 81,680 560,601 1A 37,828 1072408 {5,771} 1,567,637 4
Lizhilities ‘
Seqment fiablhties . 545,557 84353 116,095 318 25% 471,566 RITH
Unalfcated corparate Hiabiitier - - - 5,734 5754 -
545,357 284,353 116,695 22182 9313 978,350 15,771
Half-year ended 30 June 2007 ‘
Other information :
o . . !
Additions of propertes, glantand .
equipment 1 - - bt 287 - 7
Depreiation 13 47 i3 i 198 373 - ETE] |
Amartisation of securiies : - - 919 - - 919 - %19
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42. Significant related party transactions
Related parties are those parties that have the ability, directly or indirectly, to control the other party or exergise
significant influence over the other party in making financial and operating decisions. Parties are also considered
to be related if they are subject to common control, Related parties may be individuals or other entities.

The Group provides loans and credit facilities to related parties in the normal course of business. Such transactions
are conducted with terms that are no more favourable than those contracted with third party customers of the
Group.

Transactions with related parties, which the Group entered into during the period are summarised as follows:

{a) Advances to third parties guaranteed by BOC Group companies
As at 30 June 2008, BOL, the intermediate holding company, provided guarantees for loans in favour of
the Group amounting 1o HK$7,450 million {31 December 2007 HK$3,693 million) to certain third parties.
BOC held equity interests of not more than 20% in these third parties.

{b) Advances acquired from BOC
During the first half of 2008, the Group has enterad into an agreement with BOC to acquire advances
amaunting to USD300 million arising from trade finance facilities granted 1o customers. The outstanding
amount of such advances at balance sheet date has been included as "advances to custemers” in this

interim financial information.

—) ) .
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42,

Significant related party transactions (continued)

{c)

Summary of transactions entered into during the ordinary course of business with BOC
Group companies

The aggregate income and expenses arising from related party transactions with the immediate holding
company, the intermediate holding companies, associates of the Company as well as subsidiaries and

associates of BOC are summarised as follows:

Halj-year ended 30 June 2608 j

Immediate and {

intermediate L

holding Other related |

companies Associates parties' |

Notes HK$'m HKS'm HKS'm E

Income statement items: :
Interest incoma ) 574 - r
interest expense (i) (235) (1) (53);
insurance premium paic (net) {iii) - - (14)§
Administrative services fees !
received/receivable {(iv) 15 - 12 {
Rental fees received/receivable (iv) 1 - 27 ‘
Credit card commission paid/ ;
payable (net) {v) (43) - (1)§
Securities brokerage commission ;
paid/payable (net} {v} - - (188},
Rental, property management
and letting agency fees paid/ (
payable {v} - - (48)!
Funds selling commission t
received {vi} - - 40 ;
Correspondent banking i
fee received {vii} 7 - -
Net trading losses ) (7) - (76} |
. P . .. J S— - 4 R [P R Loee -4

)
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42. Significant related party transactions (continued)
{c) Summary of transactions entered into during the ordinary course of business with BOC
Group companies (continued)

Half-year ended 30 june 2007

immediate and

intermediate

holding Other related

companies Associates parties!

. Notes HKS'm HK%'m HK$'m

income statement items: :

Interest income (i 205 - g
Interest expense . (1t} (232} (2} {168)
Insurance premium paid {nat) : {iil) - - (20);
Administrative services fees

received/receivable {iv) 16 - 16
Rental fees receivedsreceivable + {iv) - - 1o
Credit card commission paid/ z
payable (net) : (v {42) - (1)
Securities brokerage commission -
paid/payable {(net) {v) - - (178}

Rental, property management

and letting agency fees paid/

payable {v) - - (40}
Funds selling commission E

received {vi) - - 71
Correspondent banking i

fee received L il 7 - -
Loans services fees received : - - 1
Net trading gains ; 1 - 54
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42. Significant related party transactions {continued)
(¢} Summary of transactions entered into during the ordinary course of business with BOC
Group companies (continued)

At 30 june 2008 I|
Immediate and
intermediate
holding Other refated
companies Associates parties’ |
Notes HKS$'m HKS'm HK$'m
Balance sheet items: E
Cash and balances with banks |
and other financial institutions (i) 21,056 - 21 t
Placements with banks and other |
financial institutions maturing E
hetween one and twelve |
months (i) 14,013 - -
Financial assets at fair value !
through profit or loss 297 - 2,030
Derivative financial instruments
assets {viii) 38 - 3
Advances and other accounts {1 45 - 860
Investment in securities { 367 - -
Other assets (ix) 52 - 1,351 ‘
Deposits and balances of banks .
and other financial institutions (ii) 11,473 - 617 11
Depaosits from customers (i) 84 75 4,473
Derivative financial
instruments fabiiities (viii) 25 - 89
Other accounts and provisions {ix) 54 - 2,306 L
Subordinated liabifity {x} 8,150 - -
Off-balance sheet items: i
Contingent liabilities and i
commitments {xi) 7422 - 722 %
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42. Significant related party transactions {continued)
(c) Summary of transactions entered into during the ordinary course of business with BOC
Group companies (continued)

At 31 Decemnber 2007

Immecdiate and
intermediate ;
holding Other related

companies Associates partiest '
Notes HK$'m HK$'m HK$'m

Balance sheet items:
Cash and balances with banks ¢
and other financial institutions @ {i) 22,854 - 30 °
Placements with banks and other !
financial institutions maturing
between one and twelve

months 3] 8,917 - -
Financial assets at fair value :

through profit or loss 438 - 2,097
Derivative financial instruments

assets il 30 - 3
Advances and other accounts ; (i} 21 - -
investmant in securities (i) 347 - -
Other assets (ix) td - 5,154 :
Deposits and balances of banks :

and other financial institutions {i1) 15,478 - 680 -
Deposits from customars (i 74 85 7,158
Derivative financial E :

instruments liabilities L {viii) 14 - 23 -
QOther accounts and provisions {ix) 160 - 5,538

Off-balance sheet items:
Contingent liabilities and

commitments L)

T - Loe- e e — PR e e . FE e ek

I cubsidianes and s3seciates of BOC and post-employment benefi plans for the benein of emplovees of the Company are colectively disclosed
2s other retated parties and cerwain of which sre state-contrniied entities.

Notes:

(i) Interest income
in the ordinary course of husiness, the Group enters into various transactions with BOC Group
cempanies including deposit of cash and balances with banks and other financial institutions,
placement of interbank deposits, investment in securities and provision of loans and credit facilities.
The transactions were conducted at prices and terms that are no mere favourable than those charged
to and contracted with other third party custemers of the Group.

