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Basic Data 
 

Equity Investment 7219-PRC: Bank of China Ltd. 
 
Key Project Data As per ADB Loan 

Documents 
($ million) 

Actual 
($ million) 

Total program cost 75.0 73.7 
ADB investment:   
     Equity    
     Committed 75.0 73.7 
     Disbursed 75.0 73.7 
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Concept clearance approval 2004 17 May 2004 
Board approval 2005 4 October 2005 
Investors right agreement 2005 5 October 2005 
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Rates of Return 

 Appraisal  

Financial internal rate of return 16%–21%
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Dates 

Fact-finding mission 1 Dec 2003 
Appraisal mission 1 Oct 2005 
Project administration mission 1 22 Apr 2010 
ORM and PSCM joint mission 1 Aug 2010 
XARR mission 1 9–12 Nov 2010 

ADB = Asian Development Bank, ORM = Office of Risk Management, PSCM = Capital Markets 
and Financial Sectors Division, XARR = extended annual review report. 
 

  





 

Executive Summary 
 

 

 In 2004, banking in the People’s Republic of China (PRC) was dominated by 
four state-owned commercial banks and a few joint-stock banks, which together 
controlled almost 70% of the sector’s assets. In 2005, before its initial public offering 
(IPO) in 2006, the Bank of China (BOC) signed investment agreements with the Asian 
Development Bank (ADB), Royal Bank of Scotland (RBS), Switzerland's UBS, and 
Fullerton Financial Holdings under Temasek Holdings Limited (Temasek).  
 
 ADB’s Board of Directors approved an equity investment in BOC of $75 million 
on 5 October 2005, and ADB entered into a share subscription agreement with BOC 
and Central Huijin Investments Ltd. through an investor rights agreement. ADB 
acquired the shares for $73.7 million, which represented 0.24% ownership at the end 
of 2005. It had a lock-up period of 3 years, which ended on 31 December 2008. In 
2006, soon after ADB’s investment, BOC was successfully listed on the Hong Kong and 
Shanghai stock exchanges. RBS and UBS sold their shares after the expiry of their lock-
up periods in 2008 to ease their liquidity problems. ADB sold 40% of its shares in 2011 
for $106.9 million, and divested the balance in March 2012 for $128.9 million. ADB’s 
investment was designed to support the implementation of government policy to 
liberalize the finance sector, and was expected to add value by providing direct support 
to corporate governance, credit and risk management, and the implementation of 
safeguards. 
 
 The overall assessment of the project is successful, based on a qualitative 
combination of the ratings of criteria set forth in ADB’s Guidelines for Preparing 
Performance Evaluation Reports on Nonsovereign Operations. Four main criteria were 
used: development impact and outcomes, ADB investment profitability, ADB work 
quality, and ADB additionality. Development impact and outcomes were rated 
satisfactory according to four subcriteria: private sector development (rated 
satisfactory); business success (rated excellent); contribution to economic development 
(rated excellent); and environmental, health, and safety performance (rated 
satisfactory). The private sector development assessment covered “beyond company 
impacts” and “direct company impacts”.  
 

Government banking reforms focused on the privatization of the large 
commercial banks, although neither ADB nor BOC were at the forefront of this. In 
2005, China Construction Bank was the first large commercial bank to go public, with 
BOC following in 2006. All five large commercial banks have now completed public 
listings. Three joint-stock commercial banks and one rural commercial bank had also 
gone public by the end of 2011. The large commercial banks dominate the banking 
sector, but their relative share is declining because of the growth of small and medium-
sized commercial banks. Competition is increasing. Despite privatization, the large 
commercial banks remain majority government-owned and controlled. The PRC’s banks 
also operate within tight limits. There has been slow progress toward liberalization, and 
ADB’s role in this is not clear. 
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 Other reforms have involved the local incorporation of foreign banks and the 
growth of foreign investment in, and internationalization of, domestic banks. Foreign 
banks have established branches in the PRC, and some have strategic minority 
investments in commercial banks. Private capital makes up a significant part of banking 
equity, particularly in small and medium-sized commercial banks and rural financial 
institutions. Financial innovation has meant new products and financial services. 
Banking efficiency has improved, particularly through the centralized processing of 
credit and stronger risk management. Business processes are better and internal 
controls are more rigorous as a result of drawing on international good practices. There 
are lower levels of nonperforming loans, and banks have improved capital adequacies.  
 

There is no evidence of an ADB role in instigating banking reforms. Most 
reforms were already part of government plans before ADB’s involvement. Improving 
governance and management of BOC was helped by ADB, but this probably would 
have happened without the investment. However, BOC noted that ADB’s investment 
helped boost investor confidence before and after BOC’s successful listing. The 
investment encouraged better links with international organizations and demonstrated 
international banking standards.  
 
 ADB only marginally affected operations and procedures of BOC. Five small 
technical assistance projects complemented systems support and banking expertise 
provided by RBS, UBS, and Temasek. ADB’s investment promoted business exchanges 
between the two banks. The first renminbi-denominated international bonds were 
issued by ADB with the help of Bank of China Hong Kong as the principal co-
underwriter. ADB helped strengthen staff capacity on infrastructure project assessment 
and post-loan management through an exchange program, encouraged more socially 
and environmentally friendly projects and operations, and involvement with the private 
sector.  
  

The project’s business success is rated excellent. The rate of return on invested 
capital (ROIC) was calculated to be 26.2% and, adjusting for inflation, the real ROIC 
was 22.7%, much higher than the weighted average cost of capital of 11.5%. BOC’s 
assets more than doubled during the period of ADB’s investment. BOC is a market 
leader in international settlements and trade finance, and was the first commercial 
bank to offer renminbi-denominated settlements for cross-border trade and pre-
purchase agreements. BOC is the PRC's third-largest bank with about 10% of banking 
assets. Asset growth has been driven by the loan portfolio, and this is largely financed 
by customer deposits. BOC's future lending clearly depends on its ability to attract 
deposits. Its operations have performed well—net income rose, capital adequacy ratios 
improved, and the number and value of nonperforming loans were significantly 
reduced.  
 

The economic return on invested capital (EROIC) was used as a proxy to 
measure the contribution of ADB’s equity investment in BOC to economic development. 
BOC’s real EROIC was 28.3% after accounting for inflation. ADB’s equity investment in 
BOC was rated excellent since the EROIC is higher than 20%. The bank’s high rate of 
return has meant increased corporate tax payments. And other economic benefits have 
accrued as a result of increases in employment and wages, plus BOC’s presence as a 
lender in the local economy.  
 

Environmental and social safeguards performance is rated satisfactory. BOC has 
developed and implemented an environmental impact policy and renders financial 
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services to build a resource-efficient and environment-friendly society. It has improved 
its environmental-protection credit policy, and has embedded environmental protection 
into its corporate culture. It requires ISO14001 environmental management system 
certification for its suppliers. Every year, BOC prepares an internal report on the bank’s 
social and environmental safeguards. BOC's activities did not result in any involuntary 
resettlement or have an impact on indigenous peoples.  
 

ADB’s investment profitability is rated excellent. The project financial internal 
rate of return (FIRR) was recalculated at 20.9% when adjusted for inflation. ADB’s 
profitability has been measured by comparing the recomputed FIRR with that at 
appraisal of 16%. ADB’s investment returns compare favorably with a broad-based 
equity investment on the Hong Kong Stock Exchange. Such an investment would have 
yielded an average annual nominal return of 5.3% during the period of ADB’s 
investment.  

 
ADB’s work quality was found to be satisfactory. Its screening, appraisal, and 

structuring, monitoring and supervision, and its role and contribution were satisfactory. 
Screening started in 2003, when BOC invited ADB to become a strategic investor before 
its privatization. The Board approved the project in October 2005, 17 months after 
concept clearance in May 2004. Because of this delay, there was limited time for ADB 
to influence BOC before the IPO. ADB’s investment was small relative to the size of 
BOC’s equity, and it came late. ADB’s technical assistance was limited relative to that 
provided by Temasek.  

 
ADB’s additionality is rated less than satisfactory. ADB played only a minimal 

role overall and did not have much impact on BOC. Banking reforms and stronger 
governance within BOC would likely have taken place without ADB. And the project 
would not have been substantially inferior without ADB.  

 
Key issues and lessons of the project were: 
(i) ADB played a critical role as an independent broker for BOC and sold its 

shares well after the lock-up period for its investment expired. Its 
investment was profitable.  

(ii) ADB was a small player and did not hold a BOC board seat. It made too 
small an investment to have an impact, and was not able to dictate 
changes in policies or operations. But its presence brought more 
confidence and assurance for the IPO.  

(iii) The capacity building component could have been designed better and 
was a lost opportunity. RBS, Temasek, and UBS provided better 
capacity support. 

(iv) Privatization was laid out before ADB was involved. ADB was largely a 
passive investor and could have done more—additional country-level 
help could have been provided, especially regarding policy, regulation, 
and further divestiture.  
 

Follow-up actions are: 
(i) BOC is a large bank with deep access to deposits and limited need for 

other outside funding. ADB should have included more capacity 
development under the project. ADB needs to target more focused 
inputs in all future projects, aimed at strengthening core competencies 
in commercial banking through active partnerships with other strategic 
investors. 
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(ii) In future, ADB must seek investment opportunities in smaller city 

commercial banks, where influence on policies and lending could be 
greater.    

 
 
     Vinod Thomas 
     Director General 
     



 

CHAPTER 1 

The Project 

 
 
 
 

A. Project Background 

1. In 2004, banking in the People’s Republic of China (PRC) was dominated by 
four state-owned commercial banks (SOCBs) and a few joint-stock banks, which 
controlled almost 70% of the sector’s assets.1 Liberalizing the banking sector has been 
high on the reform agenda of the PRC. In 1993, the government passed the Law on 
Commercial Banks to transform the SOCBs into autonomous entities. But they 
remained under the supervision and regulation of state agencies such as the People’s 
Bank of China (PBOC)—the central bank—and the China Banking Regulatory 
Commission (CBRC). Privatization was a key component of banking sector reform. 
 
2. Commercial banks were set up in 2003 as a step in the reform process. The 
Bank of China (BOC) was the first to undergo the process. Restructuring took place in 
2003–2004, when bad loans were transferred to specially established asset 
management companies. Further government capital infusions were made and the 
balance sheets cleaned up sufficiently for initial public offerings (IPOs). BOC changed 
from a state-owned bank to a commercial bank, but it lacked skills in commercial 
banking activities. BOC wanted to enter the international capital market and needed a 
strategic investor to give it greater credibility. The presence of strategic investors was 
seen to encourage improvements to operations, management, and governance. The 
Asian Development Bank (ADB), The Royal Bank of Scotland (RBS) Group, Switzerland's 
UBS, and Temasek Holdings Limited (Temasek), a global investment company owned 
by the Government of Singapore, became BOC partners. They helped improve 
operations, and enabled a balance to be achieved between the interests of 
government and other shareholders.   
 
3. In 2003, ADB established that BOC was the preferred choice for privatization 
because of its strong brand and extensive presence in domestic and international 
markets. In October 2005, ADB’s Board of Directors approved an equity investment in 
BOC of $75 million. 
 

B. Key Project Features 

4. On 5 October 2005, ADB entered into a share subscription agreement with 
BOC and Central Huijin Investments Ltd., a state-owned company, through an investor 
rights agreement. ADB acquired 506,679,102 H shares2 in BOC for $73.7 million, 

                                                 
1  Asian Development Bank. 2005. Report and Recommendations of the President to the Board of Directors: 

Proposed Equity Investment in Bank of China Ltd in the People’s Republic of China. Manila. 
2  “H shares” refers to shares of companies in PRC that are traded on the Hong Kong Stock Exchange in 

Hong Kong dollars. 
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representing 0.24% ownership at the end of 2005. It had a lock-up period of 3 years, 
ending on 31 December 2008. The equity investment also had a put option, which 
expired on 1 June 2006, when BOC listed. 
 
C. Progress Highlights 

5. Less than a year after ADB’s investment, BOC launched an IPO and its shares 
were listed on the Hong Kong Stock Exchange (HKSE) on 1 June 2006 (H shares). The 
IPO generated $9.7 billion. A second offering was undertaken on the Shanghai Stock 
Exchange (SSE) in July 2006, which raised CNY20 billion through the sale of 10 billion 
A-shares.3 The success of this dual listing was a key event in the liberalization and 
privatization of the PRC's banking sector. 
 
6. Following the 2008 global financial crisis, two of BOC’s strategic investors sold 
their shares upon expiry of the lock-up periods to ease their liquidity problems. UBS 
sold its 1.37% equity stake at the end of 2008, and RBS sold its 4.26% stake in January 
2009. 
 
7. The main focus of BOC’s business is on the domestic market, but it is gradually 
expanding its cross-border operations. BOC provides a comprehensive range of 
financial services to customers. At the end of 2011, BOC had 10,951 domestic and 
overseas branches and outlets. Through its 586 overseas branches and outlets it has a 
presence in Asia, Africa, the Pacific, Europe, South America, and the United States. 
BOC is a market leader in international settlements and trade finance with transactions 
of $1.43 trillion in 2009, increasing by 27% to $1.97 trillion in 2010, and a further 23% 
to $2.43 trillion at the end of 2011. 
 
8. In 2003, BOC started the modernization of its management information 
system for customer accounts and transactions, and the centralization of its back-
office support systems, including human resource management, general ledger, and 
financial reporting. ADB's technical assistance (TA) under the project, in 2008 and 
2009, involved improving governance, environmental and social risk management, as 
well as anti-money-laundering, anti-fraud, and operational risk management. This was 
undertaken through a few workshops and seminars rather than a hands-on capacity 
development program, unlike the assistance provided by the other strategic investors, 
which was more focused and operationally oriented.  
 
9. In 2009, BOC started its village banking product to provide microfinance 
support to agriculture, industry, and commercial businesses in the countryside. The 
plan was to cover 400 counties within 6 years and allocate CNY30 million in loans. 
The program was developed with Temasek, through Fullerton Financial Holdings. BOC 
and Fullerton have established 18 BOC Fullerton Community Banks. Business volumes 
have grown, with outstanding deposits of CNY880 million, and outstanding loans of 
CNY460 million at the end of 2011.  Nonperforming loans (NPLs) were zero. 
 

                                                 
3  “A shares” are specialized shares in the yuan (CNY) currency that are purchased and traded on the 

Shanghai and Shenzhen stock exchanges in CNY. 
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10. At the end of 2011, BOC had issued subordinated bonds of CNY123.5 billion, 
including CNY40 billion in CNY debt securities in May 2009. In June 2010, BOC issued 
CNY32.2 billion of convertible bonds on the SSE to replenish capital and meet stricter 
prudential capital ratios of CBRC,4 and satisfy the capital target set by the board at 
11.5% for 2010–2012. BOC’s capital adequacy ratio (CAR) had declined in previous 
years because of its rapid asset growth. In November and December 2010, BOC issued 
17.7 billion A shares on the SSE at CNY2.36 per share and 7.6 billion H shares on the 
HKSE at HK$2.74 per share, under a rights issue. 
 
11. BOC had a financial strength rating of D with a stable outlook from Moody’s 
Investors Service at the end of 2011. Fitch Ratings also gave BOC an individual rating 
of D with a stable outlook as of January 2012.  BOC has a long-term credit rating of 
A1 from Moody’s Investors Service, and an A from both Standard and Poor’s and Fitch 
Ratings. The closing price of A shares at the end of 2011 was CNY2.92, below the 
highest trading price in the year of CNY3.47. H shares closed at HK$2.86 at the end of 
2011, also below the high of HK$4.50. 
 
 

 

                                                 
4  CBRC requires each bank or banking group to maintain a ratio of total capital to its risk-weighted assets at 

or above the agreed minimum of 8%, and a core capital ratio above 4%. 
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CHAPTER 2 

Evaluation 

 
 
 
 

A. Overview 

12. The project is evaluated using the criteria defined in ADB guidelines. 5  The 
project rationale and objectives set out below outline those envisaged during the 
approval of the project. The investment is evaluated according to (i) development 
impact and outcomes, (ii) ADB investment profitability, (iii) ADB work quality, and (iv) 
ADB additionality.  
 

B. Project Rationale and Objectives 

13. The main objective of ADB’s investment in BOC was to support banking reforms 
in the PRC, e.g., by improving credit and risk management, and encouraging more 
transparent corporate governance within BOC. The assistance supported the 
implementation of government policy to liberalize the finance sector. ADB believed that 
the restructuring of BOC would have a catalytic impact on the sector since it was the 
second-largest SOCB at the time and had a presence in the overseas market. ADB was 
seen as a neutral investor bringing independent advice and guidance along with its 
investment. ADB aimed to support BOC’s restructuring process and introduce good 
practices in corporate governance and risk management, and ensure that appropriate 
management structures were in place. 
 
14. ADB’s investment in BOC was expected to add value by providing direct 
support for corporate governance and the implementation of safeguards, and 
supporting finance sector reform in the PRC. 
 
C. Development Impact and Outcomes 

1. Overview 

15. The overall development impact and outcome is rated satisfactory based on 
component ratings of satisfactory for private sector development; excellent for business 
success; excellent for contribution to economic development; and satisfactory for 
environmental, social, health, and safety performance.  
 

