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Bank of China was formally established in February 1912 following
the approval of Dr. Sun Yat-sen. In the following 37 years until the
founding of the People’s Republic of China in 1949, the Bank served
as the central bank, international exchange bank and specialised
foreign trade bank of the country. As the pillar of the financial
industry during a period of turmoil in the country’s history, Bank
of China was committed to serving the public and developing the
nation’s financial industry. It made significant achievements in many
areas of its business operations through prudent management and
progressive reforms. After the founding of the People’s Republic
of China, Bank of China became the state-designated specialised
foreign exchange and foreign trade bank. While maintaining a
strong entrepreneurial spirit, the Bank contributed substantially to
the development of the country’s foreign trade and the national
economy.

In 1994, Bank of China was transformed from a specialised foreign
exchange and foreign trade bank into a state-owned commercial
bank. Following being selected as a pilot bank for the joint stock
reform campaign of state-owned commercial banks in 2003, Bank
of China Limited was incorporated in August 2004. It was listed on
the Hong Kong Stock Exchange and the Shanghai Stock Exchange
in June and July 2006 respectively, becoming the first A and H dual
listed Chinese commercial bank.

Bank of China Limited is one of China’s largest state-controlled
commercial banks. It provides a comprehensive range of financial
services to customers worldwide. The Bank is involved in commercial
banking including corporate banking, personal banking and financial
markets business. It is also engaged in investment banking through
BOCI, one of its wholly-owned subsidiaries. Its insurance business
is run through BOCG Insurance and its subsidiaries and associate
companies. The fund management business is undertaken through
the Bank’s shareholding in BOCIM and the direct investment and
investment management business through BOCG Investment, a
wholly-owned subsidiary. In 2006, the Bank acquired Singapore
Aircraft Leasing Enterprise, a leader in this field in Asia, and
renamed it BOC Aviation Private Limited. The Bank thus became the
first Chinese bank to be involved in the global aircraft leasing sector.
In terms of tier one capital, it ranked 10th among the world’s top
1,000 banks by The Banker magazine in 2008.

With a history of nearly 100 years in China’s financial industry,
Bank of China is well-known for business innovation as well as
an emphasis on prudence in its operations. It is widely recognised
by its peers and customers in international settlement, foreign
exchange and trade finance, among other services. Bank of China
is the most internationalised bank in China and the forerunner in
recruiting international experts and introducing modern business
management concepts into its operations with a view to becoming
a leading international bank.

As the sole banking partner of the Beijing 2008 Olympic Games and
Paralympic Games, Bank of China provided exclusive onsite financial
services at all Olympic venues and designated service outlets.
The staff of Bank of China, in a spirit of patriotism and in the
pursuit of excellence and quality and efficient professional services,
successfully met the challenges encountered to provide outstanding
Olympic services and, in doing so, enhanced the corporate image
and social value of the Bank.

Integrity

Performance

Responsibility

Innovation

Harmony




.70

.80

.'-_.“ \- 96
i 116
126
128

133

N 1
- 358

1363
367

371
372

376

JSlgmflcant Events

Financial Highlights
Honours and Awards

Corporate Informatlon
Message from the Cha‘qlrma
Message from the President Y !
Management Discussion and & ygis
* Financial Review
« Business Review :
* Risk‘Management
e |T Blueprint

¢ Organisational'Management, Hg
Resources Development and. i, iy
Management W

e Cooperation with Strategic Invest‘)lnsx %
o Olymplc Services \ ‘
« Corporate Social Responsibilitiés.
Changes in Share Capital and I

Shareholdings of Substantial , B
Shareholders &

Directors, Supervisors and SJenlor,-'", .

_Management
Corporate Governance , " i
I '
Report of the Board of Direcfo

Report of the Board of Super

Independent Auditor’s Report
Consolidated Fmanmal Statﬁ mel

Unaudfbﬁ!."ﬁupple y F
Information® ¥ A

Supplementary Information = Financial
Statements Prepared in Accofdance
with CAS

Reference for Shareholders 4

Organisational Chart

List of Domestic and Overse
Operations

Definitions

e ——



Financial Highlights

Note: This report is prepared in accordance with International Financial Reporting Standards (IFRS).