)
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42. Significant related party transactions {continued)
(c) Summary of transactions entered into during the ordinary course of business with BOC

Group companies (continued)

Notes: {continued)

(ii)

(iii)

{iv)

(v}

(vi)

(vii)

{viii)

interest expense

In the ordinary course of business, the Group accepts interbank deposits and current, fixed, savings
and cther deposits from BOC Group companies at the relevant market rates at the time of the
transactions. interest on a subordinated loan is charged at the contracted raiz as denoted in Note
34,

insurance premium paid/insurance commission received {net)
In the ordinary course of business, the Group provides insurance agency services to and purchases
general insurance policies from BOC Group companies at the relevant market rates at the time of

the transactions.

Administrative services fees and rental fees received/receivable

In the ordinary course of business, the Group receives administrative services fees for the provision
of various administrative services including internal audit, technology, human resources suppert and
training to BOC Group companies mainly on the basis of cost plus a margin of 5%, and receives
office premises rental fees from BOC Group companies at the relevant market rates at the time of
the transactions.

Commission, property management, letting agency fees and rental fees paid/payable

In the ordinary course of business, the Group pays commission fees for credit card admenistrative and
promaotional services, securities brokerage services, property management and letting agency fees to
BOC Group companies. The Group also pays rantal fees to 80C Group companies. These transactions
have been entered into in the ordinary course of business and were priced at the relevant market
rates at the time of the transactions.

Funds selling commission received
in the ordinary course of business, the Group receives commission for engagng in promotion and
sale of fund products of a BOC Group company to customers of the Group at the relevant market
rates at the time of the transactions.

Correspondent banking fee received

In the ordinary course of business, BOC provides services to the Group’s customers including
remittance services and advising on and collecting lettars of credit issued by the Group. The Greup
shares the fees paid by its customers with BOC on the basis agreed between the parties from time
10 time.

Derivative financial instruments assets/liabilities

In the ordinary course of business, the Group enters into foreign exchange contracts and interest
rate contracts with BOC Group companies. As at 30 June 2008 the aggregate notional amount
of such derwvative transactions amounted to HK$23,270 million (31 December 2007: HK$13,219
million) whilst the corresponding derivative financial instruments assets and liabilities amounted to
HK$41 million (31 December 2007: HK$33 million) and HK$114 million (31 December 2007: HK$37
million) respectively. These transactions are executed at the relevant market rates at the time of the
transactions,
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42. Significant related party transactions (continued)
(c) Summary of transactions entered into during the ordinary course of business with BOC
Group companies {continued)
Notes: (continued)

{ix) Other assets and other accounts and provisions
included within “Qther assets” and “Other accounts and provisions” are receivables from and
payables to BOC Group companies. The amounts mainly reprasent the account receivables from and
payables to a subsidiary of 30C in relation to dealing in securities trading transactions on behalf
of the Group's customers. The receivables and payables arose from transactions carried out in the
normal course of business.

(x) Subordinated liability
BOCHK entered into a subardinated credit facility agreemeant with BOC for the purpcses of capital
management. Major commercial terms of the loan are stated in Note 34.

{xi} Contingent liabilities and commitments
In the ordinary course of business, the Group provides loan facilities and trade finance services to,
and guarantees for the obligations of BOC and s subsidiaries and asscciates on normal commeicial

terms.

(d) Key management personhel
Key management are those persens having authority and responsibility for planning, directing and controlling
the activities of the Group, directly or indirectly, including directers and senior management. The Group
accepts deposits from and grants joans and credit facilities to key management perscnnel in the ordinary
course of husiness. During both the current and prior periods, no material transaction was conducted with
key management persennel of BOCHK, its holding companies and parties related to them.

The key management compensation for the six months ended 20 June 2008 and 2007 is detailed as

follows:

Half-year ended Half-year ended -

© 30 June 2008 . 30 June 2007
HKS'm . HK$'m
s e - [ e T o :
Salaries and other short-term employee benefits | 31 27 .
Post-ernployment benefits : 1 1
j 32 28

H . A PSR

———"
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42. Significant related party transactions {continued)
(e} Transactions with Central SAFE and other companies controlled by Central SAFE
Central SAFE is the centrolling entity of BOC. Central SAFE is approved by the State Councit of the PRC to
assume the rights and obligations of the equity owner on behalf of the State. Accordingly, Central SAFE,
acting on behalf of the State, has become the vitimate holding company of the Company by virtue of its
interest in BGC.

The Group did not have any balances or enter intc any transactions with Central SAFE for the six months
ended 390 June 2008 and 2607 (31 December 2007: Nil).

Central SAFE has cantrolling equity interesis in certain other entities in the PRC. The Group enters into
banking transactions with these companies in the normal course of business. These include loans, investment
securities and money market transactions. The outstanding balances at the period/year end, and the related
income and expenses for the period are as follows:

2008 2007

5 Interest : interest
; income/ income/
i‘ {expense) {expense}
for the for the
six months OQutstanding . six months  Outstanding
ended balance at ended balance at
30 June 30 June . 30 June 31 December
5 HKS’m HKS'm RK$'m HK$'m |
Advances to customers/banks and i ;
other financial institutions - - - 23
Investment in securities , 50 3,989 36 2,433
Financial assets at fair value through :
profit or loss 9 15 | - 9

Due from banks and other financial , :
institutions 28 501 . 35 1,243 |
Due to barks and other financial 7 l
(16) 1,286 (1) 2,417 |

e e ¢ e e b = - RS

institutions

[
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42. Significant related party transactions {continued)
(f} Transactions with the Ministry of Finance and the People’s Bank of China and other
state-controlied entities
The Group enters into banking transactions with the Ministry of Finance and the Pecple’s Bank of China
in the normal course of business. These include purchases and redemption of treasury bonds and money
market transactions.

The state-controlled entities are those, other than BOC ({the intermediate holding company and its
subsidiaries} and Central SAFE and its controlled companies, over which the PRC government directly or
indirectly holds cver 50% of the outstanding shares or voting rights, and has the ability to control or the
power to govern their financial or operational policies through its government authorities, agencies and
affiliates. The Group has extensive transactions with other state controlled entities. These transactions,
conducted in the crdinary course of business. may include, but are not limited to, the following:

- fending, provision of credits and guarantees and deposit taking,

- inter-pank balance taking and placing;

- sale, purchase, underwriting and redemption of bonds issued by other state-controlled entities;
- rendering of foreign exchange, remittance and investrent related services;

- provision of fiduciary activities; and

- purchase of utilities, transport, telecormmunication and postal services.
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Liquidity ratio

1T W e 1% 08 0% 2R 8 BeiRffEf % R4 8L B0 Smad Bfm s 78 o is 78 23 2=

Half-year ended
30 June 2007

. Half-year ended i
E 30 June 2008 |

Average liguidity ratio

SV S [

o e — e

42.47% |

50.08%

The average liquidity ratic is calculated as the simple average of each calendar month's average liguidity ratic of

BOCHK for the pericd.