                                                 
5  ADB. 2007. Guidelines for Preparing Performance Evaluation Reports on Nonsovereign Operations. Manila. 
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2. Private Sector Development 

16. Private sector development is assessed under two categories: (i) beyond 
company impacts and (ii) direct company impacts. Based on component ratings of less 
than satisfactory for beyond company impacts and satisfactory for direct company 
impacts, private sector development is rated satisfactory. Appendix 1 summarizes the 
private sector development indicators and ratings. 
 

a. Beyond Company Impacts 
 
17. The beyond company impacts of the project are discussed under (i) 
Contributing to banking sector reforms and (ii) Serving as a model for other state-
owned commercial banks. 
 

i. Contributing to banking sector reforms 

18. In 2005, before its IPO in 2006, BOC signed investment agreements with RBS, 
UBS, Fullerton Financial Holdings under Temasek, and ADB. Equity investments were 
completed by the end of 2005. The four invested $5.1 billion, purchasing 35,299 
million shares. BOC noted that the participation of these strategic investors boosted 
market confidence during the IPO, and BOC was successfully listed on the HKSE and the 
SSE in 2006. The strategic investors played an active role in the PRC's banking industry 
and helped accelerate shareholding reform, establish a modern banking management 
system, improve international competitiveness, and bring international financial 
expertise to the PRC. But the PRC had plans for the sector before the strategic 
investments and some reforms were already in place.  
 
19. The banking system was once dominated by PBOC, the central bank. In the 
early 1980s, the government allowed four state-owned specialized banks to accept 
deposits and undertake other banking operations—Agricultural Bank of China (ABC), 
BOC, China Construction Bank (CCB), and Industrial and Commercial Bank of China 
(ICBC). In 1994, the government established three more banks—Agricultural 
Development Bank of China, China Development Bank (CDB), and Export-Import Bank 
of China, each dedicated to a specific lending purpose.  
 
20. In the 1990s, government reform focused on the privatization of the large 
commercial banks. Balance sheets were cleaned up as the government established asset 
management companies to take over the NPLs of each bank. It does not seem that ADB 
was at the forefront of these early banking reforms. 
 
21. In 2005, CCB was the first of the large commercial banks to go public. The Bank 
of Communications (BOCOM) also went public in the same year. Neither BOC nor ADB 
were pioneers in this process, and BOC and ICBC only followed in 2006. But BOC was 
the first commercial bank to achieve dual listings in domestic and international 
markets. With the sale of shares in ABC in July 2010, all of the PRC's large commercial 
banks had now listed and evolved from wholly state-owned commercial banks to public 
banks. Furthermore, by the end of 2011, three joint-stock commercial banks and one 
rural commercial bank had gone public. 
  
22. Although the large commercial banks dominate the banking sector, their 
relative share of commercial bank assets is declining. Much of the growth in assets has 
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been with the small and medium-sized commercial banks. At the end of 2005, small 
and medium-sized commercial banks accounted for 24% of total commercial banking 
assets, but by the end of 2011 this had increased to 37%. During the 2005–2011 time 
period, the share of assets of the large commercial banks fell from 74% to 61%.6 In 
terms of owner's equity, the share of the small and medium-sized commercial banks 
has been growing—from 18% at the end of 2005 to 37% at the end of 2011. In 
contrast, the share of the large commercial banks has fallen from 77% to 60% over the 
same period. Competition is increasing, especially at the local level. 
 
23. The small and medium–sized commercial banks include a dozen joint-stock 
commercial banking institutions and more than 100 city commercial banks. Since 2003, 
800 urban credit cooperatives completed restructuring and reform, and became either 
city commercial banks or ceased operations. These banks have played a key role in 
supporting small and micro enterprises, and consumer finance. At the end of 2011, the 
outstanding balance of loans to small and medium-sized enterprises (SMEs) of these 
banks was CNY1.6 trillion, accounting for 48% of their loans to corporations. In 
December 2006, CBRC relaxed its market-entry policy on rural banking institutions, and 
in the following year approved the establishment of a new batch of rural financial 
institutions dedicated to serving clients in the countryside. Consolidation of rural credit 
cooperatives into banking institutions also took place. ADB had no influence on, or 
participation in, the development and implementation of these banking reforms. 
 
24. Despite privatization, the large commercial banks still are majority government-
owned. Board membership remains dominated by government representatives, and 
government often guides banks into lending for specific sectors. And the PRC’s banks 
operate within tight limits. The central bank imposes a ceiling on the interest rates they 
may pay to depositors and a floor under the rates they may charge borrowers. On 8 
June 2012, the central bank cut these “benchmark” deposit and lending rates to help 
stimulate the economy. Banks can now offer depositors an interest rate at 10% above 
the benchmark and borrowers a rate at 20% below. There has been slow progress 
toward liberalization, and ADB’s role in this is not clear. Its small investment in BOC 
meant that it had little influence on these sector reforms. 
 
25. Other reforms have been the local incorporation of foreign banks, and the 
growth of foreign investment in, and internationalization of, domestic banks. Foreign 
banks have established branches in the PRC, and some have strategic minority 
investments in commercial banks. By the end of 2011, 181 banks from 45 countries 
and regions had set up 209 representative offices in the PRC. There are also two Sino-
foreign joint-venture banks with seven branches and one subsidiary, one wholly 
foreign-owned finance company, and 94 foreign bank branches of 77 banks from 26 
countries and regions. At the end of 2011, foreign banks had outlets in 50 cities, 30 
more than in 2003. In total, there were 387 business offices of foreign banks, an 
increase from 207 at the end of 2005. Despite this growth in outlets, the share of 
assets has remained constant at about 1.9% of total banking assets in the PRC between 
the end of 2005 and the end of 2011.   
 

                                                 
6  At the end of 2005, the large commercial banks held 74% of total commercial bank assets, small and 

medium-sized commercial banks had 24%, and foreign commercial banks had the balance of 2%. At the 
end of 2011, large commercial banks had 61% of total commercial bank assets, small and medium-sized 
commercial banks had 37%, and foreign banks had 2%. 
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26. Private capital makes up a significant part of the equity of banks, particularly 
small and medium-sized commercial banks and rural financial institutions. Private 
capital was either invested at the time of establishment, attracted later to increase the 
level of capital, or was raised through share offerings on stock markets. At the end of 
2011, private capital accounted for 42% of total equity of joint-stock commercial 
banks, 54% of the equity of city commercial banks, and 92% of the equity of rural 
cooperatives and village or township banks.   
 
27. Commercial banks have increased their overseas operations. By the end of 
2011, policy banks and CDB had six overseas branches and had invested in two 
overseas banks; the large commercial banks had set up 105 branches overseas and 
acquired or invested in 10 foreign banks, while eight small and medium-sized 
commercial banks had 14 overseas branches, and another two had acquired or invested 
in five foreign banks.  
 
28. Financial innovation has meant new products and financial services.  Banking 
efficiency has improved, particularly with centralized processing of credit and better 
risk management techniques now in operation. Business processes are better and 
internal controls are more rigorous as a result of drawing on international good 
practices. Banks have extended their investment opportunities, and the large 
commercial banks have invested in insurance companies and trust companies. Other 
banks have specialized market positions that led to distinctive brand names in some 
industries. Many innovative products have emerged and their take-up has expanded. E-
banking, bank cards, and wealth management services have been introduced and are 
growing fast. Small and micro enterprise and rural financing has been expanded 
through small and medium-sized commercial banks and rural financial institutions. 
Some banks have established specialized branches or subsidiaries for SME lending. 
 
29.  A pilot program of asset securitization was undertaken in 2007, largely for 
home mortgages and motor vehicle loans. But this was shelved in 2008, when 
“securitisation” was blamed for the worldwide financial crisis. Nevertheless, in 2012 the 
central bank again allowed banks to pool some loans, including those to local 
governments, and issue securities backed by the repayments. The initial quota is 
small—only CNY50 billion, compared with CNY113 trillion in total assets of the banking 
system at the end of 2011—but the measure is significant. 
 
30. Today there are lower levels of NPLs, and banks have improved their CARs. 
Perhaps the biggest accomplishments are the improvements to risk management 
procedures in the sector. While BOC’s NPL ratios have fallen, so too have those of the 
other large commercial banks (Table 1). Although it is not possible to attribute this 
directly to ADB’s involvement, better risk and credit management within BOC has 
proved an example for others to follow. RBS and Temasek provided more structured TA 
to BOC and had more impact—Temasek helped improve risk and credit management, 
and RBS helped with personal banking. 
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Table 1: Nonperforming Loans of Bank of China and Major Commercial Banks 
(%) 

 

Item 2005 2006 2007 2008 2009 2010 2011

Bank of China 4.6 4.0 3.1 2.7 1.5 1.1 1.0
Major commercial 
banksa 

8.9 7.5 6.7 2.0 1.6 1.2 1.0

a Agricultural Bank of China, Bank of China, Bank of Communications, China Construction Bank, Industrial 
and Commercial Bank of China.  

Source: China Banking Regulatory Commission Annual Reports.   
 
31. BOC's growth of assets has been lower than that of the overall sector. Its 
market share has fallen and it is now the third-largest bank in the PRC. At the time of 
ADB’s investment, it was No. 2. The decline was attributed to its currency losses on 
investments made outside the PRC. These investments were largely denominated in US 
dollars, and the appreciation of the CNY has reduced values. The other large 
commercial banks did not have major exposures outside the PRC. 
 
32. BOC has about 10% market share for most of its corporate and retail loans, and 
deposit products. Competition comes mainly from the other large state-controlled 
commercial banks, although CDB is also a competitor in the corporate business, 
especially for infrastructure lending. But, under current market conditions, BOC has 
more demand for credit than it can provide, and is able to select the best projects. 
Most new corporate loans are extended at or above benchmark interest rates.  
 

33. There is no evidence of an ADB role in instigating banking reforms. Most 
reforms were already incorporated in government plans before ADB’s involvement with 
BOC. Improving governance and management of BOC was helped by ADB on the 
fringes, but in reality this probably would have happened without the ADB investment.   
 

ii. Serving as a model for other state-owned 
commercial banks 

34. BOC signed the share subscription agreement and share purchase agreement 
with ADB on 5 October 2005, and ADB purchased 507 million BOC shares. In total, ADB 
bought about 0.24% of BOC’s equity before the IPO. BOC noted that ADB’s equity 
investment helped boost investor confidence in the lead-up to the IPO. ADB also signed 
an investor rights agreement with BOC that specified cooperation plans of both parties. 
ADB designated its representative office in Beijing and BOC its Strategic Development 
Department for communications and to promote cooperation. 
 
35. After its successful listing, BOC continued to improve its business lines, as 
demonstrated by stronger performance and increasing profitability (Table 2). Two other 
SOCBs followed with successful IPOs. However, it is not clear whether the experience of 
BOC’s IPO actually benefited these later IPOs. If BOC’s IPO had failed, it might have 
delayed the others, although ADB’s presence went some way in providing comfort to 
investors. 
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Table 2:  Profitability of Commercial and Other Banks 
 (%) 

 
 Item  2007   2008  2009  2010 2011 
Banking institutions 
Return on assets         0.9                1.0              0.9              1.0              1.2  
Return on equity      16.9              17.1            16.2            17.5            19.2  
Commercial  banks 
Return on assets        0.9                1.2           1.1              1.2              1.3  
Return on equity      17.2             19.9           18.8            20.2            21.4  
Source: China Banking Regulatory Commission Annual Report.  
 
36. ADB assistance did encourage better links with international organizations and 
demonstrated international banking standards. But its assistance only marginally 
effected BOC’s operations and procedures. 
 
37. Other banks have performed better than BOC, which is now the third largest 
bank in terms of asset size, down from second in 2005. CCB began to transform itself 
in 2001, evolving into a modern, customer-focused operation. This preceded the 
announcement in 2003 that the government was preparing IPOs for CCB and BOC. In 
2005, CCB was the first of the large commercial banks to go public, followed by 
BOCOM in the same year, both before BOC. 
 
38. Appendix 2 describes the financial and banking system of the PRC, and 
presents key statistics on its growth. 
 
39. The beyond-company impacts are rated less than satisfactory.  
 

b. Direct Company Impacts 

40. ADB did not have a board seat, but assisted BOC in improving its corporate 
governance through direct advisory services—five TA projects that complemented 
systems support and banking expertise provided by RBS, Temasek, and UBS. ADB hired 
experts to provide operational risk management training to senior executives and 
supported the implementation of Basel II.7 Table 3 lists the seminars and workshops 
supported by ADB.  
 

Table 3: Technical Assistance to Bank of China – Seminars Conducted 
 
Subject Organized by Participants Date 
Corporate governance—
roles and responsibilities of 
the board of directors and 
supervisors 

ADB and Temasek 
(facilitated by Ernst & 

Young) 

60 board members 
and supervisors of 

BOC 

November 
2008 

Environmental and social 
risk management—raised 
awareness on 
environmental risks 
 

ADB and BOC 
(with representatives 
from ADB, CBRC, and 

Ministry of Environment) 

20 staff from BOC November 
2008 

                                                 
7  Basel II is the second of the Basel Accords, which are recommendations on banking laws and regulations 

issued by the Basel Committee on Banking Supervision in June 2004.  Basel II’s purpose was to create an 
international standard for banking regulations regarding the amount of capital that banks need to put 
aside to guard against financial and operational risks. 
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Subject Organized by Participants Date 
Money laundering—assisted 
BOC in formulating its anti-
money-laundering policies 

ADB BOC questionnaire 
sent to evaluate risks 

of its overseas 
customers 

2006

Fraud—conditions, reasons, 
and environment for fraud 

ADB and Ernst & Young 25 BOC supervisors June 2009

Operational risk—
framework under Basel II, 
basic principles, 
measurement tools, senior 
management roles, and 
international best practices 

Ernst & Young on behalf 
of ADB 

56 senior 
management staff 

from BOC 

April 2009

ADB = Asian Development Bank, BOC = Bank of China, CBRC = China Banking Regulatory Commission. 
Source:  ADB. 2010. Extended Annual Review Report: Bank of China Ltd. Manila. 
 
41. ADB and Temasek sponsored a corporate governance forum with BOC for its 
directors and supervisors to boost the governance structure of its affiliates. ADB 
conducted environmental protection and social risk management seminars to deepen 
BOC’s understanding of the practices of international lending banks. This raised 
awareness on environmental issues and encouraged BOC to institutionalise 
environmental and social safeguards in its operations. ADB helped BOC formulate its 
anti-money-laundering policies, through alignment of BOC’s rules and regulations with 
those of the PRC. ADB and Ernst & Young conducted an anti-fraud training and an 
exchange program for BOC that enabled it to share experiences within the international 
banking industry. This centered on the triangle fraud theory. 8  Training was also 
provided by Ernst & Young, on behalf of ADB, on operational risk management to staff 
of BOC’s head office and its tier 1 branches in the provinces. Training covered the 
operational risk management framework under Basel II, including its basic principles, 
monitoring, roles, and international best practices. ADB's TA was primarily in the form 
of seminars and workshops on specific topics, rather than direct, ongoing capacity 
building as provided by some of the other strategic investors.   
 
42. In the past, central government directly controlled BOC, but since the IPO the 
BOC board of directors sets policy. Corporate governance of BOC has improved. ADB’s 
participation as a strategic investor contributed to the development and 
implementation of its corporate governance structure (Figure 1). ADB actively 
participated in BOC’s annual general and extraordinary shareholders’ meetings, and has 
provided support to the functioning of its corporate governance. The role of the BOC 
supervisory board is clearer and is seen as a further check on the performance of the 
board of directors and management. Senior management is now much better informed 
and more capable of controlling credit and assessing risk. This was achieved by 
reinforcing the independence of the risk policy committee from management, 
centralizing loan approvals at the head office and within tier 1 branches, and 
strengthening professionalism of the bank. A risk management unit that centralizes 
and integrates all risk management activities has been set up. 
 

 

                                                 
8  The theory suggests that three elements must exist for fraud to be committed—pressure that causes a 

person to commit fraud; opportunity relating to the working environment where a person is likely to be 
able to commit fraud; and rationalization, which is the person’s moral sense of belief toward decency and 
trust. 
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43. Improving risk management was a major change. BOC, assisted by its strategic 
partners, established an independent risk management system. A chief credit officer 
was placed in each branch, and reports directly to the chief credit officer at the 
headquarters. Training was provided on credit management so that provincial branches 
would be better able to assess and approve loans. Major loans are approved only by 
the headquarters. The risk management unit is responsible for policy, risk assessment, 
appraisal, and monitoring. 
 
44. ADB’s investment promoted business exchanges between the two banks. The 
first CNY international bonds were issued by ADB with the help of Bank of China Hong 
Kong as the principal co-underwriter. The bonds were listed on the HKSE on 22 October 
2010. This became the first CNY-denominated product openly traded in Hong Kong, 
China. It was also the first CNY bond issued by an international financial organization 
and encouraged the development of Hong Kong, China’s CNY market. Since there was 
strong demand for these AAA-rated bonds, ADB increased the issuing amount from 
CNY1.0 billion to CNY1.2 billion and lowered the interest rate from 2.90% to 2.85%. 
Bank of China Hong Kong invested CNY80 million. The proceeds of ADB’s bond 
issuance are being used to finance projects in PRC, including wind power generation, 
wastewater treatment, and infrastructure construction. 