Results of operations

Net interest income
Non-interest income
Operating income
Operating expenses
Impairment losses on assets
Operating profit

Profit before income tax
Profit for the year

Profit attributable to the equity holders of the Bank
Total dividend

Balance sheet items
Total assets

Loans, net

Investment securities
Total liabilities

Due to customers

Capital and reserves attributable
to the equity holders of the Bank

Share capital

Per share

Earnings per share for profit attributable
to the equity holders of the Bank
(basic and diluted, RMB)

Dividend per share (before tax, RMB)
Net assets per share (RMB)

Key financial ratios

Return on average total assets (%)

Return on average equity (%)

Net interest spread (%)

Net interest margin (%)

Loan to deposit ratio (%)

Non-interest income to operating income (%)

Cost to income (%)

Cost to income (calculated under
domestic regulations, %)

Capital adequacy ratios

Core capital adequacy ratio (%)

Capital adequacy ratio (%)

Asset quality
Identified impaired loans to gross loans (%)

Allowance for loan impairment losses to
identified impaired loans (%)

Non-performing loans to gross loans (%)

Allowance for loan impairment losses
to non-performing loans (%)

Credit cost (%)

Human resources & Organisations

Number of employees of the Group

Number of employees in the Chinese Mainland
Number of branches and outlets of the Group

Number of branches and outlets in the Chinese Mainland

Exchange rate

USD/RMB year-end middle rate
EUR/RMB year-end middle rate
HKD/RMB year-end middle rate

Note

[C RN

(el )]

15
16

17
18

2008

162,936
65,960
228,896
(97,412)
(45,031)
86,453
87,179
65,894
64,360
32,999

6,951,680
3,189,652
1,646,208
6,461,793
5,102,111

464,258
253,839

0.25
0.13
1.83

1.02
14.55
2.45
2.63
64.60
28.82
37.59

33.55

10.81
13.43

2.76

117.18
2.65

121.72
0.55

249,278
222,829
10,789
9,983

6.8346
9.6590
0.8819

2007

152,745
42,230
194,975
(85,278)
(20,263)
89,434
90,697
62,036
56,248
25,384

5,991,217
2,754,493
1,712,927
5,540,560
4,400,111

420,430
253,839

0.22
0.10
1.66

1.10
14.00
2.59
2.76
64.78
21.66
39.26

35.59

10.67
13.34

3.17

106.37
3.12

108.18
0.31

237,379
215,334
10,834
10,145

7.3046
10.6669
0.9364

Please refer to “Definitions — Notes to Financial Highlights” in this report for notes.
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2006

121,371
27,053
148,424
(68,902)
(12,217)
67,305
67,937
48,264
42,830
10,154

5,327,653
2,337,726
1,892,482
4,914,697
4,091,118

382,917
253,839

0.18
0.04
1.51

0.96
14.06
2.28
2.45
59.45
18.23
42.07

38.60

11.44
13.59

4.24

91.34
4.04

96.00
0.53

232,632
212,428
11,241
10,598

7.8087
10.2665
1.0047

Unit: RMB million

2005

101,008
24,074
125,082
(59,551)
(11,895)
53,636
53,811
31,558
25,921
14,112

4,740,048
2,152,112
1,683,313
4,484,529
3,699,464

226,419
209,427

0.14
0.07
1.08

0.70
12.14
2.21
2.33
60.42
19.25
43.07

40.63

8.08
10.42

4.90

75.92
4.62

80.55
0.52

229,742
211,305
11,646
11,018

8.0702
9.5797
1.0403

2004

88,435
27,570
116,005
(54,180)
(24,703)
37,122
37,263
27,065
22,301
14,200

4,265,221
2,072,919
1,321,646
4,037,314
3,338,448

200,755
186,390

0.12
0.08
1.08

0.66
11.22
2.14
2.24
64.33
23.77
42.41

41.30

8.48
10.04

5.51

63.16
5.13

67.88
1.1

238,672
220,999
11,909
11,306

8.2765
11.2627
1.0637



Operating income
RMB Million
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Operating profit
RMB Million

89,434
N

\V

TAVAN

VAN

67,305

53,636 ’h

Y.
N

RN
w2 o
L

04 05 06 07

ROA
%

1.10
0.96

066 70

04 05 06 07

Cost to income
%

3

JAVAVA.
VAVAY =
VAVAVA &
\VAVAY S
AVAVA S
VAVAY <

VAVA 5
AVAY 3

04 05 06 07

Non-performing loans to gross loans

%

5.13
4.62
4.04

04 05 06 07

0
o
B
o
w

 /AVAVAVAVA
®  AVAVAVAVAY

(=]

-
o
~

 \VAVAVAYA
- AVAVAAY

o
%]

o VAVAVAVA
® AVAVAVAY :

Profit attributable to the equity
holders of the Bank
RMB Million

56,248 ga
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Capital adequacy ratio
%
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Allowance for loan impairment

losses to non-performing loans
%
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Honours and Awards

The Banker

Ranked 10th among the top 1,000 banks in the globe

Global Finance
Best Foreign Exchange Banks 2008 (China)

Best Treasury and Cash Management Banks 2008
(China)

The Asset

2008 Best Trade Finance Bank (China)

FinanceAsia

Best Trade Finance Bank

Best Foreign Exchange Bank

Best Dividend Commitment Bank

Asia’s Best Companies — Best Dividend Policy

Asia Banker

Excellent Real Estate Mortgage Loan Award
(Asia-Pacific)