The liquidity ratic is computed on the solo basis {the Hong Kong offices only} and is in accordance with the Fourth

Schedule of the Banking Ordinance.

Currency concentrations
The following is a summary of the major foreign currency exposures arising from trading, non-trading and structura!

positions. The net options position is calculated based on the basis of delta-weighted positions of all foreign

exchange options contracts.

1

At 30 June 2008 i

- T - - i

5 Equivalent in million of HKS j

US  Japanese Australian Pound Renminbi T

Dotlars Yen Euro Dollars  Sterling Yuan Others Total J

Spot assels 326,686 3,956 27,299 33,774 14,207 102,775 11,345 520,042 !
Spot liabilities {253,254) {3,029)  (19,465)  (30,888)  (23,735) (101,853)  {27,127) (459,05%)
Forward purchases 211,449 28,14 29,660 33,092 28,738 28,235 49,473 409,388 E
Forward sales (284,037)  (29,936)  (38,151)  (36.246) (19.217)  (27.835) (33,835} (469,257)
Net cptions positicn 470 4 W) {40) 18 - (69) 376
Net longf{short) position 1314 {264) (364) (308) 1 1,322 (213} 1,498,
- - T H [ e - 1

|

Net structural position 235 - - - - 1378 - 1,613|
—_— e - S ——

At 31 December 2007 i

Eguivalent in million of HKS ,

US  Japanese Australian Pound  Renminbi l

Collars Yen Euro Dollars Sterling Yuan Others Total |

Spot assets 377,003 2,0¢ 15,739 27,376 6,028 44926 7,364 4304581
Spot figbilities (224,627) i4,764) {8,215) (24,055) (12,951} (44,055} (12,615 (339,27?):
Forward purchases 159,983 22,118 25,775 22,051 25,807 26,750 43,162 326,356
Forward sales (257,677) (20,215} (32,238) (25,476) (18,858} {26,322} {30,823) (@an ,559]‘_
Met options positon ‘ 107 {16} {17} 22 {5) - {9 82
Net long/short) position 4794 (258} 44 (32} 121 1,312 79 6,060
' E

et structural position

84

- - - 459 - 5431

e - e o mee e e e s o
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45.

Cross-border claims

The information on cross-berder claims discloses exposures to foreign countarparties on which the ultimate risk

lies, and is derived according to the location of the counterparties after taking intc acceunt any transfer of risk.

In general, such transfer of risk takes place if the claims are guaranteed by a party in a country, which is different

from that of the counterparty, or if the claims are on an overseas branch of a bank whose head office is located

in another country. Only regions constituting 10% or more of the aggregate cross-border claims are analysed by

geographical areas ang disclosed

as follows:

At 30 june 2008

Asia, ather than Hong Kong
- Mainland China

- Others

North America
- United States
— QOthers

Western Europe
- Germany
— Others

Total

BOC Heng Kong fHoldings) Limited

Interim Report 2008

Banks
HKS'm

65,516
67,896

133,412

11,630
12,075

23,705

35,499
116,501

152,000

309,117

Public
sector
entities
HKS$'m

83,408
117

19,891
323

20,214

83,525

Others Total
HKS$'m HKS'm
47,413 196,337
20,696 88,709
68,109 285,046
71,554 103,075
152 12,550
71,706 115,625
1,361 37,850
8,484 125,250
9,845 163,100
149,660

563,771




45. Cross-border claims (continued)
Public i
: secicr :
; Banks antities Others Total »
HK$'m HK$'m HK$'m HK$'m
At 371 December 2007
Asia, othar than Hong Kong
~ dainland China 56,017 30,926 29,699 116,642 |
- Others 75,767 469 19,585 95,821 |
131,784 31,395 49,284 212,463
North America X
- United States 9,726 27,179 78,144 115,049
- Others 18,081 95 63 18,244
27,807 27.274 78,212 133,203 -
Western Europe
- Germany 42,651 - 2,331 44,982
- Othars 155,136 3 11,827 166,866
197,787 3 14,158 211,948
Total 357,378 58,672 141,654 557,704 [
46. Non-bank Mainland China exposures

Nen-bank counterparties are identified in accordance with the definitions set out in the prudential return "Quarterly

Analysis of Loans and Advances and Provisions” issued by the HKMA. Exposures to Mainland China arising from

non-bank counterparties are summarised as follows:

Mainland China entities

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

Cther non-bank Mainland China
BXpOSUIES

On-balance
sheet
exposure

85,387

28,811

12,419

126,617

HKS$'m

At 30 June 2008

Individually
Off-balance assessed |
sheet Total impairment :
exposure exposure allowances
HKS'm HKS'm HKS'm .

37,231 122,618 30
17,364 46,175 36 -

5,322 17,741 9
59,917 186,534 75
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46. Non-bank Mainland China exposures (continued)

At 31 December 2007

_ PO - -y

individually
On-palance Off-balance assessed
sheet sheet Total impaiment |
exposure expaosure exposure allowances
HK$'m HKS'm HKS'm HKE'm
Mainland China entities 60,275 44,693 104,968 23
Companies and individuals outside '
Mainland China where the credit is
granted for use in Maintand China : 23,142 17,535 40,677 13,
Other non-bank Mainland China : !
exposures : 10,133 8,261 18,394 g .
93,550 70,489 164,039 44

47. Ultimate holding company
Central SAFE, aciing on behalf of the State, is the ultimate holding company of the Company whilst BOC is the
Company’s intermediate holding company.

48. Compliance with HKAS 34
The interim report for the first half of 2008 complies with HKAS 34 "Interim Financial Reporting” issued by the
HKICPA.

49. Statutory accounts
The information in the interim report is unaudited and does not constitute statutory accounts. The statutory accounts
for the year ended 31 December 2067 have been delivered to the Registrar of Companies and the HKMA, The
auditors expressed an ungualified opinion on those statutory accounts in their report dated 25 March 2008,
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2. Dividend and closure of register of members
The Board declared an interim dividend of HK$0.438 per share (2007: HK$0.428), payable on Thursday, 25
September 2008 to shareholders whose names appear on the Register of Members of the Company on Thursday,
18 September 2008.