Figure 1: Bank of China’s Structure of Governance
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45. ADB helped strengthen staff capacity on infrastructure project assessment and 
post-loan management through an exchange program. An example concerns training 
on infrastructure project assessment and post-loan management, where a senior 
manager from BOC's corporate banking unit secured an internship in the South Asia 
Division of ADB in November 2010. This was the first time that ADB accepted a staff 
member from a Chinese commercial bank. ADB also invited staff of BOC’s financial 
management department to attend its international asset and liability management 
seminars in Hong Kong, China in 2009 and 2010. ADB has conducted trade finance 
training programs for BOC. 
 
46. Staff benefited from training that allowed them to acquire up-to-date 
knowledge on finance sector restructuring and reforms, and good practices from 
elsewhere. More advice on project finance was required and possible cooperation with 
ADB elsewhere in Asia was suggested. ADB contributed to training of BOC staff. 
Another contribution was ADB’s knowledge of the Asian market, encouraging more 
socially and environmentally friendly projects and operations, and a greater 
involvement with the private sector. 
 
47. BOC views ADB as an impartial participant with no vested interests. ADB’s 
advice is sought on risk management, microeconomics, overseas trading and 
investment, and matching assets to liabilities, for example. Knowledge exchanges have 
worked and still continue but ADB had no real influence on BOC’s SME and 
microfinance lending programs.  
 
48. Temasek helped BOC design, install, and operate its risk management system. It 
also provided training in human resource management. The latter was considered 
essential for the transition to a commercial bank, where market-driven and competitive 
salaries and roles were introduced. While ADB provided training in leadership and 
corporate governance, Temasek undertook on-the-job training in risk management. 
Temasek also provided TA to build an SME service line. This was piloted in two cities 
before being rolled out nationally. Temasek developed a credit factory model for SMEs. 
Eighteen new banks were established for SME lending in PRC—micro loans—but 
Temasek had very little interaction with ADB. 
 
49. Temasek and RBS played larger roles in improving capacities within BOC than 
ADB. ADB contributed through its investment to help send appropriate market signals 
prior to the IPO, and through its workshop sessions and seminars. The direct company 
impacts are therefore rated satisfactory. 
 

c. Overall Assessment of Private Sector Development  

50. Based on the ratings of less than satisfactory for beyond company impacts and 
satisfactory for direct company impacts, private sector development is rated satisfactory. 
 

3. Business Success 

a. Financial Performance 

51. Summary financial data for BOC from 2005 to 2011 is shown in Table 4.  From 
the end of 2005 to the end of 2011, BOC more than doubled the size of its assets. It 
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had 11,000 domestic and overseas branches, and in 2007 became the first commercial 
bank in the PRC to provide private banking services to its customers. BOC is a market 
leader in international settlements and trade finance, and was the first commercial 
bank to offer CNY-denominated settlements for cross-border trade and pre-purchase 
agreements. BOC is the third-largest bank in the PRC with about 10% of banking assets. 
Appendix 3 describes BOC and its operations from 2005 to 2011 and provides key 
statistics. 
 

Table 4: Bank of China Selected Financial Data (CNY million) 
 

 2005 2006 2007 2008 2009 2010 2011 
Balance sheet         
Liquid assets   2,484,431     2,693,948  3,047,934 3,889,744 4,575,565    5,467.062  6,588,307 
Net liquidity gap (1,512,825) (1,739,141) (2,121,714) (2,109,259) (2,972,582) (3,454.724) (3,283,028)
Total assets   4,740,048     5,327,653 5,991,217  6,951,680  8,751,943  10,459,865 11,830,066 
Total equity       255,519        412,956    450,657    489,887    545,394       676,150     755,894 
Total deposits   3,699,464     4,091,118 4,400,111 5,102,111 6,620,552    7,483,254  8,817,961 
Total loans   2,152,112     2,337,726  2,754,493  3,189,652 4,797,408    5,537,765  6,203,138 
    
Income statement         
Net interest income      101,008        121,371    152,745    162,936    158,881       193,962     228,064 
Net non-interest 
income        24,074          27,053        41,841        65,869       73,689        82,556 100,234 
Operating income      125,082        148,424    194,586    228,805    232,570  276,518     328,298 
Net income       31,558          48,264      62,036      65,894      85,349       109,691     130,319 
( ) = negative. 
Source: Bank of China. Annual Reports 2005–2011.  

 

52. Total assets of BOC have increased from CNY4.7 trillion at the end of 2005 to 
CNY11.8 trillion at the end of 2011, an average annual increase of 15%, slightly lower 
than the 17.0% for the large commercial banks overall. The total assets of all 
commercial banks, including BOC, have increased at an average rate of 20% per annum 
from CNY28.5 trillion to CNY88.4 trillion over the same period. BOC’s share of 
commercial bank assets has declined from 16.5% at the end of 2006 to 13.3% at the 
end of 2011. This reflects the growth of the joint-stock commercial banks (26.7% 
average annual growth) and the city commercial banks (30.4% average annual growth) 
and stems from CBRC's policy of encouraging the merger and consolidation of smaller 
banks. This was designed to strengthen the sector’s capital, increase its competitiveness, 
and consolidate market share.  
 
53. BOC’s asset growth was driven by its loan portfolio, which increased from 
CNY2.2 trillion (outstanding loans net of provisions) at the end of 2005 to CNY6.2 
trillion at the end of 2011—an average annual growth rate of 20.0%. Growth of the 
loan portfolio was largely financed by the increase in customer deposits, which stood 
at CNY3.7 trillion at the end of 2005 and were CNY8.8 trillion at the end of 2011—an 
average annual growth rate of 15.7%. The balance of funding has been from interbank 
lending. In 2011, 81% was from customer deposits, 17% from interbank borrowing, 
and 2% from other borrowing. This reflected a shift in funding from 2007, when 
customer deposits represented 86% and net interbank funding 11%. 
 
54. BOC’s future lending is highly dependent on its ability to attract deposits. It is 
unlikely to be able to maintain the past level of growth and will encounter further 
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competition from the city and other commercial banks. BOC’s future operations will be 
dependent on its competitive advantage in attracting deposits, but this may be difficult 
in view of the narrow band of interest rates in place, which restricts real competition 
between banks.    
 
55. BOC’s operations have performed well. Net income after tax increased from 
CNY31.6 billion in 2005 to CNY130.3 billion in 2011, an average annual growth rate of 
27.4%. From 2007 to 2011, the profit growth rate of the banking sector increased by 
an average 30% per annum, while that for the large commercial banks was 29%, both 
higher than BOC’s 21% over the same period. The lower growth rate of BOC reflects 
the impact of the financial crisis of 2008, when growth in profits suffered as a result of 
the foreign currency exposure of the bank. From 2005 to 2011, the average annual 
growth of net interest income was 15% against 28% for net non-interest income. Non-
interest income was 19.3% of operating income in 2005, but this increased to 30.5% in 
2011. The growth of net non-interest income reflects BOC’s diversification into fee-
based financial services, including international settlements, trade finance facilitation, 
leasing, and consumer finance.  
 
56. BOC's capital adequacy ratios have improved. At the end of 2005, its core (tier 
1) ratio was 8.1% and its total capital adequacy ratio was 10.4%. As a result of the IPO, 
which generated $9.7 billion on the HKSE, and CNY20 billion on the SSE, capital 
adequacy ratios improved at the end of 2006. Equity increased from CNY255.5 billion 
at the end of 2005 to CNY413.0 billion at the end of 2006 and meant improved capital 
adequacy ratios at the end of that year to 13.6% for total capital adequacy and 11.4% 
for the core ratio. The rapid growth of loans from 2007 meant a decline in the ratios to 
2009. Additional capital was raised in 2010, including the issuance of convertible 
bonds and a rights issue, and the core ratio increased to 10.1% at the end of the year, 
and the total capital adequacy ratio to 12.6%. Further capital infusions in 2011 have 
maintained the core ratio at 10.1% and increased the total capital adequacy ratio to 
13.0% at the end of 2011.  
  
57. BOC has substantially reduced the number and value of NPLs, from 
CNY103.1 billion at the end of 2005 to CNY63.3 billion at the end of 2011. NPLs at the 
end of 2011 were 1.0% of total outstanding loans, compared with 4.6% at the end of 
2005. BOC has increased its provisions for loan losses from 80.1% of the balance of 
NPLs at the end of 2005 to 220.8% at the end of 2011. The assistance by ADB, and 
especially of the other strategic investors, has led to stronger credit and risk 
management based on greater centralization, independence and professionalism of 
credit approval and risk management, and better loan collection. 
 
58. BOC’s worst-performing portfolio is that for SMEs, with an NPL ratio of 1.8% at 
the end of 2011. But the SME portfolio is more profitable—e.g., higher interest rates 
can be charged. SMEs are defined as those with annual sales revenues of about CNY30 
million or less. Plans are for BOC to step up SME lending, and the volume has been 
growing year by year. SME lending is now about 12% of domestic corporate CNY loan 
portfolio. Real estate lending is important, but BOC’s exposure is smaller than that of 
other banks. BOC's main exposure is to the top-tier developers, and there are no signs 
of deterioration in asset quality. Lending is chiefly for residential uses.  
 

BOC’s 
operations 

have 
performed well 

and its capital 
adequacy 

ratios 
improved. 



 
 Evaluation   15 

 

 

59. There is stringent regulation of banks by CBRC, much of it focused on NPLs and 
loan–deposit ratios. This is reflected in the CARPALs supervision system that BOC 
adopted in 2011. It comprises 13 indicators across seven categories: (i) capital 
adequacy, measured by CAR, and leverage ratio; (ii) loan quality, measured by the NPL 
ratio, and deviation of BOC’s computed ratio from that determined by CBRC; (iii) 
concentration of risk focusing on the exposure to the largest single client and the 
largest client group; (iv) adequacy of provisions, measured as a ratio of loan loss 
provision to total outstanding loans; (v) exposure to subsidiaries, measured by the 
return on equity from investment in subsidiaries and the degree of reliance of a 
subsidiary on BOC funding; (vi) liquidity, measured as the current ratios of CNY 
business to foreign currency business, net stable fund ratio, and the loan–deposit ratio; 
and (viii) status of recovery of bad debts, measured as the number of legal actions 
(criminal cases) under investigation or in court. The other large commercial banks 
followed BOC and adopted a similar system, but BOC is the only one that complied 
with all 13 indicators in 2011. 
 
60. Table 5 summarizes key financial ratios of BOC from 2005 to 2011.  

 
Table 5: Bank of China Selected Financial Ratios 

 
Ratio 2005 2006 2007 2008 2009 2010 2011 
Capital adequacy        
Core capital adequacy (tier 1) ratio 8.08 11.44 10.67 10.81 9.07 10.09 10.07 
Total capital adequacy ratio 10.42 13.59 13.34 13.43 11.14 12.58 12.97 
Profitability        
Return on average total assets (%) 0.70 0.95 1.09 1.01 1.09 1.14 1.17 
Return on average equity (%) 12.14 13.42 13.85 14.37 16.48 18.87 18.27 
Net interest margin (%) 2.33 2.45 2.76 2.63 2.04 2.07 2.12 
Non-interest income to operating income (%) 19.25 18.22 21.50 28.79 31.68 29.86 30.53 
Cost to income (calculated under domestic 

regulations, %) 40.63 36.53 33.70 31.52 34.92 34.16 33.07 
Total loans to total deposits (%) 60.42 59.45 64.22 63.99 72.04 71.72 68.77 
Liquidity        
Local currency current assets to local currency 

current liabilities 48.92 37.65 32.58 48.77 45.31 43.18 47.04 

Foreign currency current assets to foreign 
currency current liabilities 87.36 64.14 75.91 76.61 55.58 52.20 56.16 
Asset quality        
Gross impaired loans to total loans (%) 4.90 4.24 3.17 2.76 1.55 1.13 1.00 
Nonperforming loans to total loans (%) 4.62 4.04 3.12 2.65 1.52 1.10 1.00 
Loan loss reserve to nonperforming loans (%) 80.55 96.00 108.18 121.72 151.17 196.67 220.75 

Notes: Net interest margin (%) = net interest income/average balance of interest-earning assets. 
Cost to income = operating costs/operating income. 
Definitions of capital adequacy ratios are shown in the notes to Appendix 3, Table A3.3. 
Source: Bank of China. Annual Reports 2005–2011.  
 

b. Return on Invested Capital 

61. For the equity investment in BOC, the real return on invested capital (ROIC) was 
used to evaluate the project’s contribution to business success. BOC was operating 
when ADB made its equity investment in 2005. In determining the project’s real ROIC, 
changes in the balances of share capital, long-term debt, and net income for the 
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duration of the project—until ADB sold its stake—were assumed as absolute returns on 
invested capital, including the terminal value computed as the market capitalization as 
of the last trading day of 2011 (30 December).9  
 
62. The nominal internal rate of return on invested capital was calculated to be 
26.2%. Adjusting for inflation, the real ROIC was calculated to be 22.7%. The weighted 
average cost of capital (WACC) for BOC was computed to be 11.5%. Based on ADB 
guidelines (footnote 5), the real ROIC is 1,120 basis points above the WACC, and 
accordingly the project is rated excellent (Table 6). 

 
Table 6: Return on Invested Capital  

(CNY million, except %) 
 

Item IRR  2005 2006 2007 2008 2009 2010 2011 
Share capital  (209,427) (44,412) – – – (25,308) –
Long-term debt  (112,343) (11,228)  7,472 7,868  (5,753) (60,523) (22,119)
Net Income    48,264 62,017 65,573  85,349  109,691 130,319 
Terminal value     764,820
ROIC 26.2% (321,770)  (7,376) 69,489 73,441  79,596  23,860 873,020 
CAGR inflation 
rate (%) 3.34%        
ROIC adjusted 
for inflation 22.7%        
 ( ) = negative, CAGR = compound annual growth rate, IRR = internal rate of return, ROIC = return on invested capital. 
Source: Asian Development Bank computations from Bank of China's annual audited financial statements, 2005–2011. 

 
4. Economic Sustainability 

63. The economic return on invested capital (EROIC) was used as a proxy to 
measure the contribution of ADB’s equity investment in BOC to economic development. 
This is because the equity investment was not targeted at specific capital investments 
or projects, and incremental costs and benefits could not be adequately quantified. 
  
64. Before ADB invested, BOC’s net income after tax in 2005 was CNY32 billion, 
with a corporate tax payment of CNY22 billion. In 2007, net income after tax had 
increased to CNY62 billion because of the growth in interest-earning assets. For 2011, 
net income after tax was CNY130 million, almost four times that of 2005. 
   
65. BOC’s real EROIC was 28.3% after accounting for inflation (Table 7). ADB’s 
equity investment in BOC is rated excellent based on ADB guidelines (footnote 5), as 
the real EROIC is greater than 20%. The high rate of return has meant bigger tax 
payments as a result of BOC’s growing profitability. BOC has paid corporate taxes of 
CNY188.4 billion from 2005 to 2011. 
 

 
Table 7: Economic Return on Invested Capital  

(CNY million, except %) 
 

Item IRR  2005 2006 2007 2008 2009 2010 2011 
ROIC 26.2% (321,770) (7,376) 69,489 73,441  79,596  23,860 873,020 
Taxes nominal  19,673 28,661 21,285  25,831  32,454 38,325 

                                                 
9  Market capitalization as reported in Bank of China. 2011. Annual Report. Beijing. p. 353.  
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Item IRR  2005 2006 2007 2008 2009 2010 2011 
EROIC nominal 32.5% (321,770) 12,297 98,150 94,726 105,427 56,314  911,345  
CAGR inflation rate 3.34%    
EROIC real 28.3%    
( ) = negative, CAGR = compound annual growth rate, EROIC = economic return on invested capital, IRR = internal rate 
of return, ROIC = return on invested capital. 
Sources: Asian Development Bank computations from Bank of China's annual audited financial statements, 2005–2011. 
 

66. Other economic benefits have accrued as a result of the increase in BOC’s 
workforce. In 2005, BOC employed roughly 230,000 people; at the end of 2011, it 
employed about 290,000, an increase of 60,000 jobs. On average, BOC created some 
10,000 new jobs per year. This represents an average annual growth rate in 
employment of 4.0%. The increase in employment and the wages paid will have 
contributed to the local economy, and BOC has encouraged further economic growth 
through its presence as a lender. Credit for SMEs will have generated new jobs and 
increased household incomes.  
 

5. Environmental and Social Safeguards 

67. Environmental. At the time of appraisal, ADB classified the project as category 
financial intermediary (FI), where an environmental management system is required 
unless all subprojects have an insignificant environmental impact. ADB’s investor rights 
agreement requires BOC to develop and implement an environmental impact policy 
following best private sector practices, and international and regional standards.10  
 
68. BOC supports sustainable development, has actively responded to the challenge 
of global climate change, has formulated and implemented a green financial 
development strategy, and renders financial services to build a resource-efficient and 
environment-friendly society. Supporting the green economy, BOC has improved its 
environmental-protection credit policy. It controls the amount it lends to industries that 
are highly polluting and energy consuming, and has stopped lending to projects that 
are not in compliance with national energy saving and emission reduction policies, and 
environmental protection requirements. BOC’s policy is now linked to energy savings 
and emission reductions, providing more credit to green and low-carbon industries and 
supporting new energy industries such as hydro and wind power, and those with 
noticeable emission-reducing effects—urban sewage and industrial wastewater 
treatment.  
 