Asiamoney

Best FX Provider

Eur OIMONEY - 2008 Liquid Real Estate Awards
China’s Best Commercial Bank

China’s Best Treasury Investment Bank

Best Commercial Bank in Hong Kong

Eur OIMONEY - 2008 Best Wealth Management Awards

China’s Best FX Service Bank

Trade Finance

Best Local Trade Bank in China

Financial News

Best Customer Service Centre of Financial
Institutions

Bank of China Limited 2008 Annual Report
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Economic Observer
Bank with the Strongest International

Competitiveness in China
Best FX Service Bank in China

21st Century Economic Review

Best Wealth Management Brand among
Asia’s 10 Best Banks

Universum

Ranked 4th in 2008 Ideal Employer voted by
Chinese University Graduates

4

China Children and Teenagers
Fund

Best Care for Children Institution

People.com

Social Responsibilities Award

Honours and Awards

Chinese Red Cross Foundation
& China News Week

Most Responsible Enterprise Award in
Commemoration of China’s 30-Year Reform and
Opening-up

The Bank’s 2007 Annual Report
is awarded by

LACP — 2007 Vision Awards — Asian Banks — Gold Award
ARC — Best Cover Design — Silver Award

HKMA — Honorary Mention for Best Annual

Reports Awards

2007 China IR Awards

Best IR Webpage

Best Disclosure

Social Responsibility Contribution Award

Top 100 IR Management Award among A-Share
Companies

Bank of China Limited 2008 Annual Report
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Corporate Information

Registered Name in Chinese
FERITIAERAR (R EBIT)
Registered Name in English
BANK OF CHINA LIMITED (“Bank of China”)

Legal Representative and
Chairman

XIAO Gang
Vice Chairman and President
LI Lihui

Secretary to the Board of
Directors

ZHANG Bingxun

Office Address:

No.1 Fuxingmen Nei Dajie, Beijing, China
Telephone: (86)10-6659 2638

Facsimile: (86)10-6659 4568
E-mail: bocir@bank-of-china.com

Company Secretary

Cheung Ying YEUNG

Qualified Accountant

LEUNG Frances Kim Lan

Listing Affairs Representative

LUO Nan

Office Address:

No.1 Fuxingmen Nei Dajie, Beijing, China
Telephone: (86)10-6659 2638
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Hong Kong
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Message from the Chairman

> The Group achieved a profit attributable to shareholders of the
Bank for the year of RMB64.36 billion, a year-on-year increase
of 14.42%. Earnings per share (EPS) also recorded an increase of
RMBO0.03 to RMBO0.25. Moreover, the ratio of identified impaired
loans to gross loans decreased from 3.17% to 2.76%.

| am delighted to report to all our shareholders and
the public our 2008 business results. The Group
achieved a profit attributable to shareholders
of the Bank for the year of RMB64.36 billion, a
year-on-year increase of 14.42%. Earnings per
share (EPS) also recorded an increase of RMB0.03
to RMBO0.25. Moreover, the ratio of identified
impaired loans to gross loans decreased from
3.17% to 2.76%. At the same time, our total
market capitalisation reached RMB669.997 billion
at the end of 2008, making Bank of China the
sixth largest listed bank in the world. The Board
of Directors has proposed a cash dividend of
RMBO.13 per share for 2008 for approval at the
Annual General Meeting on 18 June 2009.

2008 saw great transformation and turbulence in
the operating environment for banks. The global
financial crisis, triggered by the U.S. subprime
crisis, worsened as the year progressed. The
impact of this crisis also proliferated quickly from
the developed countries to the emerging markets
and developing countries, and from the financial
sector to the real economy, greatly affecting
the global economy. While China’s economy

maintained stable growth, it is facing heightened

Bank of China Limited 2008 Annual Report

challenges as a result of natural disasters and the

global financial crisis.

The Bank responded with a scientific approach
that revolved around our strategic goal of
becoming a leading international bank. We
accelerated the transformation of our service
model and optimised our business structure. We
also continued to strengthen our risk management
and internal control. Moreover, we enhanced our
infrastructure and product innovation to increase
our overall profitability and competitiveness, and
to ensure rapid and sustained growth of all major

lines of business.

We improved our market share and key operating
indicators for our corporate banking business.
We also made significant breakthroughs in the
marketing of key projects and further improved
the quality of our customer base. In personal
banking business, we accelerated the development
of a new service model and profitability model
that focus on middle and high-end customers. This
delivered a rapid increase in both the number of
target customers and the corresponding financial

assets. In our financial markets business, the Bank



maintained its leading position in various areas,
including spot and forward foreign exchange and
domestic gold transactions. In addition, the Bank
made progress in its integration of domestic and
overseas operations and further expanded its

platform for diversified operations.

As the sole banking partner of the Beijing Olympic
Games and Paralympic Games, employees of the
Bank provided excellent financial services during
the Games with zero error and zero customer
complaint. Their dedication, professionalism and
performance were widely acclaimed by both
domestic and foreign customers. As a result, our
franchise and international reputation and our
competitive advantage were further enhanced,
improving the foundation for our future growth

and development.