The Register of Members of the Company will be closed, for the purpose of determining sharehoiders’ entitlement
to the interim dividend, from Tuesday, 16 September 2008 to Thursday, 18 September 2008 {both days inclusive),
during which period no transfer of shares will be registered. In order to rank for the interim dividend, shareholders
should ensure that all wansfer documents, accompanied by the relevant share certificates, are lodged with the
Company's Share Registrar, Computershare Hong Kong Investor Services Limited, at Rooms 1712-1716, 17th Floor,
Hopewell Centre, 183 Queen’s Road East, Wan Chai, Hong Kong, not later than 4:3C p.m. on Friday, 12 September
2008. Shares of the Company wiil be traded ex-dividend as from Thursday, 11 September 2008,

3. Substantial interests in share capital
The register maintained by the Company pursuant to section 336 of the SFC recorded that, as at 30 June 2008,
the following corporations had the following interests {as defined in the SFQ;j in the Company set opposite thair
respective names:

No. of shares of HK$5 each in the Company

Name of Corporation {% of total issued shares)

Central SAFE 6,953,617,435 (65.77%)
BOC 6,953,617,435 (£5.77%)
BOCHKG 6,94G,330,256 {65.73%)
BOC (BVI) 6,949,330,256 (65.73%)
Motes:
1 Followng the rearganisation of 80C in August 2004, Central SAFE helds the contrelling aquity capital of BOC on behalf of the State Accordingly, for

the purpsse of the SFO, Tentral SAFE 15 deemed to have the same interests i the Company as BOC

It

EGC holds the entire issued share capital of EGCHKG, which in turn holds the entite issued share capial of 30C (VI Accordmgly, BGC and BOCHKG
are deemed to have the same interests in the Company as BOC BV} for the purpose of the SFO. 8GC (BYI) berehdially holds 6,845,330,256 shares of

the Company

[

The interest in the Company held by BOC included 4,000,000 shares held by BOC Insurance, a wholly-owned subsidiary of BOU. which had been digposed
of by BQC Insurance dunng the vépcrung period.

4 EOC holds the entire issued share capital ot 80C1, which i turn holds the entire issued share caprtal of BOCI Asta Limited and 80OC) Financial Products
Limated  Accordingly, 80C is geemed (o have the same \nterests in the Company as BOJI As:a Limated and BOC! Financial Products Limited tor the

purpose of the 5FO. 8001 Asa Limted had an interest in 91,500 thares of the Company and an interesi in 117.000 shares held under physically settled
It ¥

anuity denvatives whilts BGC) Finandial Preducts Limited had an interest in 73,579 shares of the Company.
All the interests stated above representad long positions. Save as disclosed above, as at 30 Jung 2008, rio other

interests or short positions were recorded in the register maintained by the Company under section 336 of the
SFO.
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Directors’ rights to acquire shares
On 5 July 2002, the following Cirectors were granted options by BOC (BVI). the immediate holding company of

the Coempany, pursuant to & Pre-Listing Share Option Scheme to purchase from BOC (BVI) existing issued shares

of the Company at a price of HK$8.50 per share. These options have a vesting period of four years from 25 July

2002 with a valid exercise pericd of ten years.

Particulars of the cutstanding options granted to the Directors under the Pre-Listing Share Option Scheme as at

30 June 2008 are set cut below:

Hurmber of share options

Exertise Exercised  Surrendered Lapsed Balantes

Date of price Exercissble  Grantedon Balancesasat  dwingthe  duringthe  during the as at

Name of Director grant {HKS} period & July 2002 1 January 2008 period pericd period 30 June 2008

SUM Changi 3 hofy 2062 §50 25k EG 1,590,500 1,540,600 - - - 1,583,604
to 4 luly 2012

HE Guangbad 5 by 2602 850 By ie 1,446,000 123,000 - - - 723,060
£ 4 uly 2012

L Zaohang 5 July 2002 858 25 Juty 200 1,446,000 1446000 - - - 1,445 000
fo 4 huly 2012

ZHOU Zaigun 3 july 2002 &30 25 uly 2003 1,446,000 1,446,008 361,560 - - 1,024,500
04 Jy 2012

FHENG Vanling 5 luly 2602 550 1 446,000 1,445,000 - - - 1,445 (00

Toaal 3

7,374,000

651,600

361,500 - - 520100

Save as disclosed above, st no time during the period was the Company, its holding companies, or any of its

subsidiaries or fellow subsidiaries a party to any arrangaments 1o enable the Directors to acquire benefits by means

of the acquisition of shares in, or debentures of, the Company or any other body corperate.

Interim Report 2008 BGC Hong Kong (Holdings) Limited @




L8

Directors’ and Chief Executive’s interests in shares, underlying shares and debentures
As at 30 June 2008, the Directors, the Chief Executive and their respective associates had the following interests in

the shares and underlying shares of the Company, as recorded in the register required o be kept by the Company

pursuant to section 352 of the SFQ or as otherwise notified to the Company and the Stock Exchange pursuant G

the Model Code for Securities Transactions by Directors of Listed Issuers:

Personal

Name of Director

SUN Changji 1,590,600
HE Guzanghel 723,000
Ll Zaochang 1,446,000
ZHOU Zaigun 1,685.,000?
ZHANG Yanling 1,446,000!
Tota! 6,290,600

interests

Family

interests

Nojes:

Number of shares/underlying shares held

Corporate

interests

Other

interests

% of the
issued
Total share capital

1,590,600 0.015%

723,000 0.007%
1,446,000 0.014%
1,085,000 0.010%
1,446,000 0.014%
6,290,600

0.060%

1. Such interests represented the respective Direiors’ interesis in undertying shares i respect ¢f the shere options wranted to him/her pursuant ta the

Pra-Listing Share Qption Scheme, detads of which are set gut in the section ttled *Directors’ iohis to acquire shares™ abave

~

Such interects Inchuded BAr, Zhou's interests in 500 shares and wnerests in 1,084,300 vnderlymg shares in 1espect of the share opticns grented o i

pursuant to the Fre-Lishng Share Oprion Schame, devails of which arg sst oul in the secson utied “Direciers’ rights 1o acquire shares” above

Save as disclesed above, as at 30 June 2008, nane of the Directors or the Chief Executive of the Company or their

respective associates had any interests or short positions in the shares, underlying shares or debentures of the

Company or any of its associated corporations (within the meaning of Part XV of the SFO) as recorded in the register

required to be kept by the Company pursuant to section 352 of the SFO er as otherwise notified 1o the Company

and the Stock Exchange pursuant to the Maodel Cede for Securities Transactions by Directors of Listed Issuers.