69. BOC has developed and implemented an environmental impact policy. Every 
year, BOC prepares an internal report on the bank’s social and environmental 
safeguards as part of its corporate social responsibility reports. BOC is actively 
promoting green credit. At the end of 2011, the balance of BOC’s green credits was 
CNY249.4 billion, compared with CNY102.0 billion at the end of 2008. New green 
credits in 2011 showed an increase of 10% over the previous year. From 2010 to 2011, 
the balances of credits for green industries increased by 16.7% (wind power), 8.9% 
(environmental protection), 18.7% (energy conservation), and 11.8% (new energy 
vehicles). The proportion of credits to industries with high pollution and energy 
consumption, and resource-based industries decreased at the end of 2011. BOC has 
introduced financing products based on the Clean Development Mechanism.   

                                                 
10
  ADB. 2005. Investor Rights Agreement with Bank of China Ltd., Central Safe Investments Ltd., and Asian Development 
Bank.  Manila. 
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70. BOC is also building a green bank, through its green office concept; has 
embedded environmental protection into its corporate culture; reinforced environment-
friendly office management procedures; reduced the use of water, electricity and paper; 
promoted video and telephone conferences; cut business trips; and recycles office 
waste. Water, power, and gas consumption per employee fell from 2007 to 2011. BOC 
has promoted green procurement, requiring ISO14001 environmental management 
system certification for its suppliers.   
 
71. Social safeguards. ADB’s equity investment in BOC was classified as a category 
C project. BOCs activities did not result in involuntary resettlement and have no impact 
on indigenous peoples.11 
 
72. Given BOC’s efforts to comply with environmental standards, practices, and 
procedures, ADB’s investment is rated satisfactory. 
 

D. ADB Investment Profitability 

73. The project financial internal rate of return (FIRR) was recalculated at 24.7%, 
and 20.9% when adjusted for inflation (Table 8). Appendix 4 details the assumptions 
used.   
 

Table 8: Financial Internal Rate of Return Calculations 
 

Item FIRR 
(%) 2005 2006 2007 2008 2009 2010 2011 2012 

Share capital ($ million) (73.7)   
Dividends, rights offering and sales 
proceeds ($ million)   0.00 2.7 7.4  8.7  19.7 115.1 128.9 
FIRR 24.7 (73.7) 0.00 2.7 7.4 8.7 19.7 115.1 128.9
Inflation rate 1.5 4.8 5.9  (0.7) 3.3 4.1 3.7 
FIRR adjusted for inflation 20.9 (73.7) 0.00 2.5 6.7 7.6 16.7 94.5 105.0
( ) = negative, FIRR = financial internal rate of return. 
Source:  Asian Development Bank internal records. 

 
74. ADB’s profitability has been measured by comparing the recomputed FIRR with 
that at appraisal. The FIRR at appraisal was computed to be 21% nominal and 16% real. 
Dividing the recomputed real FIRR by that at appraisal gives a ratio of 1.31:1. According 
to ADB guidelines (footnote 5), where the recomputed ratio is over 1.3, the project is 
rated excellent. ADB’s investment profitability in BOC is rated excellent. 
 
75. ADB’s investment returns compare favorably with a broad-based equity 
investment on the HKSE. Such an investment would have yielded an average annual 
nominal return of 5.3% from October 2005 to March 2012. This was the annual 
increase in the Hang Seng index from its value of 15,161 at the close of business on 5 
October 2005—the date of acquisition of BOC shares—to 21,115 at the close of 
business on 19 March 2012—the date of full divestiture. This annual growth rate is well 
below ADB’s return on investment in BOC. 
 

                                                 
11 ADB. 2010. Extended Annual Review Report: Equity Investment in Bank of China Ltd. Manila. 
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E. ADB Work Quality 

76. ADB did satisfactory work in three categories: (i) screening, appraisal, and 
structuring; (ii) monitoring and supervision; and (iii) role and contribution. 

 

1. Screening, Appraisal, and Structuring of the Project 

77. Screening started in 2003, when BOC invited ADB to become a strategic 
investor before its privatization. In December of that year ADB fielded a mission with 
representatives from its Private Sector Operations Department (PSOD) and the East and 
Central Asia Governance and Finance Division. Subsequent meetings were held 
between ADB, BOC, and the Ministry of Finance. PSOD viewed BOC as the most suitable 
of the SOCBs for ADB investment largely because of its extensive branch network 
(footnote 1). Restructuring of BOC was seen by ADB to have a major impact on sector 
reform given the dominance of the major state-owned banks. ADB’s investment 
objective was to help BOC meet its pre-privatization objective prior to an IPO. 
 
78. Board approval of the project was in October 2005, 17 months after concept 
clearance in May 2004. No reason was given for the long period between concept 
clearance and Board approval. Because of this delay, there was limited time for ADB to 
have much influence on BOC before the IPO in 2006. 
 
79. Before the project, the PRC had underdeveloped capital markets that were 
inadequately regulated and supervised. The direct investment of ADB in BOC was 
expected to help ensure that BOC had assistance in restructuring, would have an 
adequate governance structure, and would implement reforms aligned to the 
institutional restructuring processes. Confidence would also be given to other potential 
investors in the privatization of BOC. At that time, BOC had the second-largest assets of 
the major SOCBs. It also had the most extensive branch network in the PRC and had a 
presence in the Hong Kong, China and Macau Special Administrative Regions. The 
government invested $22.5 billion in December 2003 to strengthen BOC’s capital 
ratios. ADB’s due diligence noted the competitive strengths of BOC as having a strong 
brand name, above average staff and ability to attract talent, a low cost position, and 
market strength in relation to its foreign exchange business and overseas branch 
network (footnote 1). 
 
80. ADB's investment was made at a suitable time to instill confidence in other 
potential investors in BOC's IPO. ADB also provided capacity building TA as part of the 
project through seminars and workshops that helped improve BOC’s corporate 
governance and internal controls. It is unclear if ADB’s equity investment helped 
encourage the strategic investment of RBS and UBS, which both invested much more 
than ADB. ADB’s investment was only 0.24%. But when the financial crisis of 2008 
occurred, both RBS and UBS divested their shares, while ADB remained an investor. This 
demonstrated ADB’s support and trust in the management of BOC. ADB’s retention 
gave a positive signal to other investors. Eventually, ADB sold 40% of its investment in 
2010, and the balance in 2012. It made substantial returns.  
 
81. Nevertheless, ADB’s investment was very small relative to the size of BOC’s 
equity, and it came late, just before the IPO. ADB’s TA was limited to a few workshops 
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and seminars, and was small compared with TA provided by other strategic investors. 
ADB’s screening, appraisal and structuring is rated satisfactory. 
 

2. Monitoring and Supervision 

82. BOC submits quarterly reports to ADB with basic corporate information; a 
summary of key financial data and performance indicators; a summary of overall 
operating activities; and notes on any significant changes in accounts and indicators 
and the reasons for them. Unaudited financial statements are appended to these 
reports. Annual audited financial statements are also submitted along with the annual 
report. The project administration unit of ADB’s Capital Markets and Financial Sectors 
Division conducted an annual review of BOC’s performance during the period of its 
investment. The continued viability of ADB’s investment was included in the reports. 
Better environmental and social assessments were undertaken as a result of ADB, but 
BOC policy also focused on greater social responsibility.  
 
83. ADB's performance in monitoring and supervision is rated satisfactory.  
 

3. ADB's Role and Contribution 

84. ADB’s equity investment in BOC was instrumental in the successful public listing 
of the bank’s shares. ADB helped BOC draft its articles of association, and has been 
committed to establishing sound corporate governance and internal control 
mechanisms among banks in its member countries. Thus, BOC’s improvements to 
corporate governance and internal controls were an important part of cooperation with 
ADB. During the 6–7 years of cooperation, ADB has leveraged its advantages to provide 
BOC with technical support and engage in business cooperation. ADB has facilitated 
cooperation and exchanges with BOC in routine operations and financial management. 
Members of staff have learned a lot from their business and working exchanges with 
ADB. The first CNY-denominated international bond issued by ADB with Bank of China 
Hong Kong as the principal co-underwriter was listed on the HKSE in 2010. 
 
85. But ADB made only a relatively small investment, and its capacity development 
was limited.  ADB had minimal influence on policy reform and improving operations. 
ADB’s role and contribution is rated satisfactory.  
 

F. ADB Additionality 

86. ADB played only a minimal role overall and did not have much impact on BOC. 
Although it did provide comfort to other investors during the IPO, its investment was 
so small that its impact on the reform process and on improving the operations of BOC 
was minimal. Timely reform and governance improvements would likely have taken 
place without ADB. And the project would not have been substantially inferior without 
ADB. ADB did remain an investor in BOC during and after the financial crisis of 2008, 
while two of the strategic investors, RBS and UBS, divested once their lock-up periods 
expired. By remaining a shareholder ADB provided investors with confidence during the 
crisis. 
 
87. Despite the active engagement, the assistance provided by ADB was small 
compared with that of Temasek and the other strategic investors. ADB was generally a 
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passive investor.  Privatization of the banking industry was laid out before ADB became 
involved. RBS, Temasek, and UBS provided much more capacity support to BOC. ADB's 
capacity building component could have been designed as a much larger program of 
intervention and assistance at appraisal. This could be considered a lost opportunity for 
both banks. 
 
88. ADB’s additionality is rated less than satisfactory. 
 

G. Overall Evaluation 

89. Table 9 shows why the project was rated successful overall. 
 

Table 9: Performance of ADB’s Equity Investment in Bank of China  
 

Item Unsatisfactory Less than 
satisfactory 

Satisfactory Excellent 

A. Development impact   X  

 1.   Private sector 
development 

  X  

 2.   Business success    X 

 3.   Contribution to 
economic development 

   X 

 4.   Environmental, social, 
health, and safety 
performance 

  X  

B. ADB investment profitability    X 

C. ADB work quality   X  

 1.   Screening, appraisal, 
and structuring 

  X  

 2.   Monitoring and 
supervision 

  X  

 3.   ADB role and 
contribution 

  X  

D. ADB Additionality  X   

Overall assessment and rating  Successful 
ADB = Asian Development Bank. 
Source: Asian Development Bank reports. 
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CHAPTER 3 

Issues, Lessons, and 
Recommendations 
 
 
 
 
A. Issues and Lessons 

90. ADB played a critical role as an independent broker for BOC. Its investment was 
profitable, and the share sale proceeds of 2010 and 2012 and the annual dividends 
paid by BOC meant positive returns. ADB sold its shares well after the lock-up period 
for its investment had expired on 31 December 2008. 
 
91. ADB was a small player—its initial holding of 0.24% of total shares issued was 
reduced to 0.11% in 2010 after the sale of 40% of its shares. ADB did not hold a seat 
on the BOC board. It was too small an investment, relative to total shareholdings, to 
have an impact. ADB was not in the position to dictate changes in policies or 
operations, although its presence brought added confidence and necessary assurance 
for the IPO. Nevertheless, international support from other and larger investors—e.g., 
RBS, Temasek, and UBS—was always there. 
  
92. ADB could have helped more with capacity development, but it limited its 
involvement to a small number of seminars and workshops. RBS, Temasek, and UBS 
provided much more capacity support, probably because of their more direct 
experience in commercial banking and being larger participants. ADB’s limited 
experience of commercial banking meant it had little to offer and was unable to 
provide the hands-on, practical sector knowledge that BOC required. And ADB, as a 
development bank, could have assisted much more in promoting a lending framework 
that would have included expanded portfolios in micro lending, local government 
finance, and infrastructure—areas of ADB involvement in other countries.   
 
93. Perhaps in future projects, ADB could have more influence by investing an 
amount sufficient to secure a seat on the board. Future investments in one of the large 
commercial banks may not be possible on account of the size of investment needed to 
qualify for a board seat. One lesson from the project would be to seek investment 
opportunities in smaller commercial banks—perhaps city commercial banks would 
allow greater influence on policies and lending, and ADB could encourage more 
lending for low-carbon and infrastructure projects and to SMEs and local governments, 
within more clearly defined and focused areas. 
 
94. Privatization was laid out before ADB became involved, and although its 
presence was reassuring, it contributed very little. ADB was largely a passive investor. It 
could have done more. Additional country-level help could have been provided, 
especially regarding policy and regulation, e.g., interest rate band reform or further 
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divestiture—BOC remains 67% government owned. Better dialogue with BOC would 
have helped. 
 

B. Recommended Follow-up Actions 

95. In future projects, ADB need not be involved with banking institutions where it 
is unable to exert influence because of the small size of its investment. Instead of 
considering further involvement with major commercial banks, intervention at the level 
of city commercial banks may be more beneficial. Because of the smaller size and local 
focus of these banks, far greater impact could be achieved.  
 
96. BOC is a large bank with deep access to deposits and limited need for funding 
sources. ADB should have included more capacity development under the project. A 
few seminars and workshops may not have been enough. ADB needs to target more 
focused inputs in all future projects, aimed at strengthening core competencies in 
commercial banking through active partnerships with other strategic investors. 
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APPENDIX 1: PRIVATE SECTOR DEVELOPMENT INDICATORS AND 
RATINGS 
 

 
Indicators Ratingsa Justifications and Annotations 

1. Wider Sector and Economic Impact Beyond Bank of China 

1.1 Private sector expansion    and 
institutional impact  

1.1.1  Contributes to greater private 
sector share and role of commercial 
banks in the economy encouraged 
by banking reforms 
1.1.2 Contributes to institutional 
development by 
(i) encouraging banking sector 
reforms 
(ii) improving risk management of 
commercial banks 
 (ii) influencing a more transparent 
corporate governance framework  

Less than 
satisfactory 

ADB, through its small investment in BOC, played a 
minimal role in reforming the PRC’s banking 
industry, but it did bring international financial 
expertise to it. The PRC had plans for the sector 
before ADB's investment, and several reforms were 
already in place, including the establishment of 
commercial banks and their privatization. In 2005, 
China Construction Bank and Bank of 
Communications went public. Neither BOC nor ADB 
were pioneers in this process. BOC only followed in 
2006, although it was the first commercial bank to 
achieve dual listings in domestic and international 
markets. By July 2010, all large commercial banks 
had completed public listings, and by the end of 
2011, three joint-stock commercial banks and one 
rural commercial bank also had gone public. 
  
Foreign banks have incorporated locally, and there 
has been growing foreign investment in the PRC’s 
banks. Foreign banks have also established 
branches in the PRC, and some have strategic 
minority investments in local commercial banks. 
There are two Sino-foreign joint venture banks. 
Private capital makes up a significant part of the 
equity of banks, particularly in small and medium-
sized commercial banks and rural financial 
institutions. Commercial banks increased their 
overseas operations, and some, including the 
smaller ones, have overseas branches. But ADB had 
no involvement in this process.  
 
Financial innovation has meant new products and 
financial services, and banking efficiency has 
improved, particularly through the centralized 
processing of credit and better risk management 
techniques. Business processes are better and 
internal controls are more rigorous as a result of 
drawing on international good practices. Banks 
have extended their investment opportunities, and 
innovative products have emerged. Small and micro 
enterprise and rural financing has been expanded 
through the intervention of smaller commercial 
banks and rural financial institutions. Today there 
are lower levels of nonperforming loans, and banks 
have improved their capital adequacy. Although it is 
not possible to attribute such improvements 
directly to ADB’s involvement, better risk and credit 
management within BOC has proved an example 
for others to follow. Within BOC, Temasek and RBS 
provided more structured technical assistance than 
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Indicators Ratingsa Justifications and Annotations 

ADB, and had more impact—Temasek helped 
improve risk and credit management, and RBS 
developed personal banking. 

 

Growth of assets of BOC has been lower than that 
of the overall banking sector. Its market share has 
fallen and the bank is now the third largest in the 
PRC. Previously it was No. 2. This decline was put 
down to its currency losses on investments made 
outside the PRC. They were largely denominated in 
US dollars, and the appreciation of the renminbi 
has reduced values. The other large commercial 
banks did not have major exposures outside the 
PRC. 

 

ADB helped boost corporate governance of BOC 
through five technical support projects and there 
have been business exchanges between the two 
banks. However, ADB's program was simply one of 
workshops and seminars, whereas the other 
strategic investors offered support that was more 
focused and program oriented. Regarding sector 
reforms, it is not clear if ADB had much influence 
on their implementation or direction.  

 

1.2  Competition: Contributes to 
competition in the commercial 
banking business among local banks 
and/or contributes to greater 
competition in key sub-borrower 
markets  

Satisfactory BOC has about 10% market share for most of its 
corporate and retail loans, and deposit products. 
Competition comes mainly from the other large 
state-controlled commercial banks, although CDB is 
also a competitor in the corporate business, 
especially for infrastructure lending. Today, BOC has 
more demand for credit than it can provide, and is 
able to select the best projects. Most new loans to 
corporate bodies are extended at or above 
benchmark interest rates.  
 
