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Management Discussion and Analysis

Financial Review

Economic and Financial Environment

In the first half of 2017, the global economy 

continued to recover and international trade picked 

up. The US economy maintained mild growth, with its 

unemployment rate remaining on at the downward 

trend. The Eurozone economy experienced a steady 

recovery and political and economic risks gradually 

reduced. Japan’s economy continued to recover, with 

exports growing at a faster pace. Growth momentum in 

emerging economies was strong and countries such as 

Russia and Brazil moved out of recession.

International financial markets became more stable 

and policy uncertainty decreased to a certain extent. 

Regarding interest rate, the US Federal Reserve raised its 

benchmark interest rate twice, but inflation was lower 

than expected and US long-term interest rates declined 

rather than increased. Regarding exchange rate, the 

US dollar index fell from a high point at the beginning 

of the year; the Euro jolted upwards and emerging 

market currency exchange rates experienced an overall 

rise. The stock markets of the world’s major economies 

performed well, while bulk commodity markets 

recorded differentiated performances.

China’s economy maintained stable and on a 

positive track, and its economic efficiency improved. 

The country’s economic performance rebounded, 

demonstrating a sound pattern of steady employment, 

stable prices and improved balance of payments. 

Significant progress was made in supply-side structural 

reform, industrial structure optimisation and updating 

forged ahead, new growth drivers gradually gained 

momentum. In the first half of 2017, gross domestic 

product (GDP) grew by 6.9% year-on-year and the 

consumer price index (CPI) rose by 1.4%. Total retail 

sales of consumer goods (TRSCG) increased by 10.4%. 

Total fixed asset investments (TFAI) grew by 8.6%. 

China’s trade surplus increased to RMB1.28 trillion.

The Chinese government continued to implement a 

sound monetary policy and strengthened deleveraging 

and the prevention of financial risks. Financial markets 

opened up at an accelerated pace, and a bond trading 

link between Hong Kong and the Chinese mainland 

(“Bond Connect”) was launched. Financial markets 

functioned smoothly, monetary credit realised steady 

growth and the RMB exchange rate remained stable. 

As at 30 June 2017, the broad money supply (M2) 

was RMB163.13 trillion, an increase of 9.4% year-on-

year, and the balance of RMB deposits was RMB159.66 

trillion, an increase of 9.2% year-on-year. In the first 

half of 2017, RMB loans increased by RMB7.97 trillion, 

RMB0.4362 trillion more than that of the same period 

of the prior year. The balance of all-system financing 

increased by RMB11.17 trillion, RMB1.36 trillion more 

than that of the same period of the prior year. As at 

30 June 2017, the USD/RMB middle rate was 6.7744, 

up 2.4% from the end of the prior year; the SSE 

Composite Index rose by 89 points and the floating 

market value of the Shanghai and Shenzhen stock 

markets increased by 5.7% compared with the prior 

year-end.
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Income Statement Analysis

In the first half of 2017, the Group achieved a profit for the period of RMB110.549 billion, an increase of 3.02% 
compared with the same period of the prior year. It realised a profit attributable to equity holders of the Bank of 
RMB103.690 billion, an increase of 11.45% compared with the same period of the prior year. Return on average total 
assets (ROA) was 1.18%, and return on average equity (ROE) was 15.20%.

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

Unit: RMB million, except percentages

Items

For the 
six month 

period ended 
30 June 2017

For the 
six month 

period ended 
30 June 2016 Change

Change
(%)

Net interest income 165,042 154,858 10,184 6.58%
Non-interest income 83,326 107,761 (24,435) (22.68%)
 Including: net fee and commission income 49,187 47,827 1,360 2.84%
Operating income 248,368 262,619 (14,251) (5.43%)
Operating expenses (81,663) (83,572) 1,909 (2.28%)
Impairment losses on assets (26,960) (49,946) 22,986 (46.02%)
Operating profit 139,745 129,101 10,644 8.24%
Profit before income tax 140,378 129,617 10,761 8.30%
Income tax expense (29,829) (22,309) (7,520) 33.71%
Profit for the period 110,549 107,308 3,241 3.02%
Profit attributable to equity holders of the Bank 103,690 93,037 10,653 11.45%

A detailed review of the Group’s principal items in each quarter is summarised in the following table:

Unit: RMB million
For the three-month period ended

Items
30 June

2017
31 March

2017
31 December

2016
30 September

2016
30 June

2016
31 March

2016
Operating income 118,845 129,523 115,377 107,660 139,506 123,113
Profit attributable to equity 
 holders of the Bank 57,041 46,649 29,765 41,776 46,418 46,619
Net cash flow from operating 
 activities 237,007 384,691 234,765 (87,017) 184,996 (150,663)
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Net Interest Income and Net Interest Margin