Purchase, sale or redemption of the Company's shares

During the pericd under review, neither the Company ner any of its subsidiaries has purchased, sold or redeemed

any of the Company’s shares.

Audit Committee

The Audit Committee consists only of Non-executive Directors, the majority of whom are lndependent Non-execuiive

Directors. It is chaired by independent Non-executive Director Mr. Shan Weijian. Cther members include Mr. Zhou

Zaigun, Dr. Fung Victor Kwok King, Mr. Tung Chee Chen, Madam Yang Linda Tsao, Mr. Tung Savio Wai-Hok and

Mr. Koh Beng Seng.

Based on the principle of independence, the Audit Committee assisis the Beard in monitoring the financial reports,

internal control, iniernal audit and external audit of the Group.
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1.

Audit Committee {continued)

At the request of the Audit Committee of the Company, the Group's external auditors have carried out a review
of the interim financial information in accordance with the Hong Kong Standard on Review Engagements 2410
“Review of Interim Financial Information Performed by the Independent Auditer of the Entity” issued by the
HKICPA. The Audit Committee has reviewed with management the accounting principles and practices adopted
by the Group and discussed auditing, internal control and finandial reporting matters including the review of the
unaudited interim financial reports.

Compliance with the Code on Corporate Governance Practices of the Listing Rules

In pursuit of the Company’s stated ohjective to embrace good corporate governance prirciples and practices,
the Company has been continuously enhancing its corporate governance practices in order to attain even higher
standards. In conjunction with the implemantation of the Cede on Corporate Governance Practices (the “CG Code”)
contained in Appendix 14 of the Listing Rules issued by the Steck Exchange of Hong Kong ¢n 1 January 2005, the
Company has further strengthened its corporate governance practices by reference to the requirements of the CG
Code and international best practices. The Company is pleased to announce that it has bean in full compliance
with all the code provisions of the CG Code and that it has also complied with nearly all the recommended bes:
practices set out in the CG Code throughout the period under review, For further details, please refer to the section
titled ”Corporate Governance” contained in the Annual Report 2007 of the Company.

Compliance with the Codes for Securities Transactions by Directors

The Company has adopted the “Code for Secyrities Transactions by Directors” {the “Company’s Code”) to govern
securities transactions by Directors. The terms of the Company's Code are more stringent than the mandatory
standards set out in the “Model Code for Securities Transactions by Directors of Listed Issuers™ contained in
Appendix 10 of the Listing Rules {the "Model Code”). Apart from the securities of the Company, the Company’s
Code applies equally to the Director’s dealings in the securities of our parent bank, BOC which was listed on the
stock Exchange of Hong Kong in fune 2006. In this connection, the Company had made specific enguiry of all
Directors, who confirmed that they had complied with the standards set out in hoth the Company's Code and the
Modet Code throughout the period under review.

Compliance with the Banking (Disclosure} Rules and the Listing Rules

The unaudited interim report complies with the requirements set out in the Banking (Disclosure) Rules and the
applicable disclosure provisions of the Rules Governing the Listing of Securities en The Stock Exchange of Hong
Kong Limited.

Interim Report

This Interim Report is available in both English ang Chinese. The Chinese version of this Interim Report is available
by writing to the Company's Share Registrar, Computershare Hong Kong Investor Services Limiied, at Rooms
1806-1807, 18th Ficor, Hopewell Centre, 183 Queen’s Road East, Wan Chat, Hong Kong. This Interim Report is
alse available (in both English and Chinese) on the Company’s website at www.bochk.com and the website of
Hong Kong Exchanges and Clearing Limited at www.hkexnews.hk.

If you have any queries about how to obtain copies of this Interim Report or how to access those documents on
the Company’s website, please call the Company’s hotline at (852} 2846 2700.
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12. Reconciliation between HKFRSs vs IFRS/CAS
The Company understands that BOC, an intermediate holding company as well as contrelling shareholder of the
Company, will prepare and disclose consolidated financial information in accordance with IFRS and CAS for which
the Company and its subsidiaries will form part of the interim financial information. CAS is the new set of PRC
accounting standards that has been effective for annual periods beginning on or after 1 January 2007 for companies
publicly listed in PRC. The reguirements of CAS have substantially converged with IFRS and HKFRSs.

The consclidated financial information of "BOC Hong Kong Group” for the periods disciosed by BOC in its interim
financial information is not the same as the consclidated financial information of the Group for the pericds published
by the Company pursuant to applicable laws and regulations in Hong Kong. Therg are two reasons for this.

Firet, the definitions of "BOC Hong Kong Group” (as adopted by BOC for the purpose of its own financial disclosure)
and "Group” {as adopted by the Company in preparing and presenting its consolidated financial information) are
different: "BOC Hong Kong Group” refers to BOCHKG and its subsidiaries, whereas “Group” refers to the Company
and its subsidiaries (see the below organisation chart). Though there is a difference in definitions between "B0OC
Heng Kong Group” and “Greup”, their financial results for the periods presented are substantially the same. This
is because BOUHKG and BGC (BVI) are holding companies only and have no substantive operations of their own.

e
100%

| BOCHKG ]
100%

| eocmv |

approximately 66%

l The Company I

Secend, the Group has prepared its interim financial information In accordance with HK GAAP prior to 1 January
2005 and as from 1 January 2005 onwards in accordance with HKFRSs; whereas the consolidated financial
information reported to BOC is prepared in accordance with IFRS and CAS respeciively. Despite the fact that
HKFRSs have converged with IFRS, there is a timing difference in the initial adoption of HKFRSs and IFRS by the
Group and by BOC respectively.

The Beard considers that the hest way to ensure that sharehalders and the investing public understand the material
differences between the consolidated financial information of the Group published by the Company on the one
hand, and the consolidated financial infoermation of BOC Hong Kong Group disclosed by BOC in its interim financial
information on the other hand, is to present reconciliations of the profit after tax/net assets of the Group prepared
under HKFRSs to the profit after tax/net assets of the Group prepared under iFRS and CAS respectively for the
periods presented.

The major differences between HKFRSs and IFRS/CAS, which arise from the difference in measurement basis in IFRS
or CAS and the timing difference in the initial adopticn of HKFRSs and IFRS relate o the following:

- re-measurernent of carrying value of treasury products;

b

restatemeant of carrying vaiue of bank premises; and

deferred taxation impact arising from the abaove different measurement basis,
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12.