Although there were some 3,800 banking 
institutions in the PRC at the end of 2011, there is 
not much competition. The large commercial banks 
operate nationwide, while many smaller 
commercial banks are local. Lending and deposit 
rates are regulated by CBRC and controlled by the 
central bank. Despite privatization, the large 
commercial banks are still majority government-
owned. Board membership is dominated by 
government representatives, and government often 
guides banks into lending for specific sectors; also, 
the PRC’s banks operate within tight limits. The 
central bank imposes a ceiling on the interest rates 
they may pay to depositors and a floor under the 
rates they may charge borrowers. There has been 
slow progress toward liberalization, and ADB’s role 
in this has been marginal. Its small investment in 
BOC meant that it had little role in or influence on 
these sector reforms.  
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Indicators Ratingsa Justifications and Annotations 

Total assets of the banking system have more than 
doubled, from CNY53.1 trillion at the end of 2005 
to CNY113.3 trillion at the end of 2011. 
Commercial banks marginally increased their share 
of total assets of the banking system to 76% at the 
end of 2011. Although the large commercial banks 
dominate the sector, their relative share is 
declining, and much of the growth has been with 
the small and medium-sized commercial banks. At 
the end of 2005, small and medium-sized 
commercial banks accounted for 24% of total 
commercial banking assets, but at the end of 2011 
this increased to 37%. During the same period, the 
share of assets of the large commercial banks fell 
from 74% to 61%. While ADB invested in BOC, 
smaller commercial banks were growing in stature. 
 
The small and medium-sized commercial banks 
include a dozen joint-stock commercial banking 
institutions and more than 100 city commercial 
banks. Since 2003, 800 urban credit cooperatives 
completed restructuring and reform, and became 
either city commercial banks or ceased operations. 
These banks have played a key role in supporting 
SMEs and consumer finance. In December 2006, 
CBRC relaxed its market-entry policy on rural 
banking institutions, and in 2007 approved the 
establishment of a new batch of rural financial 
institutions dedicated to serving clients in the 
countryside. Consolidation of rural credit 
cooperatives into banking institutions also has 
taken place.  
 
Despite the reforms and changes, it is unclear 
whether competition has increased. ADB had little 
influence on or participation in the development or 
implementation of these reforms.  
 

1.3  Innovation: Contributes to new 
ways of offering effective banking 
services (including new products, 
services, and technologies) in ways 
that are replicated by other banks 
and in the financial system. See 2.2 
below 

Satisfactory ADB played a strategic investor role with BOC, 
encouraged the adoption of new business practices, 
and helped improve the skills of BOC employees. 
The other strategic investors, Temasek and RBS, 
provided most of the innovations within BOC. 
Temasek's assistance led to major innovations and 
improvements in risk and credit management and 
control linked to Basel II. RBS helped develop 
personal banking. 

 

BOC is mainly a commercial banking operation, 
lending to corporate bodies. BOC Hong Kong 
focuses more on investment banking. BOC leads the 
market in trade finance and international 
settlement business. BOC has competitive 
advantages in the guarantee markets. ADB, 
however, had very little influence on these business 
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Indicators Ratingsa Justifications and Annotations 

lines.

 

BOC has tailored products to the needs of SMEs 
through product innovation and service upgrading. 
This was aided by Temasek and involved capacity 
development and financing of 18 village or 
community banks.  BOC and its strategic investor 
Fullerton Financial Holdings jointly established these 
banks to serve agriculture sector, rural areas, and 
farmers. Outstanding deposits at the end of 2011 
totaled CNY880 million, outstanding loans totaled 
CNY460 million. 

 

1.4  Links: Contributes to local savings 
and deposits mobilization via 
networks of participating banks 
and/or relative size of subportfolios; 
contributes to notable   upstream or 
downstream link effects to sub-
borrowers’ businesses in their 
industries or the economy  

Satisfactory
  

In 2011, 81% of BOC funding was from customer 
deposits and current accounts, and 17% was from 
interbank lending. There has been a relative shift 
toward interbank lending since 2007, when 
interbank lending accounted for only 11%. In 
amounts, however, funding from customer deposits 
has increased from CNY4.4 billion in 2005 to 
CNY8.2 billion in 2011. 
 
More lending has gone to corporate clients in 
recent years and this could have led to upstream 
and downstream links in the economy. It is 
uncertain, however, how much ADB contributed to 
the better links. 
 

1.5  Catalytic element: Contributes to 
mobilization of other local or 
international financing, and has 
positive demonstration effect on 
market providers of debt and risk 
capital to SMEs. 

Satisfactory ADB’s presence as a strategic investor provided 
comfort for BOC's IPO. But the other strategic 
investors—RBS, UBS, and Temasek—preceded ADB 
and provided much more assistance. It is not clear if 
the ADB intervention was catalytic. 

1.6  Affected laws, frameworks, 
regulation: Contributes to better 
laws, regulation, and inspection 
affecting commercial banks and 
providing banking services in the 
local financial system  

Less than 
satisfactory 

Much of the regulatory system was in place before 
the ADB investment, and improvements have taken 
place without direct ADB assistance. 

BOC monitors its operations through its CARPALs 
supervisory system of 13 indicators across seven 
categories, but this was an internal initiative. 

CBRC has developed and enforces prudent 
measures for risk management to ensure asset 
quality. This was a missed opportunity for ADB, 
which could have further helped improve risk 
management systems, had the package of technical 
assistance been better designed at the outset. 

 

Benchmark interest rates remained until recently for 
loans and deposits.  These set the floor limit—10% 
discount for corporate loans and 15% discount for 
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personal loans. For SME lending, the rate cannot 
exceed four times the benchmark.  Again a missed 
opportunity for ADB. The changes made in 2012 
arose from local initiatives rather than the advice of 
ADB. 

 

1.7  Wider demonstration of new 
standards: Contributes to higher 
standards in the financial sector in 
corporate governance, risk 
management, transparency and 
stakeholder relations, ESHS, and 
energy conservation 

Satisfactory BOC pioneered the commercial banking reform 
process, although it was only the third of the five 
large commercial banks to conduct a successful IPO. 
But BOC’s reforms in risk and credit management, 
and human resources provided a good example for 
others to follow. However, ADB had very little 
influence on this. 

 

BOC was the first bank to have strategic foreign 
investors (RBS, Temasek, UBS), which brought along 
good international practices and business methods. 
ADB's investment provided comfort for the IPO, and 
while RBS and UBS withdrew immediately after 
their lock-up periods expired, ADB remained an 
investor. 

 

Foreign financial institutions operating in the PRC 
increased from 14 in 2006 to 40 in 2011. But the 
government still has significant shareholdings in 
BOC and other large commercial banks. More time 
is needed for government to divest. 

 

ADB had minimal influence on opening up the 
banking sector and lost an opportunity to 
encourage further divestiture by the government of 
its equity in the large commercial banks. 

2. Participant Bank Impacts  

2.1  Skills with wider impact potential 

2.1.1 Contributes to stronger 
managerial, strategic, and operational 
skills in the participant bank in ways that 
can be replicated by other commercial 
banks 

 

Satisfactory BOC restructured its risk management functions. 
The comprehensive system covers credit, market, 
operational, liquidity, strategic, and reputational 
risks. BOC improved risk management by 
strengthening independence and centralizing credit 
appraisal and approval, strengthening 
professionalism within the bank, and accelerating 
implementation of Basel II. It set up a risk 
management unit in 2011. 

 

The major transformation of BOC came through its 
human resource practices encouraged by the 
strategic investors. In 2005, all employees had to 
reapply for their jobs, and salaries and wages were 
adjusted to market conditions. Early retirement and 
reassignment of staff to more appropriate positions 
were undertaken. The average age of staff is now 
35, before it was 40. 
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2.1.2 Contributes to expanded lending 
to SMEs. 

At the end of 2011, there were 38,600 SME 
customers (an increase of 91% over the end of 
2010) with an outstanding balance of CNY388.6 
billion (an increase of 62%). BOC sees further SME 
lending as a priority area on account of its 
profitability. ADB provided limited assistance to 
promoting SME lending. 
 

2.2   Demonstration of new 
standards-setting potential: 

2.2.1 As evident in new ways of 
operating the business and competing, 
and where the performance is 
comparable with relevant best industry 
benchmarks and standards  

2.2.2 As evident in standards for 
corporate governance, stakeholder’s 
relations, environmental health and 
safety, and energy conservation. 

Satisfactory ADB’s assistance, although limited to a few 
seminars and workshops, did help improve 
corporate governance, social and economic 
safeguards, risk management and internal control.  
But the other strategic investors played a greater 
role in providing technical support and in improving 
BOC’s management and infrastructure. 

 

Because of ADB’s investment, there were business 
exchanges between the two banks. The first 
renminbi-denominated international bond was 
issued by ADB with BOC Hong Kong as the principal 
co-underwriter and listed on the Hong Kong Stock 
Exchange in October 2010—the first renminbi-
denominated product openly traded in Hong Kong, 
China, and the first bond issued by an international 
financial organization.  Proceeds of the bond would 
be used mainly for lending to wind power 
generation, wastewater treatment, and 
infrastructure construction projects in the PRC.  

 

BOC has supported sustainable development by 
encouraging a green economy through improving 
its environmental protection credit policy, 
promoting green credit and innovating green 
financial products; and by building a green bank—
adopted a green office concept, imbedded 
environmental protection into corporate culture, 
and adopted environment-friendly office 
management procedures. It advocates green 
procurement—requires ISO4001 environmental 
management system certification for suppliers, and 
encourages staff involvement in green community 
events.  ADB had some influence on this, by 
promoting environmental safeguards in BOC’s 
lending operations. 

Overall Private Sector Development 
Rating 

Satisfactory 

ADB = Asian Development Bank; BOC = Bank of China; CBRC = China Banking Regulatory Commission; ESHS = environmental, 
social, health, and safety; GDP = gross domestic product; IPO = initial public offering; PRC = People’s Republic of China, RBS = 
Royal Bank of Scotland, SMEs = small and medium-sized enterprises.  
a Ratings scale: excellent,  satisfactory,  less than satisfactory, and unsatisfactory. The rating is not an arithmetic mean of the 

individual indicator ratings, and these have no fixed weights. It considers actual impact (positive or negative) and potential 
further impacts as well as risk to its realization. 

Source: Independent Evaluation Mission. 



 

APPENDIX 2: BANKING SECTOR DEVELOPMENTS, 2005–2011 
 
 

A. Financial System Context 

1. Total assets of the financial system of the People's Republic of China (PRC) amounted to about 
CNY106,383 billion1 at the end of 2010. Of this, 87.6% represented the assets of banking institutions 
and 12.4% those of nonbank financial institutions. Total assets have grown by an average 20% per 
annum since the end of 2007, from CNY61,370 billion. Banking institutions have increased their share 
of the financial market from 84.1% at the end of 2007.2 The number of banking institutions has 
decreased substantially from 19,797 at the end of 2006 to 3,800 at the end of 2011.3 
  
2. Banking institutions are classified into five groups—policy banks and China Development Bank 
(CDB), commercial banks, banking asset management companies, other financial institutions, and small 
and medium-sized rural financial institutions. Table A2.1 details the categories. All banks are under the 
supervision and regulation of state agencies, including the People’s Bank of China (PBOC)—the central 
bank—and the China Banking Regulatory Commission (CBRC). 
 

Table A2.1:  PRC Classification and Number of Banking Institutions 
 

Category Name and Description No. (as of 
end 2011) 

1. Policy banks and China 
Development Bank 

China Development Bank, the Export-Import Bank of 
China, and Agricultural Development Bank of China 

3

2. Commercial banks, which comprise large commercial banks, city commercial banks, 
joint-stock commercial banks, rural commercial banks, and foreign banks.  Small and 
medium-sized commercial banks comprise city commercial banks and joint-stock 
commercial banks. 

2.1 Large commercial banks Industrial and Commercial Bank of China (ICBC), 
Agricultural Bank of China (ABC), Bank of China (BOC), 
China Construction Bank (CCB), and Bank of 
Communications (BOCOM) 

5

2.2 City commercial banks Including: Bank of Shanghai, Bank of Nanjing, Xi’an 
City Commercial Bank, Jinan City Commercial Bank, 
Bank of Beijing, Bank of Hangzhou, Bank of Tianjin, 
Xiamen Bank , Chengdu City Commercial Bank, and 
Qingdao City Commercial Bank 

144

2.3 Joint-stock commercial banks China Citic Bank, China Everbright Bank, Huaxia Bank, 
Guangdong Development Bank, Shenzhen 
Development Bank, China Merchants Bank, Shanghai 
Pudong Development Bank, Industrial Bank, China 
Minsheng Banking Corporation, Evergrowing Bank, 
China Zheshang Bank and Bohai Bank. 

12

2.4 Rural commercial banks  212

2.4 Foreign banks  Locally incorporated institutions only 40

 
Subtotal (commercial banks) 

  
 

413

                                                 
1  “Total assets” refers to the formal system only and does not include informal finance, the estimates of which vary. 
2  IMF. 2011. People’s Republic of China: Financial System Stability Assessment. International Monetary Fund – Country Report 

No. 11/321.  November 2011.  Figures were only available from 2007 to 2010. 
3   China Banking Regulatory Commission. 2007 and 2011. Annual Reports. Beijing. There are no figures for 2005. 
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Category Name and Description No. (as of 
end 2011) 

3. Banking asset management 
companies 

China Huarong Asset Management Corporation, China 
Great Wall Asset Management Corporation, China 
Orient Asset Management Corporation, and China 
Cinda Asset Management Co., Ltd. These were set up 
in 1999 and took over nonperforming loans of ICBC, 
ABC, BOC, and CCB, respectively.  

4

4. Other financial institutions Trust companies, finance companies of corporate 
groups, financial leasing companies, money brokerage 
firms, auto financing companies, and consumer 
finance companies 

233

5. Small- and medium-sized rural financial institutions, which comprise rural cooperative 
financial institutions and new-type rural financial institutions 

 

 Rural cooperative financial 
institutions 

Rural credit cooperatives, and rural cooperative banks 2,455

 New-type rural financial 
institutions 

Village or township banks, lending companies, and 
rural mutual cooperatives 

692

Subtotal (rural financial institutions) 3,147

Total Banking Institutions  3,800
Source: China Banking Regulatory Commission Annual Reports. 

 

B. Overall Banking Sector Performance 

1. Growth 

3. Total assets of the banking sector have increased from CNY37 trillion at the end of 2005 to 
CNY113 trillion at the end of 2011, an average annual increase of 20%. Overall, the commercial banks 
accounted for about three-quarters of the assets of the banking sector. The fastest growth in assets 
was by the small and medium-sized and rural commercial banks—rural commercial banks (57% average 
annual growth), city commercial banks (30%), and joint-stock commercial banks (27%). The lowest 
growth rate was that of the large commercial banks (17%). Outstanding loans at the end of 2005 
stood at CNY20.7 trillion and increased at an average annual rate of 19% to CNY58.2 trillion by the end 
of 2011. Deposits have grown slightly less at an average of 18.5% per annum—CNY30.0 trillion at the 
end of 2005, and RM82.7 trillion at end of 2011—but the amounts still exceed those of outstanding 
loans (Figure A2.1). 
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4. The broad asset structure of the sector has not changed significantly since 2005. Commercial 
banks, which constituted some 76% of total assets or CNY28.3 trillion at the end of 2005, accounted 
for 78% or CNY88.4 trillion at the end of 2011. There has been a relative decline in the share of 
cooperative banks from 10% at the end of 2005 to 8% at the end of 2011, despite their substantial 
increase in assets from CNY3.6 trillion to CNY8.6 trillion over the same period (Figure A2.2). 
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Figure A2.1: Growth of Assets, Loans, and Deposits of Banking 
Sector, 2005–2011
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Figure A2.2: Structure of Assets of the Banking Sector
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Source Data: China Banking Regulatory Commission Annual Reports.

Source Data: China Banking Regulatory Commission Annual Reports. 
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5. The number of banking institutions has declined from 19,797 at the end of 2006 to 3,800 at 
the end of 2011. This is mainly because of the fall in the number of rural cooperative financial 
institutions, from 19,428 at the end of 2006 to 2,455 at the end of 2011. Growth has occurred in the 
smaller commercial banks—city commercial banks numbered 113 in 2006 and increased to 164 by the 
end of 2011. Rural commercial banks increased from 13 to 212 over the same period. Total 
employment of banking institutions increased from 2.7 million at the end of 2006 to 3.2 million by the 
end of 2011. This was largely because of growth in the commercial banking sector from 1.7 million 
employees at the end of 2006 to 2.2 million at the end of 2011. Of these, 1.5 million were employed by 
the large commercial banks at the end of 2006, representing about 84%. This rose marginally to 1.6 
million at the end of 2011, when the large commercial banks accounted for 70% of commercial bank 
employment. The relative proportional decline was taken up by the city and rural commercial banks, 
whose employment increased from 0.1 million to 0.4 million over the same period. These banks 
doubled their share of total commercial bank employment from 8% at the end of 2006 to 16% at the 
end of 2011. 
 

2. Liquidity and Sources of Funds 

6. At the end of 2005, loans of the banking sector amounted to CNY17.0 trillion and increased to 
CNY58.2 trillion by the end of 2011, an average annual increase of 19.0%. Deposits increased from 
CNY20.7 trillion to CNY82.7 trillion over the same period, an average annual growth rate of 18.5%. 
Loan–deposit ratios have remained fairly constant at around 69%, but the trend is toward higher ratios 
since the 2008 financial crisis. The percentage growth of loans fell below that of deposits in 2008 for 
the first time. This was probably the effect of the massive stimulus program of the government, which 
was passed through the banking sector.  Since then, the growth of loans has exceeded that of deposits 
(Figure A2.3).    
 