As well as generating outstanding financial results,
the Bank also continued to improve its corporate
governance with clear accountability, authority
and proper checks and balances. There were
improvements in our decision-making, execution
and supervision mechanisms. The Bank convened
its Annual General Meeting through video-
conference in two different locations for the first
time in its history. The Work Rules of Independent
Directors of Bank of China Limited was established

and our information disclosure was enhanced.

Message from the Chairman

We understand the underlying drivers of the
disposal of shareholdings by our strategic investors,
UBS AG and RBS Group, on 31 December 2008
and 14 January 2009 respectively. In the past
three years, the Bank was involved with our
strategic investors in 87 projects covering more
than 40 areas, including corporate governance,
risk management, corporate banking and personal
banking. The scope and extent of cooperation
were beyond the core agreements, and the
results exceeded our original expectations. These
initiatives had a positive impact on our corporate
governance, business growth and enhanced our

competitiveness.

Looking ahead to 2009, the global financial crisis
may continue to worsen, and cause the global
economy to remain sluggish, adding greater
downward pressure. In response to the current
situation, the government unveiled a series of
key measures to expand domestic demand,
promote restructuring and maintain growth.
These are expected to promote China’s continued
rapid and stable development. From an overall
perspective, the key strategic opportunities for
the development of the banking industry in China
are not expected to fundamentally change. The
opportunities faced by the banks still outnumber

challenges in 2009.

Bank of China Limited 2008 Annual Report
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Message from the Chairman

In view of the opportunities and challenges, the
Bank will continue its strategic development plan
by taking a systematic approach to capitalise on
opportunities while facing challenges. We will
focus on expansion of our scale and accelerate
the restructuring of our Bank’s service and growth
models. Moreover, we will further enhance our
risk management and internal control while
further developing our overseas businesses
and promoting infrastructure development and
innovation. It is also our plan to strengthen our
business structure and continue the reform of our
human resources management. We will build on
our franchise and improve our corporate culture
so as to enhance our competitiveness, profitability
and the sustainability of development. Our efforts
will facilitate the development of the Bank's
various lines of business and enable the Bank to
continue to achieve milestones in line with the
Bank’s successful development in the last one

hundred years.

Bank of China Limited 2008 Annual Report

On a final note, | would like to express my deep
appreciation to the members of the Board of
Directors and the Board of Supervisors for their
significant contributions. | also wish to express
my gratitude to our shareholders and the public
for their kind support, and to the management
and staff across the globe for their diligence. It is
due to their dedicated efforts that Bank of China
has sustained growth in a year characterised by

challenges.

Xiao Gang
Chairman
24 March 2009



Message from the President

> By taking a scientific outlook and adhering to the strategic directions
set by our Board of Directors, we were able to fulfil our duties and
achieve continuous business growth despite adversities in the

business environment.

2008 was an unusual year. The global financial
crisis, severe earthquakes in China and the much-
awaited Beijing Olympic Games had tested the
management to an unprecedented level. By taking
a scientific outlook and adhering to the strategic
directions set by our Board of Directors, we were
able to fulfil our duties and achieve continuous
business growth despite adversities in the business
environment.

In accordance with International Financial
Reporting Standards, as at the end of 2008,
the Group's total assets, liabilities and equity
attributable to the shareholders of the Bank
amounted to RMB6,951.68 billion, RMB6,461.793
billion and RMB464.258 billion, representing a
year-on-year increase of 16.03%, 16.63% and
10.42% respectively. The Group achieved a
profit after tax of RMB65.894 billion in the year,
an increase of 6.22% from 2007, and a profit
attributable to the shareholders of the Bank of
RMB64.36 billion, up by 14.42%. Earnings per
share reached RMBO0.25, an increase of RMB0.03

compared with the prior year.

During 2008, the Bank maintained its growth in
profit after tax, primarily due to a steady increase
in operating income, the tight control of operating

costs and the decrease in the effective tax rate.

The year saw a significant increase in interest-
bearing assets which resulted in a steady rise in
net interest income. During the year, the Group
achieved net interest income of RMB162.936
billion, up 6.67% from 2007, mainly as a result
of the growth in RMB-denominated loans and
deposits of RMB386.335 billion and RMB721.453
billion, or 19.63% and 22.27% respectively. This

increased our market share correspondingly.

The fee-based business of the Bank grew
significantly, increasing the non-interest income
to RMB65.96 billion or 56.19% from 2007. Net
fee and commission income reached RMB39.947
billion, representing an increase of 12.42%.
Moreover, our international settlement and export
factoring business topped the global banking
sector in terms of business volume. Non-interest

income contributed 28.82% of total operating

Bank of China Limited 2008 Annual Report
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Message from the President

income, an increase of 7.16 percentage points
from the prior year. This had helped optimise our

revenue structure.