Reconciliation between HKFRSs vs IFRS/CAS (continued)

{a)

{b)

{c)

Re-measurement of carrying value of treasury products

Due to the difference in the timing of first adoption of HKFRSs and IFRS, classification and measurement
of certain investment sacurities under HK GAAF/HKFRSs and IFRS were different. Therefore, investment
securities were reclassified and re-measured to align with the accounting policies of BOC for the relevant
pericds. Classification and measurement under {FRS and CAS is basically the same.

Restatement of carrying value of bank premises

The Company has elected for a revaluation basis rather than cost basis 10 account for bank premises and
investment preperties under HKFRSs. On the contrary, BOC has elected for the cost convention for bank
premises and revaluation basis for investment properties under IFRS and CAS. Therefcre, adjustments have
been made to the carrying value of bank premises as well as to re-calculate the depreciation charge and
disposal gain/loss under 1FRS and CAS.

Deferred tax adjustments
These represent the deferred tax effect of the aforesaid adjustments.

Going forward, the differences relating to the restatement of carrying value of bank premises as a result of the

election of the different measurement basis allowed under HKFRSs, IFRS and CAS will be recurring in the future,

while the timing difference related to the measurement of investment securities will be reversed gradually and

eliminated in future years.

Profit after tax/Net assets reconciliation
HKFRSs Vs IFRS/CAS

Profit after tax Net assets

gHa!f-year ended  Half-year ended

3 30 June 30 Jure At 30 Jure At 31 December

2008 2007 2008 2007

, HK$'m HK$'m HKS'm HK$'m
Profit after tax/net assets of BOC
Hong Kong (Holdings} Limited
prepared under HKFRSs 7,181 7,628 97,519 95,058
Add: IFRS/CAS adjustments ?
Re-measurement of carrying |
value of treasury products (51) {66} (7} 1
Restatement of carrying value s
of bank premises 1M 106 (12,050) (9,990)§
Deferred tax adjustments (18) @n 1,943 1,692
Profit after tax/net assets of BOC }

Hong Kong (Holdings) Limited :

prepared under {IFRS/CAS x 7.213 7,647 87,405 86,761 F
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REPORT ON REVIEW OF INTERIM FINANCIAL INFORMATION
TO THE BOARD OF DIRECTORS OF

BOC HONG KONG (HOLDINGS} LIMITED

{incorporated in Hong Kong with limited liability)

Introduction

We have reviewed the interim financial information set out on pages 42 to 114, which comprises the condensed
consclidated balance sheet of BOC Hong Kong (Holdings} Limited (the “Company”) and its subsidiaries {together, the
“Group”) as at 30 June 2008 and the related condensed consolidated statements of income, changes in equity and cash
flows for the six-month period then ended, and a summary of significant accounting policies and other explanatory notes.
The Rulas Governing the tisting of Securities on the Main Board of The Stock Exchange of Hong Kong Limited reguire
the preparation of a report on interim financial information tc be in compliance with the relevant provisions thereof and
Hong Kong Accounting Standard 34 “interim Financial Reporting” 1ssued oy the Hong Kong Institute of Certified Public
Accountants. The directors of the Company are responsible for the preparation and presentation of this interim financial
infermation in accerdance with Hong Kong Accounting Standard 34 "Interim Financial Reporting”. Our responsibility is to
express a conclusion on this interim financial information based on our review and to repert our conclusion solely to you,
as a body, in accordance with our agreed terms of engagement and for no other purpase. We do not assume responsibility
towards or accept liability to any other person fer 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 responsibie
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 1o obtain assurance that we would become aware of all significant matters that might be identified in an audit.
Accerdingly, 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 ail material respects, in accordance with Hong Kong Accounting Standard 34 “interim Financial Reporting”.

. MMM

PricewaterhouseCoopers
Certified Public Accountants
Hong Kong, 28 August 2008

1' BCC Hong Keng {Holdingsy Limited  Interim Report 2008



& A T EEmrEEmrEssea

Subsidiaries of the Company
The particulars of our subsidiaries are as follows:

Country/place Issued and Percentage of
and date of fully paid up attributable
incorporation/ share capital/ equity
Name of company operation registered capital interest Principal activities
Directly held:
Bank of China (Hong Kong} Hong Kong Ordinary shares 100.00% Banking business
Limited 16 October 1564 HK$43,042,840,858
BOC Group Life Assurance Hong Kong Ordinary shares 51.00% Life insurance
Company Limited* 12 March 1897 HK$868,000,000 business
Indirectly held:
Nanyang Commercial Bank, Hong Kong Ordinary shares 100.00%  Banking business
Limited 2 February 1948 HK$600,000,000
Chiyu Banking Corporation Hong Kong Ordinary shares 70.49% Banking business
Limited 24 April 1947 HK$300,0008,000
BOC Credit Card Hong Kona Crdinary shares 100.00%  Credit card services
{International} Limited 9 September 1980 HK$480,0G0,000
Arene Trading Limited Hong Kong Ordinary shares 100.C0%  Property holding and
22 August 1878 HK$500,000 investment
Bank of China (Hong Keng) Heng Keng 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$3,0G0,000 services
BOC Group Trusiee Hong Kong Ordinary shares £4.20%  Trustee services
Company Limited* 1 December 1997 HK$200,0600,000
BOC Travel Services Limited Hong Kong Crdinary shares 100.00%  Travel services
24 August 1982 HK$2,000,000
BOCHK Financial Products Cayman Ordinary shares 100.00% Ncte issuing
{Cayman) Limiied 10 November 2006 US$50,000
BOCHK Information PRC Registered capital 100.00%  Property helding and
Technology (Shenzhen) 16 April 1990 HK$70,000,000 investment
Co., Lid.?
BOCHK Information PRC Registered capital 100.00% Information
Technology Services 26 May 1993 HK$40,000,000 technology services

(Shenzhen) Ltd*
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Subsidiaries of the Company (continued)