 
 

3. Portfolio Quality 

7. The outstanding loan balance of nonperforming loans (NPLs) at the end of 2011 was CNY1.05 
trillion, down from CNY1.24 trillion at the end of 2010. The NPL ratio was 1.8% at the end of 2011, an 
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Source Data: China Banking Regulatory Commission Annual Reports. 
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improvement on the 2.4% at the end of 2010. Aggregate figures for all banking institutions are not 
available before 2010.4  
 

4. Profitability 

8. Profits after tax of the banking sector have increased from CNY0.4 trillion in 2007 to CNY1.3 
trillion in 2011, an average annual growth of almost 30%. Profits of city and rural commercial banks 
have grown the fastest. Returns on assets are moderate, but increasing overall from 0.9% in 2007 to 
1.2% in 2011. Returns on equity are much higher and growing, from 16.7% in 2007 to 19.2% in 2011 
(Figure A2.4). 
 

 
  

C. Commercial Banking 

1. Growth 

9. Total assets of the commercial banking sector grew from CNY28.5 trillion at the end of 2005 to 
CNY88.4 trillion at the end of 2011. Commercial banks accounted for about three-quarters of the 
assets of the banking sector—76% at the end of 2005, and 77% at the end of 2011. Growth in assets 
has averaged about 21% per annum, but city and rural commercial banks have grown faster. The share 
of commercial bank assets of the large banks has fallen from 74% at the end of 2005 to 61% at the 
end of 2011. City commercial banks now constitute 11% of commercial bank assets, up from 7% at the 
end of 2005 (Figure A2.5). 
 

                                                 
4 NPLs represent loans with payments overdue by more than 90 days. The NPL ratio is the total outstanding balance of 

nonperforming loans divided by total balance of outstanding loans, including the balance of nonperforming loans, but 
excluding any allowances for losses. 
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Figure A2.4: Profitability of Banking institutions , 2007–2011
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10. The number of commercial banks increased from 235 at the end of 2006 to 413 at the end of 
2011, largely because of the increase in rural commercial banks—from 13 to 212 over the same 
period.5 The number of other commercial banks—large, city, joint-stock, and foreign—has fallen from 
222 at the end of 2006 to 201 at the end of 2011. The number of urban credit cooperatives has fallen, 
but there has been an increase in city commercial banks—from 113 to 144. Foreign financial 
institutions increased from 14 to 40 over the same period. 
 

2. Capital Adequacy 

11. At the end of 2011, the weighted average capital adequacy ratio (CAR)6 of all commercial 
banks was 12.7%, up from 12.2% at the end of 2010. At the end of 2008, the CAR of all commercial 
banks exceeded the minimum regulatory requirement of 8% and has remained so ever since. At the end 
of 2005, 75.1% of commercial banks conformed to the requirement. 
 

3. Portfolio Quality 

12. The amount and proportion of NPLs (footnote 4) has fallen dramatically since 2006 for all 
commercial banks, from CNY1.3 trillion to CNY0.4 trillion at the end of 2011, as better risk 
management, more prudent lending, and stricter enforcement have taken place in line with better bank 
regulation and governance. NPL ratios have fallen from 7.5% at the end of 2006 to about 1.0% at the 
end of 2011. NPLs for the large commercial banks have followed a similar trend, with amounts falling 
from CNY1.2 trillion at the end of 2005 to about CNY0.3 trillion at the end of 2011. The NPL ratio fell 
from 8.9% at the end of 2005 to 1.0 at the end of 2011 (Figures A2.6 and A2.7). 

                                                 
5  China Banking Regulatory Commission. 2006–2011. Annual Reports. Beijing.  
6  Capital adequacy ratios were computed as follows: capital adequacy ratio = (tier 1 capital + tier 2 capital)/risk weighted assets, 

where tier 1 capital includes retained earnings and common stock; tier 2 capital includes revaluation reserves, general 
provisions, and subordinated debt. Core capital adequacy ratio = tier 1 capital/risk weighted assets. 
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4. Profitability 

13. Profits after tax of commercial banks have increased from CNY0.3 trillion in 2005 to about 
CNY1 trillion in 2011. Returns on assets have improved marginally from 0.9% in 2007 to 1.3% in 2011. 
Returns on equity are much higher, rising from 17.2% in 2005 to 21.4% in 2011. The financial crisis 
produced a fall in profitability in 2009, as the impact of the massive stimulus program was seen (Figure 
A2.8). 
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D. Banking Reform 

14. Banking reform has followed three paths: (i) strategic transformation of the sector, 
(ii) opening-up of the sector, and (iii) financial innovation.  
 

1. Strategic Transformation of the Sector 

15. The Chinese banking system is undergoing reform as the PRC enters the global financial and 
economic system. Reform started in the early 1980s and continues today. The banking system was once 
dominated by PBOC—the central bank. But in the early 1980s, the government allowed four state-
owned specialized banks to accept deposits and undertake other banking operations—ABC, BOC, CCB, 
and ICBC. In 1994, the government established three more banks—Agricultural Development Bank of 
China, CDB, and Export-Import Bank of China, each dedicated to a specific lending purpose. 
  
16. In 2005, CCB was the first of the large commercial banks to go public. The Bank of 
Communications (BOCOM) also went public in the same year. ICBC and BOC followed in 2006. BOC was 
the first commercial bank to achieve dual listings in domestic and international markets. With the sale 
of A and H shares of ABC in July 2010, all large commercial banks completed public listings and evolved 
from wholly state-owned commercial banks to public banks. Furthermore, three joint-stock commercial 
banks and one rural commercial bank had also gone public by the end of 2011. The five large 
commercial banks replenished their capital base in 2010 by issuing subordinate debt. They also 
improved corporate governance and risk management, and stepped up operational and management 
efficiency in preparation for the implementation of Basel II.  
 
17. Although the large commercial banks dominate the sector, their relative share is declining, as 
considerable growth has taken place among the small and medium-sized commercial banks. At the end 
of 2005 these banks had accounted for 24% of commercial banking assets, but by the end of 2011 
they represented 37%. During the same period, the share of assets of the large commercial banks fell 
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from 74% to 61%.7 In terms of owner’s equity, the share of the small and medium-sized commercial 
banks also has grown—from 18% at the end of 2005 to 37% at the end of 2011. In contrast, the share 
of owner’s equity of the large commercial banks has fallen from 77% to 60% over the same period. 
  
18. The small and medium–sized commercial banks include a dozen joint-stock commercial banking 
institutions and more than 100 city commercial banks. Since 2003, 800 urban credit cooperatives 
completed restructuring and reform, and became either city commercial banks or ceased operations. 
These banks have played a key role in supporting small and micro enterprises, and consumer finance. 
At the end of 2011, the outstanding balance of small and medium-sized enterprise (SME) loans was 
CNY1.6 trillion. In December 2006, CBRC relaxed its market-entry policy on rural banking institutions, 
and in the following year approved the establishment of a new batch of rural financial institutions 
dedicated to serving clients in the countryside. Consolidation of rural credit cooperatives into banking 
institutions also took place.   

 
19. Despite these changes, the large commercial banks are all still majority government-owned. 
Board membership remains dominated by government representatives, and government often guides 
banks into lending for specific sectors. And the PRC’s banks operate within certain limits. The central 
bank imposes a ceiling on the interest rates they may pay to depositors and a floor under the rates they 
may charge borrowers. On 8 June 2012, the central bank changed these “benchmark” deposit and 
lending rates to help stimulate the economy. Banks can now offer depositors an interest rate at 10% 
above the benchmark and borrowers a rate at 20% below. 
 

2. Opening Up the Sector 

20. The banking sector of the PRC is now more open than when the Asian Development Bank (ADB) 
invested in BOC. This has supported local economic development, improved overall competitiveness of 
the banking sector, has enabled the PRC to honor its commitments made for accession to the World 
Trade Organization, and has helped maintain financial stability.  Reforms have involved the local 
incorporation of foreign banks, and the growth of foreign investment in, and internationalization of, 
domestic banks. Foreign banks have established branches in the PRC, and some have strategic minority 
investments in commercial banks. 
 
21. At the end of 2011, 181 banks from 45 countries and regions had set up 209 representative 
offices in the PRC. There are also two Sino-foreign joint venture banks with seven branches and one 
subsidiary, one wholly foreign-owned finance company, and 94 foreign bank branches of 77 banks 
from 26 countries and regions. At the end of 2011, foreign banks had outlets in 50 cities, 30 more than 
in 2003. In total there are 387 business outlets of foreign banks, an increase from 207 at the end of 
2005. Despite this growth in outlets, the share of assets has remained constant at about 1.9% of total 
banking assets in the PRC from the end of 2005 to the end of 2011.   

 
22. Private capital makes up a significant part of equity of banks, particularly of the small and 
medium-sized commercial banks and rural financial institutions. Private capital was either invested at 
the time of establishment, attracted later to increase the level of capital, or was raised through share 
offerings on stock markets. At the end of 2011, private capital accounted for 42% of total equity of 
joint-stock commercial banks, 54% of the equity of city commercial banks, and 92% of the equity of 
rural cooperatives and village or township banks.   
 

                                                 
7   At the end of 2005, the large commercial banks held 74% of total commercial bank assets, small and medium-sized 

commercial banks held 24%, and foreign commercial banks the balance of 2%. At the end of 2011, large commercial banks 
had 61% of total commercial bank assets, small and medium-sized commercial banks had 37%, and foreign banks had 2%. 
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23. Commercial banks have increased their overseas operations. At the end of 2011, policy banks 
and CDB had six overseas branches and had invested in two overseas banks. The five large commercial 
banks had set up 105 branches overseas and acquired, or invested in, 10 foreign banks, while eight 
small and medium-sized commercial banks had 14 overseas branches, and another two had acquired or 
invested in five foreign banks.  
 

3. Financial Innovation 

24. Financial innovation relates to new products and financial services, and improvements in risk 
control. Banking efficiency has improved, particularly through the centralized processing of credit and 
since better risk management techniques are in operation. Business processes are better and internal 
controls are now more rigorous as a result of drawing on international good practices. Banks have 
extended their investment opportunities, and the large commercial banks have invested in insurance 
companies and trust companies. Other banks have specialized market positions that led to distinctive 
brand names in some industries. Many innovative products have emerged and their take-up has 
expanded. E-banking, bank cards, and wealth management services have been introduced and are 
growing fast. Small and micro enterprise and rural financing has been expanded through small and 
medium-sized commercial banks and rural financial institutions. Some banks have established 
specialized branches or subsidiaries for SME lending. 
 
25.  A pilot program of asset securitization was undertaken in 2007, largely for home mortgages 
and motor vehicle loans. This was shelved in 2008, when “securitization” was blamed for the 
worldwide financial crisis. Nevertheless, in 2012, the central bank allowed banks to pool some loans, 
including those to local governments, and issue securities backed by the repayments. The initial quota 
for these securities is small—only CNY50 billion, compared with total assets of the banking system at 
the end of 2011 of CNY113 trillion—but the measure is significant. 



 

APPENDIX 3: BANK OF CHINA, 2005–2011 
 

A. Reform, Ownership, and Governance 

1. Background 

1. The Bank of China (BOC) is now 100 years old. It was established in February 1912 in Shanghai. 
From 1912 to 1949, BOC functioned as the central bank, a government-chartered international 
exchange bank, and a specialized international trade bank. From 1949 to 1994, it was the state-
designated specialist foreign exchange and trade bank, during a time when there was only one real 
bank in the People’s Republic of China (PRC), the People’s Bank of China (PBOC). Attached bureaus 
carried out the lending activities. Initial stages of banking reform led to the breakup of this 
arrangement—PBOC became the central bank, and the lending bureaus were transformed into 
specialized banks. In 1994, BOC became a state-owned commercial bank, able to collect deposits and 
engage in the banking business. In 1995, BOC became a note-issuing bank for Hong Kong, China and 
Macau. 

 
2. Major banking reforms took place in 1999–2000, when asset management companies were set 
up to take over the bad debts of the four large commercial banks, which were largely attributed to 
nonperforming loans (NPLs) of state-owned enterprises—NPLs were in many cases over 50%. This 
temporarily cleaned up the balance sheets of the large commercial banks.  BOC was the first of the 
large commercial banks to undergo the process. Restructuring took place in 2003–2004, when more 
bad loans were disposed of, further government capital infusions were made, and the balance sheet 
was cleaned up. In August 2004, BOC was incorporated as Bank of China Limited. In 2006 it went 
public and was listed on the Hong Kong, China and Shanghai stock exchanges. It became the third 
Chinese state-owned commercial bank to launch an initial public offering (IPO), but the first to achieve 
a dual listing on both markets.  

 
3. In 2005, before its IPO, BOC signed investment agreements with Royal Bank of Scotland, 
Switzerland's UBS, Fullerton Financial Holdings under Temasek Holdings Limited (Temasek), and Asian 
Development Bank (ADB). The four invested about $5.14 billion through the purchase of 35,299 
million shares. BOC signed the share subscription agreement and share purchase agreement with ADB 
on 5 October 2005, according to which ADB purchased 507 million shares before the global offering. 
ADB also signed an investor rights agreement with BOC to specify the cooperation plans and clauses of 
both parties in several areas. The participation of strategic investors boosted market confidence—
investors heavily subscribed in H shares1 and A shares2 during the 2006 IPO. BOC was successfully listed 
in Hong Kong, China in June and in Shanghai in July 2006. 
 
4. A major transformation of BOC came through its human resource practices, encouraged by the 
strategic investors. In 2005, all employees had to reapply for their jobs to match expertise with job 
functions, and salaries and wages were adjusted to market conditions. Some members of staff retired 
early, and others were reassigned to more appropriate positions that suited their qualifications and 
experience. After the transformation, the average age of employees was reduced from 40 to 35 years. 

                                                 
1  “H shares” refers to the shares of companies that are traded on the Hong Kong Stock Exchange in Hong Kong 

dollars. 
2  “A shares” are specialized shares in the yuan (CNY) currency that are purchased and traded on the Shanghai and 

Shenzhen stock exchanges in CNY.  
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2. Ownership 

5. BOC is the most internationalized and diversified bank in the PRC. It and its subsidiaries provide 
a full range of corporate banking, personal banking, treasury operations, investment banking, 
insurance, and other services in Hong Kong, China and Macau Special Administrative Regions, and in 
31 other countries. BOC’s core business is commercial banking, including corporate banking, personal 
banking, and financial markets. BOC conducts investment banking through Bank of China International 
Holdings Limited, a wholly owned subsidiary, and insurance services under Bank of China Group 
Insurance Company Limited and its subordinate and associate companies. BOC provides fund 
management services through Bank of China Investment Management Co., Ltd., direct investment and 
investment management under Bank of China Group Investment Limited, and aircraft leasing through 
Bank of China Aviation Private Limited.  

 
6. The parent company of BOC is Central Huijin Investment Limited, a wholly owned subsidiary of 
China Investment Corporation, with 67.6% of the ordinary shares at the end of 2011. The ownership of 
major shareholders is shown in Table A3.1. As at 31 December 2011, ADB held 0.11% of the shares, 
but they were sold in the first quarter of 2012.  
 

Table A3.1: Ownership of Bank of China, as at 31 December 2011 
 

Shareholder Number of shares 
% in total 

share 
capital 

Type of shareholder 

A Shares: 
1  Central Huijin Investment Limited  188,701,419,541 67.60% State
2 China Life Insurance Company Limited 429,218,309 0.15% State-owned 

3 PICC Property and Casualty Company 
Limited 

195,759,432 0.07% State-owned 

4  China Life Insurance Company Limited 147,201,482 0.05% State-owned
5 Sino Life Insurance Co. Ltd  115,983,491 0.04% Domestic, nonstate-owned
6  Shenhua Group Corporation Limited 99,999,900 0.04% State-owned
7 Aluminium Corporation of China  99,999,900 0.04% State-owned
8 Others 5,735,475,129 2.05%  

Subtotal 195,525,057,184     70.04%  
H Shares: 

9 Hong Kong Securities Clearing 
Company (HKSCC) Nominees Limiteda 

81,318,854,581 29.13% Foreign 

10  The Bank of Tokyo-Mitsubishi UFJ Ltd. 520,357,200 0.19% Foreign
11 Asian Development Bank  304,007,461 0.11% Foreign
12 Others 1,479,057,153 0.53%  
Subtotal 83,622,276,395 29.96%
Total 279,147,333,579 100.00%

a   HKSCC Nominees were the nominee for all institutional and individual investors that maintained an account with it, including 
the shares held by National Council for Social Security Fund (9,160,229,411 shares) and Temasek Holdings (Private) Limited 
(5,914,493,996 shares). Number of shareholders as at 31 December 2011: 1,107,015 (874,563 A-share holders and 232,452 H-
share holders).  

Source: Bank of China. Annual Report 2011.  
 
 3. Governance 
 
7. BOC’s corporate governance structure comprises the board of directors and a board of 
supervisors answerable to the shareholders, and senior management (Figure A3.1). BOC operates under 
the PRC's Company Law, Commercial Banking Law, and relevant requirements promulgated by 
regulatory authorities. Its principal regulator is the China Bank Regulatory Commission (CBRC). The 
operations outside PRC are subject to supervision by local regulators. BOC prepares its financial 
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Figure A3.1: Bank of China Corporate Governance – Organizational Structure 
 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

statements in accordance with International Financial Reporting Standards, and complies with the 
disclosure requirements of the Hong Kong Companies Ordinance. Its domestic auditor is 
PricewaterhouseCoopers Zhong Tian, and its international auditor is PricewaterhouseCoopers of Hong 
Kong, China. 