During the year, we strengthened our budget
management which enabled us to control
operating costs more effectively. The rise in
operating expenses during the year was lower
than that of operating income by 3.17 percentage
points. The cost to income ratio was also controlled
at 37.59%, down by 1.67 percentage points
compared with the previous year, demonstrating
a significant improvement in operating efficiency.
In addition, the Group’s effective tax rate fell to
24.42% from 31.60%.

The Bank continued to improve its risk
management processes and enhance the quality
of its assets with the ratio of identified impaired
loans to gross loans declining by 0.41 percentage
point to 2.76%. The ratio of allowance for loan
impairment losses to identified impaired loans
was 117.18%, an increase of 10.81 percentage

points.

The Bank delivered outstanding service to the
Beijing Olympic Games and Paralympic Games
in 2008. During the Games, Bank of China, as
the sole banking partner of the Games, provided

exclusive financial services at all the Olympic

Bank of China Limited 2008 Annual Report

venues and designated locations. The Bank
also completed the distribution of three million
Olympic tickets. All employees of the Bank helped
contribute to this success and fulfillment of our
promise to deliver excellence in service.

During the year, the Bank continued its
infrastructure development and reforms in human
resources management, including improvements
in position management, performance appraisal
and remuneration management and the execution

of the talent development plan.

We also accelerated our integration of the
Bank’s business operating structures with the
establishment of global units for corporate
banking, personal banking, financial markets and
operation service. Improvements were made to
the overall geographic coverage in the domestic
market and the transformation of retail outlets.
Our information technology infrastructure was

also enhanced.

2009 will be a year of strategic opportunities
for the banking sector. However, banks are
also expected to encounter major challenges
from “uncertainties, imbalance, high risks and
low returns”. We will proactively meet these
challenges with a view to seizing opportunities.

We will continue to manage our risks while



seeking performance and efficiency. Moreover,
we plan to accelerate innovation to increase
our market share. In this respect, Bank of China
will capitalise on the government’s policy of
“expanding domestic demand, promoting
restructuring and maintaining growth” by fully
implementing our strategic development plan to
expand our business and accelerate the refinement
of our business structures. In addition, we plan to
strengthen our comprehensive risk management
and increase our process integration. We will
also promote new service models, and enhance
our infrastructure. We will continue to build on
our franchise to ensure rapid and sustainable
development and growth for all our lines of
business, better enabling us to achieve our goal

of becoming a leading international bank.

Message from the President

On behalf of the management of the Bank, |
would like to take this opportunity to express our
sincere gratitude to the Board of Directors and
the Board of Supervisors for the guidance and
support. | also wish to thank our shareholders
and the public for their trust and support, and our
colleagues for their diligence and commitment.
| believe, with our concerted efforts and hard
work, Bank of China will continue its success in

the future.

r 4y,

Li Lihui
President
24 March 2009
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Management Discussion and Analysis

— Financial Review

Economic and Financial
Environment

In 2008, the global economy experienced the most
severe set of challenges since the 1930s. Due to the
impact of the global financial crisis, major economies,
such as the US, Euro zone and Japan, suffered economic
downturns, meanwhile emerging economies and
developing countries were faced with an economic
slowdown. According to a report from the International
Monetary Fund, the global economic growth rate

Growth of Global and China’s Economy
from 2004 to 2008

%
14.0
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4.0
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B Growth rate of global economy

B Growth rate of China’s economy
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dropped from 5.2% in 2007 to 3.4% in 2008. China’s
overall economy continued to grow, despite suffering
the adverse effects of severe natural disasters and
the global financial crisis. Gross Domestic Product
(GDP) growth dropped from 13.0% in 2007 to 9.0%,
while the Consumer Price Index (CPI) increased by
5.9%. Growth in foreign trade volume fell to 17.8%,
although the foreign trade surplus reached a new high
of USD295.47 billion. Total fixed asset investment,
however, increased by 25.5%, and total retail sales of
consumer goods rose by 21.6%.

Changes of Interest Rates of Major Countries/
Regions from 2004 to 2008

%

A=
e n

2004 2005 2006 2007 2008

= HKD discount window —— ECB (European Central Bank)
base rate refinancing rate

—— RMB 1-year deposit rate —— US Federal funds rate



The global financial crisis, triggered by the US subprime
crisis, worsened in 2008, causing turbulence in the
international financial markets. Globally, the prices of
primary commodities such as energy, metal ore and
grain, fluctuated sharply, and financial markets suffered
a serious liquidity squeeze, leading to radical adjustments
in capital markets. Yields in the international debt
market also declined sharply and movements in the
foreign exchange markets were complex, for example,
the US Dollar strengthened rapidly after reaching
historical lows. The Yen continued its appreciation,
while major European currencies initially appreciated
before depreciating. The banking sectors in Europe and
the US suffered huge losses while small and medium-
sized economies were plunged into serious systematic
financial crisis. In response to the crisis, governments
around the world increased their intervention through
macro-economic policies and unveiled massive bailout
plans. In addition, the US Federal Reserve made a series
of drastic interest rate cuts, with other countries and

regions also taking similar actions.