Country/place issued and Percentage of
and date of fully paid up attributable
incorporation/ share capital/ equity
Name of company operation registered capital interest  Principal actisvities
BOCH-Prudential Trustee Hong Kong Ordinary shares 41.10%  Trustee services
Limited*® 11 October 1959 HK$300,000,000
Che Hsing (Nominees) Hang Kang Ordinary shares 100.00%  Nominge services and
Limited* 23 April 1980 HK$10,0G0 investment holding
Chiyu Banking Corparation Hong Kong Ordinary shares 70.4%%  Investment holding
{Nominees) Limited* 3 November 1981 HK$100,000
Chung Chiat Company Hong Kong Ordinary shares 100.00%  Property helding and
Limited 9 April 1980 HK$200 investment
Dwell Bay Limited Hong Kong Ordinary shares 100.00%  Property holding and
19 December 1980 HK$100,000 investment
Glister Company Limited* Hong Kong Ordinary shares 70.49% investment holding
26 March 2001 HK$2
Glory Cardinal Limited* Hong Kong Qrdinary shares 70.49%  Investment holding
4 May 2001 HK$2
Grace Charter Limited* Hong Kong Ordinary shares 70.49%  Investment holding
4 May 2001 HK$2
G.Z.Y. Microfilm Technology | PRC Registered capital 100.00%  Preperty holding and
(Shenzhen} Co., L1d.* 24 September 1993 HK$40,000,000 investment
Hua Chiao Commercial Hong Kong Ordinary shares 100.00%  Nominee services
{Nominees) Limited* 28 October 1986 HK$10,000
Kincheng Finance (H.K.) Hong Kong Ordinary shares 100.00% Loan financing
Limited 30 March 1979 MX$225,000,0600
Kincheng Investments & Hong Kong Ordinary shares 100.00%  Property holding and
Developments (H.K.) 15 May 1981 HK$6,000 invastment
Limited
Kincheng {(Nominees) Hong Kong Ordinary shares 160.00%  Nominee services
Limited* 12 Decernber 1980 HK$1C0,000
Kiu Nam Investment Hong Kong Ordinary shares 100.00%  Property holding and
Corporation Limited 9 November 1963 HK$2,000,000 investment
Kwong Li Nam Investment Heong Kong Crdinary shares 100.00%  investment agency
Agency Limitegd® 25 May 1584 HK$3,050,000
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Subsidiaries of the Company (continued)

Country/place Issued and  Percentage of
and date of fully paid up attributable
incorporation/ share capital/ equity
Name of company operation registered capital interest Principal activities
Nan Scng Company, Hong Kong Ordinary shares 100.00%  Property investment
Limited* 13 Apri! 1965 HK$1,0C0,000 and investment
neolding
Nanyang Cemmercial Bank PRC Registered capital 100.00% Banking business
{China} Limited 14 Gecember 2007 RMB2,500,000,000
Nanyang Commercial Bank Hong Kang Ordinary shares 100.00%  Nominee services
{Nominaes) Limited* 22 August 1980 HK$50,0600
Nanyang Commercial Bank Hong Keng Ordinary shares 100.00% Trusiee services
Trustee Limited* 22 Ociober 1976 HK$3,000,000
Nanyang Finance Company Hong Kong Ordinary shares 100.00%  Financial services
Limited 16 March 1879 HK$50,000,000C
Pacific Trend Profits Eritish Virgin Islands Registered shares 70.49%  Investment holding
Corporation® 20 April 2001 Uss1
Patson (HK) Limited* Hong Kong Ordinary shares 100.00%  Property investment
18 August 1970 HK$1,000,000
Perentc Limited Hong Kong Ordinary shares 100.00%  Property holding and
27 September 1933 HK$10,000 investment
Po Hay Enterprises Limited Hong Kong Crdinary shares 100.60%  Property helding and
2 October 1979 HK$100,000 invesiment
Po Sang Financial Investment |} Hong Keng Ordinary shares 100.00% Gold trading and
Services Company 23 September 1980 HK$25,000,000 investment holding
Limited*
Po Sang Futures Limited* Hong Kong Ordinary shares 100.00% Commodities
19 October 1993 HK$25,000,000 brokerage
Po Sang (Nominees) Limited* | Hong Kong Ordinary shares 100.00%  Nominee services
29 April 1993 HK$ 10,000
Rams City (Nominees) Heng Kong Ordinary shares 100.00% Nominee services and
Limited* 2 May 1986 HK$2,000,000 investment holding
Sanicon Investment Limited Hong Kong Ordinary shares 100.00%  Property holding and

24 January 2000

HK$2

investment
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Subsidiaries of the Company (continued)

Country/place issued and  Percentage of
and date of fully paid up attributable
incorporation/ share capital/ equity
Name of company operation registered capital interest  Principal activities
Seng Sun Development Hong Kong Ordinary shares 70.49%  Investment helding
Company, Limited* 11 December 1961 HK$2,800,000
Shenstone Limited Hong Xong Ordinary shares 100.00%  FProperty holding and
4 September 1979 HK$2 investment
Sin Chiae Enterprises Hong Kong Ordinary shares 100.00%  Freperty holding and
Corporation, Limited* 13 September 1861 HK$3,000,000 investmeant
$in Hua Trustee Limited* Hong Kong Crdinary shares 100.00%  Trustee sarvices
27 Ociober 1978 HK$3,000,000
Sin Mei (Nomineej Limited * Heng Kong Crdinary shares 100.00% Nominee services and
27 April 1982 HK$100,000 investment holding
Sin Yeh Shing Company Hong Kong Ordinary shares 100.00%  Property holding and
Limited 28 November 1680 HK$100,000 investment
Sino Information Services Hong Kong Ordinary shares 100.00%  Infermation services
Company Limited 11 February 1993 HK$7,000,G00
The China-South Sea Hong Kong Ordinary shares 100.00% Nomineg services
(Nominees) Services 13 February 1981 HK$100,000
Limited*
The China State {(Nominees) Hong Kong Ordinary shares 100.00%  Nominge services and

Limited™

The China State Trustee
Limited*

Track Link fvestment
Limited

Yien Yieh {(Momineg)
Limited*

14 May 1982

Hong Kong
17 July 1981

Hong Kong
8 February 1994

Hong Kong
26 June 2601

HK$100,000

Qrdinary shares
HK$3,00C,000

Ordinary shares
HK$2

Ordinary shares
HK$2,000

100.00%

100.00%

100.00%

investment holding

Trustee services

Froperty holding and

investment

Nominee services and
investment holding

Po Sang (Nominges) Limited commenced member’s voluntary winding up on 31 July 2008.