 
 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
8. BOC has 16 board members—6 independent members, 43 executive directors (other than the 
Chairman), and 6 nonexecutive directors who represent government interests. Independent members 
are selected according to national rules based on experience, professional skills, and specialisation. 
Members are experts in law, accounting, and banking with experience of the Hong Kong, China; United 
States; and European markets. Their appointment is approved at a shareholders’ meeting, but CBRC 
and the Shanghai Stock Exchange can veto the appointments. 
 
9. Board decisions are usually made on the basis of a simple majority, but major ones require a 
two-thirds majority. Each director has one vote. Independent members can serve at most two terms (by 
CSRC regulation) of 3 years each. There are no term limits for the executive directors. There were six 
board meetings in 2011. Executive directors, representing government interests, have offices in BOC to 
ensure effective liaison. 
 
10. The BOC board of supervisors oversees the board of directors and senior managers. They assess 
whether or not the company is compliant with legal regulations. There are seven members—two 
external supervisors, two employee supervisors, and three supervisors representing shareholders. One 
member is elected chairman—normally one of the supervisors representing shareholders. The board of 
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supervisors cannot override decisions of the board of directors, nor fire a director. However, they can 
go directly to the shareholders if there are issues. Table A3.2 lists the members of the two boards.  

 
Table A3.2: Composition of the Bank of China Boards of Directors and Supervisors  

(as of end of 2011) 
 

Board of Directors Position Term of Office 

Xiao Gang Chairman of the board August 2004–AGM 2013
Li Lihui Vice chairman and president August 2004–AGM 2013
Li Zaohang Executive director and executive vice 

president 
August 2004–AGM 2013

Wang Yongli Executive director and executive vice 
president 

February 2012–AGM 2015

Cai Haoyi Non-executive director August 2007–AGM 2013
Sun Zhijun Non-executive director October 2010–AGM 2013
Liu Lina Non-executive director October 2010–AGM 2013
Jiang Yangsong Non-executive director October 2010–AGM 2013
Zhang Xiangdong Non-executive director July 2011–AGM 2014
Zhang Qi Non-executive director July 2011–AGM 2014
Anthony Francis Neoh Independent non-executive director August 2004–AGM 2013
Alberto Togni Independent non-executive director June 2006–AGM 2012
Huang Shizhong Independent non-executive director August 2007–AGM 2013
Huang Danhan Independent non-executive director November 2007–AGM 2013
Chow Man Yiu, Paul Independent non-executive director October 2010–AGM 2013
Jackson P. Tai Independent non-executive director March 2011–AGM 2014
Zhang Bingxun Secretary to the board of directors May 2008 onwards

Board of Supervisors Position Term of Office 

Li Jun Chairman March 2010–AGM 2013
Wang Xuegqiang Supervisor August 2004–AGM 2013
Liu Wanming Supervisor August 2004–AGM 2013
Deng Zhiying Employee supervisor August 2010–EDM 2013
Li Chunyu Employee supervisor December 2004–EDM 2011
Mei Xingbao External supervisor May 2011–AGM 2014
Bao Guoming External supervisor May 2011–AGM 2014

AGM = annual general meeting, EDM = employee delegates’ meeting. 
Source: Bank of China. Annual Report 2011.  
 
11. At the end of 2011, BOC had 289,951 employees, up from 229,742 at the end of 2005—an 
average net addition of 10,035 employees a year.  Employment growth has averaged 4% per annum. 
 
12. BOC has adopted a management-by-objectives approach and uses benchmarking tools to 
measure employee performance. BOC defines the responsibilities and authority of each position, 
matches the qualifications of employees to positions, and prepares a matrix of deliverables. Employee 
performance is measured on the quantitative and qualitative aspects of outputs. 
 

B. Market Position and Growth 

13. BOC provides a range of banking and related financial services, including commercial banking, 
investment banking, insurance, direct investment and investment management, fund management, 
and aircraft leasing. The core business is commercial banking, which accounts for more than 90% of 
BOC's profit before tax. Commercial banking comprises corporate banking, personal banking, and 
financial markets business. The bank provides services in financial markets. In 2011, BOC, with Fullerton 
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Financial Holdings, established 18 community banks providing world-class financial services to 
customers in the countryside. 
 
14. BOC’s strategic goal is to be a premier multinational banking group, delivering growth and 
excellence. Its strategic positioning is a multinational banking group with a diversified and integrated 
cross-border business, based on a core business of commercial banking. In 2012, BOC’s working plan is 
to continue to implement the principles of “streamlining structure, scaling up, managing risks, and 
sharpening competitiveness,” and promote innovative, transformative, and cross-border development 
to pursue balanced and sustainable growth. 
 

C. Financial Performance 

15. Financial highlights for BOC since 2005 are shown in Table A3.3. 
 

Table A3.3: Financial Highlights (CNY million) 
 

 Item 2005 2006 2007 2008 2009 2010 2011 
Operations        
Net interest income 101,008  121,371 152,745 162,936 158,881  193,962 228,064 
Non-interest income 24,074  27,053 41,841 65,869 73,689  82,556 100,234 
Operating income 125,082  148,424 194,586 228,805 232,570  276,518 328,298 
Operating expenses (59,551) (68,902) (85,631) (97,749) (107,307) (122,409) (140,815)
Impairment losses on 
assets (11,895) (12,217) (20,263) (45,031) (14,987) (12,993) (19,355) 

Operating profit 53,636  67,305 88,692 86,025 110,276  141,116 168,128 
Profit before income tax 53,811  67,937 89,955 86,751 111,097  142,145 168,644 
Profit for the year 31,558  48,264 62,017 65,573 85,349  109,691 130,319 
Profit attribute to equity 
holders of the bank 

25,921 42,830 56,229 64,039 80,819  104,418 124,182 

Total dividend 14,112  10,154 25,384 32,999 35,537  40,756 43,268 
Financial Position        
Total assets 4,740,048  5,327,653 5,995,553 6,955,694 8,751,943  10,459,865 11,830,066 
     Loans, net 2,152,112  2,337,726 2,754,493 3,189,652 4,797,408  5,537,765 6,203,138 
     Investment securities 1,683,313  1,892,482 1,712,927 1,646,208 1,816,679  2,055,324 2,000,759 
Total liabilities 4,484,529  4,914,697 5,540,560 6,461,793 8,206,549  9,783,715 11,074,172 
     Due to customers 3,699,464  4,091,118 4,556,708 5,226,204 6,716,823  7,733,537 8,817,961 
Capital and reserves 
attributable to equity 
holders of the bank 

226,419  382,917 424,766 468,272 514,992  644,165 723,162 

Share capital 209,427  253,839 253,839 253,839 253,839  279,147 279,147 
Earnings Per Share        
Basic earnings per share  0.14  0.17 0.21 0.24 0.31  0.39 0.44 
Dividend per share 
(before tax, CNY) 0.07  0.04 0.10 0.13 0.14  0.146 0.155 

Net assets per share (CNY) 1.08 1.53 1.67 1.84 2.03  2.31 2.59 
Key Financial Ratios        
Return on average total 
assets (%) 0.70  0.95 1.09 1.01 1.09  1.14 1.17 

Return on average equity 
(%) 12.14  13.42 13.85 14.37 16.48  18.87 18.27 

Net interest margin (%) 2.33  2.45 2.76 2.63 2.04  2.07 2.12 
Non-interest income to 
operating income (%) 

19.25  18.22 21.50 28.79 31.68  29.86 30.53 

Cost to income ratio (%) 40.63  36.53 33.70 31.52 34.92  34.16 33.07 
Loan to deposit ratio (%) 60.42  59.45 64.22 63.99 72.04  71.72 68.77 
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 Item 2005 2006 2007 2008 2009 2010 2011 
Capital Adequacy Ratios        
Core capital adequacy 
ratio (%) 8.08  11.44 10.67 10.81 9.07  10.09 10.07 

Capital adequacy ratio (%) 10.42  13.59 13.34 13.43 11.14  12.58 12.97 
Liquidity        
RMD current ratio 48.92  37.65 32.58 48.77 45.31  43.18 47.04 
Foreign currency current 
ratio 87.36  64.14 75.91 76.61 55.58  52.20 56.16 

Asset Quality:        
Impaired loans to total 
loans (%) 

4.90  4.24 3.17 2.76 1.55  1.13 1.00 

Nonperforming loans to 
total loans (%) 4.62  4.04 3.12 2.65 1.52  1.10 1.00 

Allowance for loan 
impairment    losses to 
nonperforming loans (%) 

80.55  96.00 108.18 121.72 151.17  196.67 220.75 

Credit cost (%) 0.52  0.53 0.31 0.55 0.38  0.29 0.32 
Human Resources and Branches      
Number of employees of 
the group 229,742 232,632 233,336 243,303 256,553  272,558 289,951 

Number of employees in 
PRC  211,305  212,428 215,334 222,829 236,056  250,976 268,830 

Number of branches and 
outlets of the group 

11,646 11,241 10,634 10,554 10,659 10,767 10,951 

Number of branches and 
outlets in PRC  

11,018 10,598 10,145 9,983 9,988 10,074 10,365 

( ) = negative. 
Notes:  Net interest margin = net interest income/average balance of interest-earning assets 

Non-interest income to operating income = non-interest income/operating income 
Cost to income ratio = operating cost/operating income 
Loan to deposit ratio = outstanding loans at year end/balance of deposits at year end. 
Capital adequacy ratio = (tier 1 capital + tier 2 capital)/risk weighted assets, where tier 1 capital includes retained earnings 
and common stock; tier 2 capital includes revaluation reserves, general provisions, and subordinated debt. 
Core capital adequacy ratio = tier 1 capital/risk weighted assets 
CNY current ratio = current assets/current liabilities for CNY accounts 
Foreign currency current ratio = current assets/current liabilities for foreign currency activities 
Impaired loans to total loans (%) = impaired loans at year end/total loans at year end 
Nonperforming loans to total loans (%) = nonperforming loans at year end/total loans at year end 
Allowance for loan impairment losses to nonperforming loans (%) = allowance for loan impairment losses at year 
end/nonperforming loan at year end 
Credit cost (%) = impairment losses on loans/average balance of loans. 

Source: Bank of China. Annual Report 2011.  

 
1. Liquidity and Sources of Funds 

16. Total assets of BOC at 31 December 2011 were CNY11.8 trillion. They have increased at an 
average annual rate of 15% in current prices from CNY4.7 trillion at the end of 2005. This is largely 
because of growth in loans and advances to customers. Loans have increased over the same period at 
an average annual rate of almost 20%, from CNY2.2 trillion to CNY6.3 trillion. Total liabilities have 
increased from CNY4.5 trillion at the end of 2005 to CNY11.1 trillion at the end of 2011, an average 
annual growth rate of 16%. This is the result of bond flotations and growing customer deposits. The 
latter stood at CNY3.7 trillion at the end of 2005, and increased to CNY8.8 trillion by the end of 2011 
(Figure A3.2). 
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17. Growth of outstanding loans has outpaced that of deposits. Outstanding loans were CNY6.3 
trillion at the end of 2011, an annual increase of 20% from CNY2.2 trillion at the end of 2005. 
Accordingly, the loan–deposit ratio was 60.4% at the end of 2005, and increased to 68.8% at the end 
of 2011, but this is a fall from the 72.1% in 2009, possibly reflecting the impact of the government’s 
stimulus program that was passed through the banking sector in response to the 2008 financial crisis 
(Figure A3.3). 

 

 
 
18. BOC’s foreign currency liquidity position deteriorated from 2005 to 2010, but improved in 
2011. At the end of 2005, foreign currency current assets were 87.4% of foreign currency current 
liabilities, but this fell to 56.2% at the end of 2011. CNY current assets to current liabilities were 48.9% 
at the end of 2005, and fell slightly to 47.0% at the end of 2011. Nevertheless, the CNY liquidity ratio 
has increased from a low of 32.6% in 2007 (Figure A3.4). 
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Figure A3.2: Bank of China—Growth of Assets, 
Loans & Deposits, 2005–2011
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Figure A3.3: Bank of China—Loan–Deposit Ratio, 
2005–2011

Year

Source Data: Bank of China Annual Report.

Source Data: Bank of China Annual Report.
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2. Portfolio Quality 

19. At the end of 2011, NPLs totaled CNY63.3 billion, an increase of CNY0.8 billion from the 
previous year end. NPLs at the end of 2011 were 1% of total loans, an improvement over the 4.6% or 
CNY103.1 billion at the end of 2005. Allowances made for losses at the end of 2011 were 220.8% of 
the NPLs, against only 80.6% at the end of 2005 (Figure A3.5). The current regulatory requirement is 
150%. 
 

 
 

3. Profitability 

20. Profitability has increased. The rate of return on assets was 0.7% in 2005, but improved to 
1.2% in 2011 in nominal terms. Similarly, the return on equity increased from 12.1% to 18.3% over the 
same period (Figure A3.6). 
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Figure A3.4: Bank of China—Liquidity Ratios, 
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Source Data: Bank of China Annual Report.
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4. Capital Adequacy 

21. Capital adequacy ratios—after a decline in 2009, indicating the impact of the government’s 
stimulus program—have improved as more capital was raised. The capital adequacy ratio (CAR) was 
10.4% at the end of 2005, but increased to 13.0% at the end of 2011. A similar trend was experienced 
in the core capital adequacy ratio, which increased from 8.1% to 10.1% during the same period (Figure 
A3.7). 
 

 
 
22. BOC has maintained its CAR and core capital adequacy well above the regulatory requirements 
of CBRC (8% and 4%, respectively) from 2005 to 2011. Its capital adequacy improved when BOC issued 
CNY40 billion in convertible bonds in 2010. At the end of 2011 there were 18,445 holders of these 
bonds. Also in 2010, 25.3 billion new shares were issued—17.7 billion A shares at CNY2.36 per share 
and 7.6 billion H shares at HK$2.74 per share. 
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Figure A3.6:  Bank of China—Profitability, 2005–2011
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5. Monitoring and Regulation 
 
23. There is stringent regulation of banks by CBRC, much of it focused on NPLs and loan–deposit 
ratios. This is reflected in the CARPALs supervision system that BOC adopted in 2011. It comprises 13 
indicators across seven categories: (i) capital adequacy, measured by the CAR, and leverage ratio; (ii) 
loan quality, measured by the NPL ratio, and deviation of BOC’s computed NPL ratio from that 
determined by CBRC; (iii) concentration of risk focusing on the exposure to the largest single client and 
the largest client group; (iv) adequacy of provisions, measured as ratio of loan loss provision to total 
outstanding loans; (v) exposure to subsidiaries, measured by the return on equity from investment in 
subsidiaries and the degree of reliance of a subsidiary on BOC funding; (vi) liquidity measured as the 
current ratios for CNY business and foreign currency business, net stable fund ratio, and the loan–
deposit ratio; and (viii) status of recovery of bad debts, measured as the number of legal actions 
(criminal cases) under investigation or in court. The other large commercial banks followed BOC and 
adopted a similar system. BOC is the only large commercial bank that complied with all 13 indicators in 
2011. 
 

D. Portfolio Structure 

24. At the end of 2011, about 75% of the outstanding loans were loans and advances to corporate 
entities, while personal loans accounted for about 25%. Loans to corporate entities for manufacturing 
represented 22% of total lending; commerce and services, 15%; and mortgages, 19%. The structure has 
not changed much since the end of 2005. Total outstanding loan balances increased from CNY2.2 
trillion at the end of 2005 to CNY6.3 trillion at the end of 2011, a 21.5% average annual growth rate. 
The balance of outstanding corporate loans increased from CNY1.7 trillion at the end of 2005 to 
CNY4.7 trillion at the end of 2011, a 21.7% average annual growth rate. Over the same period, 
personal loans increased from CNY0.5 trillion to CNY1.6 trillion, at an average annual rate of 23.5%. 
The biggest growth was in credit card debt (89% per annum) but this represented only 1.5% of total 
loans at the end of 2011, coming off a low base of almost zero at the end of 2005. Other major 
growth sectors were loans to corporate entities in transport and logistics, and commerce and services—
both increased at an annual average of about 26% (Figure A3.8). 
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25.  The balance of outstanding loans to small and medium-sized enterprises (SMEs)3 stood at 
CNY388.6 billion at the end of 2011, up by 62% over the previous year. There were about 38,000 such 
loans, an increase of 91% over the previous year. SME lending has been a key business line in recent 
years. 
 
26. Local government financing (LGF) represents about 10% of domestic corporate loans or an 
estimated 6.2% of all loans. Most LGF loans are secured by land mortgages or other assets, against fees 
or payment commitments. Local governments must incorporate any required loan repayments into 
their budgets, and many issue a guarantee or warranty. BOC noted that local government borrowers 
maintain a bank account with them. LGF NPLs are 0.35%, but there have been some defaults. 
 

E. Risk and Credit Management 

1. Risk Management 

27. BOC has a comprehensive risk management system covering credit, market, operational, 
liquidity, strategic, and reputational risks, with appropriate risk management policies. The system 
covers operations and involves the identification, assessment, and management of all types of risks in 
its business lines. In 2011, BOC integrated its risk management functions, and restructured its risk 
management organization, into a risk management unit responsible for policy, risk assessment, 
appraisal, and monitoring. The unit has seven functions: credit risk management, market risk 
management, operational risk management, credit review and approval, credit administration, new 
capital accord implementation, and legal compliance. The unit is adequately staffed and trained for its 
functions.  
 