Movement of RMB Exchange Rates
from 2004 to 2008
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In 2008, China timely adjusted its domestic macro-
economic policies to ensure the continued stable
operation of the overall financial market. In the first half
of the year, the PBOC increased the mandatory reserve
ratio five times in order to increase the withdrawal of
currency from circulation. In the second half of the year,
the central government started to pursue a proactive
fiscal and a moderate monetary policy. The PBOC
initiated a series of cuts to the benchmark interest rates
of RMB deposits and loans and the statutory reserve
requirement of financial institutions. The exchange
rate of RMB against US Dollar stabilised after an initial
appreciation, with an overall appreciation of 6.88% in
2008. The effective exchange rate of the RMB against
a basket of currencies continued to appreciate with
an increase of 12.66% for the year. Broad money
supply (M2) grew by 17.82%, while RMB deposits and
loans of financial institutions increased by 19.73% and

18.76% respectively. Following radical adjustments in

Growth of Chinese Money and loans
from 2004 to 2008
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capital markets, the Shanghai composite index dropped
65.39%, leading to a decline of 62.90% in market
capitalisation. However, the debt markets remained
healthy, and contributed to a year-on-year increase of
31.20% in the market value, reaching RMB16.07 trillion
at the end of 2008.

During the year, the reforms in China’s banking industry
continued with enhancement in the professionalism and
effectiveness of financial supervision. The regulatory
authorities took a series of measures to stimulate
China’s economy and banking development, including
timely adjustment of credit management policies for the
commercial real estate industry, acceleration of Basel Il
implementation, and active response to China’s natural

disasters and global financial crisis, and etc.
Overall, China’s economy maintained steady and rapid

growth in 2008. Commercial banks actively responded

to severe natural disasters and the global financial crisis,

Bank of China Limited 2008 Annual Report

while also improving the management of operations. In
addition, commercial banks continued to quicken the
pace of globalisation despite the financial crisis, and
made strong advances in operating performance.

Looking forward to 2009, China’'s economic
development still faces significant uncertainties. The
impact of the current global financial crisis will continue
to worsen and further affect the global real economy.
As part of its response to the global financial crisis,
China will focus on expanding domestic demand and
accelerate development transformation and structural
reforms. China will intensify its financial support to
economic development, and maintain stable and rapid
economic development. Against a backdrop of various
opportunities and challenges, we will continue to focus
on the scientific outlook on development and seize
opportunities to meet challenges so as to promote the

rapid and sustainable development of the Bank.



Management Discussion and Analysis
— Financial Review

Summary of Financial Position and Results of Operations of the
Group for 2008

Profit attributable to the equity holders of the Bank RMB Millon

70,000
Profit attributable to the equity holders of the Bank amounted to 60,000
RMB64.360 billion, an increase of RMB8.112 billion or 14.42%. The 50,000
improvement in profit for the year was attributable to continuous 40,000
growth in operating income, and a decrease of the cost to income 30,000

ratio and income tax rate. 20,000

10,000

0
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Earnings per share RV
0.30

In 2008, both basic and diluted earnings per share attributable to
the Bank’s equity holders were RMB0.25, an increase of RMB0.03
compared with the prior year. The Bank’s earnings per share has
shown steady growth since 2004.
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In 2008, the Group’s return on average total assets was 1.02%, a — 2%
decrease of 0.08 percentage point compared with the prior year. 100% a:
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The Group achieved operating income of RMB228.896 billion, an
increase of RMB33.921 billion or 17.40% compared with the prior
year. This increase was primarily due to an increase in net interest
income, driven by steady growth in the average balance of interest- 100,000
earning assets and a robust growth in non-interest income. Please
refer to the “Net Interest Income and Net Interest Margin” and “Non-
interest Income” sections for more detailed information. i ool o B 200 B ose
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Non-interest income to operating income ratio

The Group recognised non-interest income of RMB65.960 billion
in 2008, an increase of RMB23.730 billion or 56.19% compared
with the prior year, mainly attributable to the rapid increase in fee
and commission income and net trading income. The ratio of non-
interest income to operating income was 28.82%, an increase of 7.16
percentage points compared with the prior year. Please refer to the
“Non-interest income” section for more detailed information.