Remarks:

Name of subsidiaries which are not included in the consolidation group for regulatory purposes in respect of capiial
adeguacy is marked with * in the above table. BOCHK and its subsidiaries specified by the HKMA form the basis of
consolidation for its regulatory purposes in accordance with the Banking {Capital) Rules. for accounting purposes,
subsidiaries are consofidated in accordance with the accounting standards issued by the HKICPA pursuant to section 18A
of the Professional Accountants Ordinance.
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In this Interim Report, unless the centext otherwise requires, the following terms shall have the meanings set out below:

Terms Meanings

"AC” The Audit Committee

“ADR" American Depositary Receipt

"ADS(s)" American Depositary Shara(s)

"ALCO” The Asset and Liability Managemeni Committee
TATM™ Automated Teller Machine

“Board"” or "Board of Directors”

the Board of Directors of the Company

“BOLC” 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

“BOC (BVY)” BOC Hong Kong (BVI} Limited, a company incorporated under the faws of the

British Virgin Islands and a wholly owned subsidiary of BOCHKG

“BOC Insurance”

Bank of China Group Insurance Company Limited, a company incorperated
under the laws of Hong Kong and a wholly owned subsidiary of BOC

“BOC Life” BOC Group Life Assurance Company Limited, a company incorporated under
the laws of Hong Kong, in which the Group and BOC Insurance hold equity
interests of 51% and 49% respectively

"B8OC-LC” BOC Credit Card (International) Limited, a company incorporated under the laws

of Hong Kong and a wholly owned subsidiary of BOCHK

“BOCHK* or “the Bank”

Bank of China (Hong Kong) Limited, a company incorporated under the laws of
Hong Kang and a wholly owned subsidiary of the Comgpany

"BOCHKG" BOC Hong Kong {Group) Limited, a company incorporated under the taws of
Hong Kong and a wholly owned subsidiary of 80C
“BOCI" BOC International Holdings Limited, a company incorporated under the laws of

Hang Kong and a wholly owned subsidiary of 80C

"BOCI-Prudential Manager”

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

“BQUCi-Prudential Trustee”

BOC!-Prudential Trustee Limited, a company incorperated 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

Interim Report 2008 80OC Hong Kong (Holdings) timited
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Terms Meanings

“CAR" Capital Adequacy Ratio, computed on the consclidated basis that comprises
the positions of BOCHK and certain subsidiaries specified by the HKMA for its
regulatory purposes and in accerdance with the Barnking (Capital) Rules

“CAS” China Accounting Standards

"CBS” Corpoerate Banking Services

“CLo” Chief Credit Officer

"CE” Chief Executive

"CRO” Chief Risk Officer

"Central SAFE”

Central SAFE Investments Limited

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

"Company” BOC Hong Keng {Holdings) Limited, a company incorporated under the laws
of Hong Kong

“EURIBOR” Euro Interbank Offered Rate

“Fitch” Fitch Ratings

"Group” the Company and its subsidiaries collectively referred as the Group

"HIBOR" Hong Kong !nterbank Cffered Rate

“HK GAAP" Generally Accepted Accounting Principles in Hong Kong

"HKAS(s)" Hong Kong Accounting Standard(s)

“HKFRS(s}" Hong Kong Financial Reporting Standard(s)

"HKICPA” Heng Kong Institute of Certified Public Accountants

"HKMA" Hong Kong Monetary Autherity

“Heng Kong” ar “Hong Kong SAR”

Hong Kong Special Administrative Region

“IPO” Initial Public Offering
‘T infarmation Technalogy
"LiBOR" London Interbank Offered Rate

‘ 80C Hong Kong {Holdwngs) Limited
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DEFINITIONS

Terms

Meanings

“Listing Rules”

Rules Governing the Listing of Securities on The Stock Exchange of Hong Kong
Limited

*The Mainland” or “Mainland China”
or "The Mainland of China”

The mainland of the PRC

“MPF"

Mandatory Frovident Fund

“MPF Schemes Ordinance”

the Mandatory Provident Fund Schemes Ordinance, Chapter 485 of the Laws
of Hong Keng, as amended

“MSCI Index” Morgan Stanley Capital International Index
"Moody's” Moody's Investors Service
“Nanyang"” Nanyang Commercial Bank, Limited, a company incorporated under the laws of

Hong Kong and a wholly owned subsidiary of 80CHK

"Nanyang (China)}”

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

"QRSQ schemes”

the Occupational Retirement Schemes under Occupational Retirement Schemes
Ordinance, Chapter 426 of the Laws of Hong Kong

“PRC" The Feople’s Republic of China
“QDIs)" Qualified Domestic Institutional Investor(s)
"RC” The Risk Committee

"RM8" or "Renminbi”

Renminbi, the lawful currency of the PRC

“RMD" The Risk Managemeant Department
“SFO" the Securities and Futures Ordinance, Chapter 571 of the Laws of Hong Kong
“SME(s)" Small and medium-sized enterprise(s)

“Share Option Scheme”

the Share Option Schema conditionally approved and adopted by the
sharehoiders of the Company on 10 July 2002

“Sharesave Plan”

the Sharesave Plan conditionally approved and adopted by the shareholders of
the Company on 10 July 2002

"Standard & Poar's”

Standard & Poor's Raiings Services

“Stock Exchange” or “Stock Exchange
of Hong Kong”

The Stock Exchange of Heng Kong Limited

Interim Report 2008 8CC Hong Kong (Holdings! Limited
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ANNOUNCEMENT

Closure of Register of Members

On 28 August 2008, the Board of Directors of the Company declared an interim dividend of HK$0.438
per share, payable on Thursday, 25 September 2008 to shareholders whose names appear on the
Register of Members of the Company on Thursday, 18 September 2008.

The Register of Members of the Company will be closed, for the purpose of determining shareholders’
entitlement to the interim dividend, from Tuesday, 16 September 2008 to Thursday, 18 September
2008 (both days inclusive), during which period no transfer of shares will be registered. In order to
rank for the interim dividend, sharcholders should ensure that all transfer documents, accompanied by
the relevant share certificates, are lodged with the Company’s Share Registrar, Computershare Hong
Kong Investor Services Limited, at Rooms 1712-1716, 17th Floor, Hopewell Centre, 183 Queen’s
Road East, Wan Chai, Hong Kong, not later than 4:30 p.m. on Friday, 12 September 2008. Shares of
the Company will be traded ex-dividend as from Thursday, 11 September 2008.

By Order of the Board
Jason C.W. Yeung
Company Secretary

Hong Kong, 28 August 2008

As at the date of this announcement, the Board of Directors of the Company comprises Mr. XIAQ
Gang* (Chairman), Mr. SUN Changji* (Vice-chairman), Mr. HE Guangbei (Vice-chairman and
Chief Executive}, Mr. LI Zaohang*, Mr. ZHOU Zaiqun*, Mdm. ZHANG Yanling* Mr. LEE Raymond
Wing Hung, Mr. GAO Yingxin, Dr. FUNG Victor Kwok King**, Mr. KOH Beng Seng**, Mr. SHAN
Weijian**, Mr. TUNG Chee Chen** Mr. TUNG Savio Wai-Hok** and Mdm. YANG Linda Tsao**.

* Non-executive Directors
**  Independent Non-executive Directors
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