28. BOC’s risk management framework comprises the board of directors through its risk 
management and internal control committee, the risk management unit, the financial management 
department, and the customer lending departments. The board has approved an overall risk 
management strategy and supervises management in its implementation. Risks in BOC’s subsidiaries 
are monitored and controlled through representatives on subsidiaries’ boards and their risk policy 
committees. 
 

2. Credit Risk 

29. Risks are assessed according to a rating system for loans, which is based on a 
mathematical/statistic model that determines the probability of default. Books are monitored annually, 
or more frequently in real time should some major event occur. BOC has a comprehensive data base on 
its loans and repayments. It follows the Guidelines for Loan Credit Risk Classification of CBRC, which 
divides loans into five categories—pass, special mention, substandard, doubtful, and loss. The latter 
three are regarded as NPLs. BOC monitors risk under its CARPALs supervisory system, which has 13 
indicators across seven categories—capital adequacy, loan quality, risk concentration, adequacy of 
provision, consolidated financial statements, liquidity, and status of recoveries. Risks are assessed 
according to the lending portfolio, and major innovations over the past few years have been linked to 
Basel II compliance. Changes have involved: 

(i) Greater independence. The risk policy committee is under the board of directors and 
independent of management. BOC has adopted a “three-in-one” credit approval 
process of independent due diligence, assessment of credit applications by an 

                                                 
3  SMEs are defined as those businesses with sales revenues of about CNY30 million or less. 
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independent credit review committee, and credit extension decisions by separate, 
independent authorized credit application approvers.  

(ii) Centralized approval. The approval of loans to corporate entities takes place at the 
head office and tier one (provincial) branches. For personal loans, this also takes place 
at tier one branches. Approval verification, ratings of customers and risk classification is 
centralised at the head office and tier one branches. 

(iii) Stronger professionalism. BOC’s chief credit officer is a risk management professional 
with substantial experience in international commercial banking. Risk management 
professionals are hired for credit application and approval positions, and relevant 
officers at the branch level are selected and hired by the head office. Risk management 
methods and techniques have improved. 

 
30. Credit risk management covers credit policies, credit authorization management, credit review 
and approval procedures, customer credit rating management, risk classification and loan loss 
provisions, asset quality monitoring, and management of business units. Nine teams cover risk policy, 
industry risk management, overseas risk management, group customer management, business line risk 
management, risk classification and credit cost management, customer credit rating management, 
domestic risk management, and country risk management. Credit review and approval policies and 
procedures are prepared by the risk management unit and other participating departments. The 
procedure involves three stages—credit origination and assessment; credit review, approval, and 
disbursement; and post-loan management. 
 
31. BOC assesses the solvency of existing and potential borrowers on a regular basis and adjusts 
credit limits to control exposure. BOC has improved its credit review and approval procedures of 
corporate loans since 2000, and refined credit risk management responsibilities and accountabilities. 
Credit review and approval procedures now include independent due diligence investigation, 
independent review of credit applications by the credit review committee, and final decision of credit 
extension by the authorized central or provincial credit approver. BOC continues to assess the 
effectiveness of its credit review and approval procedures. Loan appraisal and approval is undertaken at 
the head office and/or within the provincial (tier one) branches depending on loan amounts. City and 
town branches no longer have this authority. In 2007, BOC worked with Temasek to improve the loan 
appraisal/approval system. Loan approvals take about 2 weeks. 
 
32. BOC's asset quality improved in 2011. Although there was a slight increase in NPL balances, the 
NPL ratio continued its “declining” trend, and the NPL provision coverage ratio continued to rise. At the 
end of 2011, the BOC’s NPL balance stood at CNY63.3 billion, an increase of CNY804 million on the 
previous year. The NPL ratio fell by 0.10 percentage point to 1.00% from the previous year’s figure. 
Loan loss provisions were 220.75% of NPL balances—up about 24.08 percentage points from the 
previous year. Because of the implementation of a prudent credit policy, BOC had a lower NPL ratio in 
2011 than China Construction Bank and Agricultural Bank of China, but the ratio was 0.06% points 
higher than that of Industrial and Commercial Bank of China.  
 
33. The risk management unit works with customer managers and risk management departments 
of branches to control and recover NPLs. BOC has hired legal advisors, certified public accountants, and 
professional institutions to accelerate the disposal of NPLs. NPLs are recovered through collection, 
negotiation, legal action, selling of collateral, and debt restructuring. BOC only writes off loans that 
cannot be recovered after it has exhausted all legal and other channels. 

 
34. PBOC sets the benchmark rate for different maturities of commercial bank loans. Banks can 
extend loans to clients higher or lower than the benchmark rate. Although there is no official cap, there 
is a floor limit—maximum 10% discount from the benchmark rate for corporate loans, and maximum 
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15% discount for personal loans. For SME lending, the lending rate cannot exceed four times the 
benchmark rate. Until recently, benchmark rates were: (i) short-term loans—duration of 6 months or 
less, 6.10% per annum; over 6–12 months, 6.56% per annum; and (ii) mid- to long-term loans—1–3 
years, 6.65% per annum; 3–5 years, 6.90% per annum; more than 5 years, 7.05% per annum. These 
rates were cut in June 2012 to help stimulate the economy and banks can now offer depositors an 
interest rate 10% above the benchmark, and borrowers a rate of 20% below. BOC did not view this as a 
major problem for BOC, although it would prefer to be able to price loans as it wishes. There are 
suggestions to liberalize rates and allow banks more flexibility, but nothing firm has happened. 
 

3. Market Risk 

35. In August 2006, BOC set up a market risk management team responsible for the application of 
market risk management models in the trading and banking books. BOC has enhanced its existing risk 
management framework and systems for identifying, measuring, monitoring, controlling, and 
reporting market risk. BOC has improved its ability to measure, monitor, and mitigate market risk. It 
has established a value-at-risk model to analyze transactions in the trading book and an integrated, 
group-wide value-at-risk system. BOC also conducts stress testing to assess the impact of extreme 
market conditions. 
  

4. Operational Risk 

36. BOC has an operational risk management framework that comprises a risk classification 
framework, a risk event reporting system, applied operational risk and control assessment, key risk 
indicators, and loss data collection. This framework boosts its capacity to identify, assess, mitigate, 
monitor, and report operational risk. BOC is implementing the operational risk management 
requirements of Basel II. It has strengthened its internal control mechanism, and has strengthened the 
effectiveness of the three internal control lines—(i) the branches, business departments, and staff; (ii) 
the legal and compliance department, and various management departments; and (iii) the internal 
audit department. 
 
37. BOC has acquired new information technologies to reinforce its credit risk management and is 
in the process of improving its existing systems.  



 

Table A4.1: Comparative Balance Sheets  
(CNY million) 

 
ASSETS 2005 2006 2007 2008 2009 2010 2011 

Cash and due from banks and other financial institutions 41,082 39,812 71,221 146,709 434,351 636,126 590,964 
Balances with central banks 316,941 379,631 751,344 1,207,613 1,111,351 1,573,922 1,919,651 
Placements with and loans to banks and other financial institutions 332,099 399,138 386,648 414,289 223,444 213,716 618,366 
Government certificates if indebtedness for bank notes issued 35,586 36,626 32,478 32,039 36,099 42,469 56,108 
Precious metals 26,974 42,083 44,412 42,479 59,655 86,218 95,907 
Financial assets at fair value through profit and loss 111,782 115,828 124,665 87,814 61,897 81,237 73,807 
Derivative financial instruments 16,808 24,837 45,839 76,124 28,514 39,974 42,757 
Loans and advances to customers, net  2,152,112 2,337,726 2,754,493 3,189,652 4,797,408 5,537,765 6,203,138 
Investment securities 
    Available for sale 602,221 815,178 682,995 752,602 622,307 656,738 553,318 
    Held to maturity 607,459 461,140 446,647 365,838 744,693 1,039,386 1,074,116 
    Loans and receivables 361,851 500,336 458,620 439,954 387,782 277,963 299,518 
Investment in associates and joint ventures 5,061 5,931 6,779 7,376 10,668 12,631 13,293 
Property and equipment 62,417 86,200 83,805 92,236 109,954 123,568 138,234 
Investment property 8,511 8,221 9,986 9,637 15,952 13,839 14,616 
Deiffered income tax assets 20,504 21,396 17,647 17,405 23,518 24,041 19,516 
Other assets 38,640 53,570 73,638 69,913 84,350 100,272 116,757 
Total Assets 4,740,048 5,327,653 5,991,217 6,951,680 8,751,943 10,459,865 11,830,066 

 
LIABILITIES 2005 2006 2007 2008 2009 2010 2011 

Due to banks and other financial institutions 134,217 178,777 324,848 724,228 904,166 1,275,814 1,370,943 
Due to central banks 30,055 42,374 90,485 55,596 61,615 73,415 81,456 
Bank notes in circulation 35,731 36,823 32,605 32,064 36,154 42,511 56,259 
Placements from banks and other financial institutions 212,626 146,908 248,482 79,519 186,643 230,801 265,838 
Derivative financial instruments and liabilities at fair value 
through profit and loss 91,174 113,048 113,917 127,031 67,457 35,711 35,473 
Due to customers 3,699,464 4,091,118 4,400,111 5,102,111 6,620,552 7,733,537 8,817,961  
Bonds issued 60,179 60,173 64,391 65,393 76,798 131,887 169,902 
Other borrowings 52,164 63,398 51,708 42,838 37,186 19,499 26,724 
Current tax liabilities 23,459 18,149 21,045 24,827 17,801 22,775 29,353 
Retirement benefit and obligations 7,052 7,444 7,231 7,363 6,867 6,440 6,086 
Deferred income tax liabilities 2,136 3,029 2,894 2,093 3,386 3,919 4,486 
Other liabilities 136,272 153,456 182,843 198,730 187,924 207,406 209,691 
Total Liabilities 4,484,529 4,914,697 5,540,560 6,461,793 8,206,549 9,783,715 11,074,172 
EQUITY        
Capital and reserves attributable to equity holders of the bank       
Share capital 209,427 253,839 253,839 253,839 253,839 279,147 279,147 
Capital reserve (5,924) 66,617 66,592 66,166 76,710 114,988 115,359 
Statutory reserves 5,987 10,380 15,448 23,429 30,391 40,227 52,165 
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LIABILITIES 2005 2006 2007 2008 2009 2010 2011 
General and regulatory reserves 5,109 13,934 24,911 40,973 60,328 71,195 81,243 
Undistributed profits 10,188 38,425 68,480 83,427 100,758 148,355 209,816 
Reserve for fair value changes of available-for-sale securities 1,899 2,009 (1,506) 7,534 4,750 4,015 3,642 
Currency translation differences (237) (2,071) (7,289) (11,093) (11,741) (13,624) (18,185) 
Treasury shares -   (216) (45) (17) (43) (138) (25) 
Minority interest 29,100 30,039 30,227 25,629 30,402 31,985 32,732 
Total equity 255,519 412,956 450,657 489,887 545,394 676,150 755,894  
Total equity and liabilities 4,740,048 5,327,653 5,991,217 6,951,680 8,751,943 10,459,865  11,830,066 
( ) = negative. 
Source: Bank of China audited financial statements, 2005 to 2011.        

 
Table A4.2: Comparative Income Statements  

(CNY million) 
 

INCOME 2005 2006 2007 2008 2009 2010 2011 
Interest income    167,948    215,334    261,871      286,927    261,424    313,533    413,102 
Interest expense    (66,940)    (93,963)  (109,126)   (123,991)  (102,543)  (119,571)  (185,038)
Net interest income     101,008      121,371      152,745      162,936      158,881      193,962      228,064  
Fee and commission income       12,698       17,139       39,601         43,712       50,234       59,214       70,018 
Fee and commission expense      (3,451)      (2,816)      (4,066)       (3,765)      (4,221)      (4,731)      (5,356)
Net fee and commission income          9,247        14,323        35,535         39,947        46,013        54,483       64,662  
Net trading (losses) or gains         4,283      (1,544)      (8,709)          5,045         5,849         3,491         7,858 
Net gains or (losses) on investment securities          (582)         1,132      (3,263)          2,009         1,337         3,380         3,442 
Other operating income       11,150       13,096       18,667         18,959       20,490       21,202       24,272 
Impairment losses on loans and advances    (11,486)    (12,342)    (20,263)     (45,031)    (14,987)    (12,993)    (19,355)
Operating expenses and others    (59,984)    (68,731)    (85,278)     (97,412)  (107,307)  (122,409)  (140,815)
Operating profit        53,636        67,305        89,434         86,453     110,276      141,116      168,128  
Share of result of associates and joint ventures            175            632         1,263              726            821         1,029           516 
Profit before income tax        53,811        67,937        90,697         87,179     111,097      142,145      168,644  
Income tax expense    (22,253)    (19,673)    (28,661)     (21,285)    (25,748)    (32,454)    (38,325)
Profit for the year        31,558        48,264        62,036         65,894        85,349     109,691      130,319  
Attributable to:  
Equity holders of the bank       25,921       42,830       56,248         64,360       80,819    104,418    124,182 
Minority interest         5,637         5,434         5,788           1,534         4,530         5,273         6,137 
Profit for the year        31,558        48,264        62,036         65,894        85,349     109,691     130,319  
Source: Bank of China audited financial statements, 2005 to 2011. 



 

APPENDIX 5: RATE OF RETURN CALCULATIONS 
 

A. Internal Rate of Return Computation (US$)     

 Year  
Initial 

Investment 
Dividends and 
Rights Offering Divestment 

Net Revenue 
(Current Prices) Deflator 

Net Revenue 
(2005 Prices) 

2005 (73,735,822)    (73,735,822)             1.00 (73,735,822)
2006            1,027                1,027              0.97 994
2007     2,654,007          2,654,007              0.94 2,485,156
2008     7,359,265          7,359,265              0.91      6,668,250 
2009     8,674,913          8,674,913              0.88      7,606,211 
2010*   19,674,201        19,674,201              0.85 16,692,683
2011**    8,537,2301  106,574,163     115,111,393              0.82 94,509,002
2012***   128,938,381     128,938,381  0.81 104,984,288
FIRR       24.7%   20.9%
    
 Notes:        

Item  Date US$ HK$ 

Exchange 
rate (HK$ 
to US$) Remarks 

 Initial investment  29 Dec 05 ( 73,735,822)   
Equivalent US$ of CNY

506,679,102 
 Dividends   28 Aug 06            1,027  
 Dividends   20 Jul 07     2,654,007     20,706,962          7.82  
 Dividends   8 Jul 08     7,359,265     57,418,092          7.80  
 Dividends   20 Jul 09     8,674,913     67,231,873          7.75  
`    
*2010 Transactions  US$ HK$   
   Dividends  22 Mar 10     9,383,499     72,920,111          7.77  
   Rights offering 16 Dec 10   10,290,702     80,022,554          7.78  
 Total      19,674,201   152,942,665  
    
 **2011 Transactions    US$  HK$   
 Partial divestment  17 Mar 11     
   Total number of shares     506,679,102  
   % of shares sold   40%  
   Number of shares sold     202,671,641  
   Selling price (HK$)                  4.11  
   Gross receipts   106,918,474  832,980,444          7.79  As at 15 March
   Less: Legal fees    (51,342.61)       (400,000)  
            Other fees   (292,967.47)    (2,282,451)                     
   Proceeds from sale   106,574,163   830,297,993                  
 Estimated Dividends 2011    CNY  HK$  Exchange Rate  
 Recommended dividend per 
share                0.16                 0.19         1.23   
 Number of shares for 
12 months    304,007,461      58,124,037 

   
–    

 No of shares for just over 2 months   202,671,641 
  

8,124,865 
   

–    
    US$  HK$   
 Dividends    8,537,229.63      66,248,902           7.76  As at 31 December 
     

 

                                                 
1 Expected to be paid. 
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Item  Date US$ HK$ 

Exchange 
rate (HK$ 
to US$) Remarks 

 ***2012 Transactions    US$  HK$   
 Full divestment  19 Mar 12   

 

Item  Date US$ HK$ 
Exchange rate 
(HK$ to US$) Remarks 

   Number of shares 
sold       304,007,461   
   Selling price (HK$)                   3.30   
   Gross receipts    1,003,224,622   

   Net receipts    
 

128,938,381  1,000,716,560           7.76  As at Dec 31 
 

B. Weighted Average Cost of Capital 

Item Cost/Rate Assumptions and sources 
Market value of equity 
(CNY million)     934,722  

Market capitalization, including subordinated CNY bonds; BOC 
2011 Annual Report 

Market value of long-term debt 
(CNY million)       26,724  BOC 2011 Annual Report 
Cost of equity (%) 11.7% RMCM Memo, Cost of Equity, August 2010 
Cost of debt – other borrowed 
funds (%) 3.7% BOC 2011 Annual Report 
Corporate income tax rate (%) 25.0%
WACC 11.5%

BOC = Bank of China, CNY = renminbi, RMCM = Credit Portfolio Monitoring Division, WACC = weighted average cost of capital. 
 
The weighted average cost of capital (WACC) was computed according to the following formula: 
 

1  

Where, 
MVe  = Market value of equity 
MVd = Market value of long-term debt 
Ec = Cost of equity 
Dc = Cost of long-term debt 
Tr = Corporate income tax rate 

 
 