RMB Million
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100,000

50,000

30.0%

22.5%

2004 2005 2006 2007 2008

Operating income
mmmm Non-interest income

—— Non-interest income to operating income

Cost to income ratio

The Group has recorded a cost to income ratio of 37.59%, a decrease
of 1.67 percentage points from the prior year. The cost to income
ratio calculated under domestic regulations was 33.55%, a decrease
of 2.04 percentage points from the prior year. The decrease was
mainly attributable to improved budget management and cost control
within the Group, and the lower increase in operating expenses
compared with that of operating income, representing a significant
improvement in operating efficiency. Please refer to the “Operating
Expense” section for more detailed information.
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Asset quality

At the end of 2008, the ratio of identified impaired loans to gross loans
was 2.76%, a decrease of 0.41 percentage point compared with the prior
year-end. The ratio of allowance for loan impairment losses to identified
impaired loans was 117.18%, up by 10.81 percentage points from the
prior year-end. The ratio of non-performing loans to gross loans was
2.65%, a decrease of 0.47 percentage point compared with the prior
year-end, and the ratio of allowance for loan impairment losses to non-
performing loans was 121.72%, up by 13.54 percentage points from
the prior year-end. In 2008, the credit cost of the Group was 0.55%, up
by 0.24 percentage point from the prior year. Please refer to the “Risk
management” section for more detailed information.

Credit cost
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Capital adequacy ratio

At the end of 2008, the Group’s capital adequacy ratio was 13.43%
and its core capital adequacy ratio was 10.81%, slightly higher
compared with those at the prior year-end.
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Income Statement Analysis

In 2008, in accordance with the scientific outlook on
development, the Bank endeavored to overcome the
negative impacts of the international financial crisis
and the severe natural disasters in China to maintain
continuous and rapid growth across all business
lines to improve operating performance. The Group
realised a profit before impairment losses on assets
of RMB132.210 billion, an increase of RMB21.250
billion or 19.15% compared with the prior year. Profit
attributable to the equity holders of the Bank was
RMB64.360 billion, an increase of RMB8.112 billion or
14.42% compared with the prior year. The improvement
was mainly attributable to:

Management Discussion and Analysis
— Financial Review

(1) An increase in net interest income, driven by
steady growth in the average balance of interest-
earning assets;

(2) Robust growth in non-interest income, in
line with the rapid development of fee-based
business, resulting in an increasing proportion
of non-interest income to operating income;

(3) Effective control of operating cost and a decrease
of cost to income ratio; and

(4) A decrease of the corporate income tax rate.

The principal components of the Group’s income statement are set out below:

Unit: RMB million

Items 2008 2007 2006 2005 2004
Net interest income 162,936 152,745 121,371 101,008 88,435
Non-interest income 65,960 42,230 27,053 24,074 27,570
Including: net fee and commission income 39,947 35,535 20,566 14,388 12,322
Operating income 228,896 194,975 148,424 125,082 116,005
Operating expenses (97.412) (85,278) (68,902) (59,551) (54,180)
Impairment losses on assets (45,031) (20,263) (12,217) (11,895) (24,703)
Operating profit 86,453 89,434 67,305 53,636 37,122
Profit before income tax 87,179 90,697 67,937 53,811 37,263
Income tax expense (21,285) (28,661) (19,673) (22,253) (10,198)
Profit for the year 65,894 62,036 48,264 31,558 27,065
Profit attributable to the equity

holders of the Bank 64,360 56,248 42,830 25,921 22,301

Net Interest Income and Net
Interest Margin

In 2008, the Group earned a net interest income of
RMB162.936 billion, an increase of RMB10.191 billion
or 6.67% compared with the prior year.

Net interest income is affected by the average balances
and average interest rates of interest-earning assets
and interest-bearing liabilities. The average balances'
and average interest rates of major interest-earning
assets and interest-bearing liabilities of the Group and
its domestic RMB and foreign currency businesses are

summarised in the following table:

! Average balances of interest-earning assets and interest-bearing liabilities are average daily balances derived from the

Bank’s management accounts (unaudited).
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Unit: RMB million, except percentages

2008 2007 Change
Average Average Average Average Average Average
Items balance interest rate balance interest rate balance interest rate
Group
Interest-earning assets
Loans 3,185,227 6.12% 2,665,549 5.94% 519,678 18 BPs
Investment debt securities’ 1,649,727 3.63% 1,897,204 3.87% (247,477) (24) BPs
Balances with central banks? 965,065 1.91% 456,955 1.67% 508,110 24 BPs
Due from banks and other
financial institutions 391,235 3.50% 507,167 4.40% (115,932) (90) BPs
Total 6,191,254 4.63% 5,526,875 4.74% 664,379 (11) BPs
Interest-bearing liabilities
Due to customers® 4,830,665 2.16% 4,374,893 2.04% 455,772 12 BPs
Due to banks and other
financial institutions* 738,623 1.97% 577,058 2.53% 161,565 (56) BPs
Other borrowed funds® 117,582 4.24% 123,503 4.35% (5,921) (11) BPs
Total 5,686,870 2.18% 5,075,454 2.15% 611,416 3 BPs
Net interest margin 2.63% 2.76% (13) BPs
Domestic RMB businesses
Interest-earning assets
Loans 2,148,649 7.01% 1,872,598 6.06% 276,051 95 BPs
Investment debt securities 986,710 3.28% 967,693 2.81% 19,017 47 BPs
Balances with central banks 802,371 2.09% 403,662 1.75% 398,709 34 BPs
Due from banks and other
financial institutions 107,102 3.80% 111,475 3.23% (4,373) 57 BPs
Total 4,044,832 5.04% 3,355,428 4.51% 689,404 53 BPs
Interest-bearing liabilities
Due to customers 3,657,761 2.30% 3,079,357 1.68% 578,404 62 BPs
Due to banks and other
financial institutions 364,608 2.06% 319,964 1.89% 44,644 17 BPs
Other borrowed funds 63,828 4.82% 60,781 4.69% 3,047 13 BPs
Total 4,086,197 2.32% 3,460,102 1.75% 626,095 57 BPs
Net interest margin 2.70% 2.70% =
Domestic foreign currency businesses Unit: USD million, except percentages
Interest-earning assets
Loans 54,660 5.07% 41,776 5.57% 12,884 (50) BPs
Investment debt securities 47,399 4.13% 72,607 4.97% (25,208) (84) BPs
Due from banks and other
financial institutions® 49,513 2.96% 38,009 4.23% 11,504 (127) BPs
Total 151,572 4.09% 152,392 4.95% (820) (86) BPs
Interest-bearing liabilities
Due to customers 47,405 1.97% 56,908 2.30% (9,503) (33) BPs
Due to banks and other
financial institutions 35,355 1.99% 27,103 2.86% 8,252 (87) BPs
Other borrowed funds 4,942 3.64% 5,773 3.67% (831) (3) BPs
Total 87,702 2.07% 89,784 2.56% (2,082) (49) BPs
Net interest margin 2.89% 3.44% (55) BPs
Notes:
1. Investment debt securities include available for sale debt securities, held to maturity debt securities, debt securities classified
as loans and receivables, trading debt securities and debt securities designated at fair value.
2. Balance with central banks includes the mandatory reserve fund, the surplus reserve fund, balance under reverse repo
agreements and other deposits.
Due to customers includes structured deposits.
4. Due to banks and other financial institutions includes due to central banks, certificates of deposit and placements from
banks and other financial institutions.
5. Other borrowed funds include bonds issued and other borrowings.
6. This item includes balances with central banks.
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The impact of volume and interest rate changes on the consolidated interest income and expense of the Group,

domestic RMB businesses and domestic foreign currency businesses is summarised in the following table:

Unit: RMB million
Analysis of net interest
income variances'

Items 2008 2007 Change Volume Interest rate
Group
Interest income
Loans 194,916 158,390 36,526 30,869 5,657
Investment debt securities 59,915 73,500 (13,585) (9,577) (4,008)
Balances with central banks 18,388 7,645 10,743 8,485 2,258
Due from banks and other financial institutions 13,708 22,336 (8,628) (5,101) (3,527)
Total 286,927 261,871 25,056 24,676 380
Interest expense
Due to customers 104,429 89,170 15,259 9,298 5,961
Due to banks and other financial institutions 14,580 14,584 (4) 4,088 (4,092)
Other borrowed funds 4,982 5,372 (390) (258) (132)
Total 123,991 109,126 14,865 13,128 1,737
Net interest income 162,936 152,745 10,191 11,548 (1,357)

Domestic RMB businesses
Interest income

Loans 150,652 113,492 37,160 16,729 20,431
Investment debt securities 32,382 27,205 5,177 534 4,643
Balances with central banks 16,786 7,060 9,726 6,977 2,749
Due from banks and other financial institutions 4,067 3,604 463 (141) 604
Total 203,887 151,361 52,526 24,099 28,427
Interest expense
Due to customers 84,210 51,745 32,465 9,717 22,748
Due to banks and other financial institutions 7,527 6,039 1,488 844 644
Other borrowed funds 3,076 2,849 227 143 84
Total 94,813 60,633 34,180 10,704 23,476
Net interest income 109,074 90,728 18,346 13,395 4,951
Domestic foreign currency businesses Unit: USD million
Interest income
Loans 2,772 2,326 446 718 (272)
Investment debt securities 1,959 3,610 (1,651) (1,253) (398)
Due from banks and other financial institutions? 1,466 1,608 (142) 487 (629)
Total 6,197 7,544 (1,347) (48) (1,299)
Interest expense
Due to customers 935 1,311 (376) (219) (157)
Due to banks and other financial institutions 703 775 (72) 236 (308)
Other borrowed funds 180 212 (32) (30) (2)
Total 1,818 2,298 (480) (13) (467)
Net interest income 4,379 5,246 (867) (35) (832)
Notes:

1.

The impact of changes in volume on interest income and expense is calculated based on the changes in average balances
of interest-earning assets and intere