In the first half of 2017, the Group achieved a net interest income of RMB165.042 billion, an increase of RMB10.184 
billion or 6.58% compared with the same period of the prior year. The average balances1 and average interest rates 
of the major interest-earning assets and interest-bearing liabilities of the Group, as well as the impact on interest 
income/expense of variances in the volume factor and the interest rate factor2, are summarised in the following table:

Unit: RMB million, except percentages
For the six month period ended 

30 June 2017
For the six month period ended 

30 June 2016
Analysis of changes in interest 

income/expense

Items
Average 
balance

Interest 
income/
expense

Average 
interest

rate
Average 
balance

Interest 
income/
expense

Average 
interest

rate
Volume

factor
Interest 

rate factor Total
Group
Interest-earning assets
 Loans 10,386,246 200,494 3.89% 9,559,923 198,487 4.18% 34,540 (32,533) 2,007
 Investments 4,176,164 62,391 3.01% 3,612,628 56,994 3.17% 17,864 (12,467) 5,397
 Balances with central banks and 
  due from and placements with 
  banks and other financial institutions 3,510,857 37,749 2.17% 3,212,499 28,784 1.80% 5,370 3,595 8,965
 Total 18,073,267 300,634 3.35% 16,385,050 284,265 3.49% 57,774 (41,405) 16,369
Interest-bearing liabilities
 Due to customers 13,386,551 100,770 1.52% 12,234,748 100,504 1.65% 19,005 (18,739) 266
 Due to and placements from banks and
  other financial institutions 2,815,659 27,485 1.97% 2,559,022 23,135 1.82% 4,671 (321) 4,350
 Bonds issued 399,041 7,337 3.71% 292,330 5,768 3.97% 4,236 (2,667) 1,569
 Total 16,601,251 135,592 1.65% 15,086,100 129,407 1.73% 27,912 (21,727) 6,185
Net interest income 165,042 154,858 29,862 (19,678) 10,184
 Net interest margin 1.84% 1.90% (6) Bps

Notes:

1 Investments include available for sale debt securities, held to maturity debt securities, debt securities classified as loans and 

receivables, trading debt securities, debt securities designated at fair value through profit or loss, and investment trusts and 

asset management plans.

2 Balances with central banks and due from and placements with banks and other financial institutions include the mandatory 

reserves, the surplus reserves, other placement with central banks and due from and placements with banks and other 

financial institutions.

3 Due to and placements from banks and other financial institutions include due to and placements from banks and other 

financial institutions, due to central banks and other funds.

1 Average balances are average daily balances derived from the Group’s management accounts (unreviewed).
2 The impact on interest income/expense of variances in the volume factor is calculated based on the changes in average 

balances of interest-earning assets and interest-bearing liabilities during the reporting period. The impact on interest income/
expense of variances in interest rate factor is calculated based on the changes in the average interest rates of interest-earning 
assets and interest-bearing liabilities during the reporting period. The impact relating to the combined changes in both the 
volume factor and the interest rate factor has been classified as changes in interest rate factor.
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The average balances and average interest rates of domestic loans and due to customers, classified by business type, 

are summarised in the following table:

Unit: RMB million, except percentages

For the 

six month period 

ended 30 June 2017

For the 

six month period 

ended 30 June 2016 Change

Items

Average 

balance

Average 

interest rate

Average 

balance

Average 

interest rate

Average 

balance

Average 

interest rate

Domestic RMB businesses

Loans

 Corporate loans 4,434,259 4.41% 4,283,750 4.88% 150,509 (47) Bps

 Personal loans 3,123,174 4.26% 2,548,462 4.65% 574,712 (39) Bps

 Trade bills 201,005 3.68% 234,503 3.52% (33,498) 16 Bps

 Total 7,758,438 4.33% 7,066,715 4.75% 691,723 (42) Bps

 Including:

 Medium and long term loans 5,309,769 4.53% 4,670,652 4.97% 639,117 (44) Bps

 Short term loans within 1 year and others 2,448,669 3.90% 2,396,063 4.32% 52,606 (42) Bps

Due to customers

 Corporate demand deposits 2,841,451 0.61% 2,425,820 0.60% 415,631 1 Bp

 Corporate time deposits 2,215,367 2.77% 2,232,543 3.06% (17,176) (29) Bps

 Personal demand deposits 1,808,100 0.63% 1,597,019 0.48% 211,081 15 Bps

 Personal time deposits 2,642,726 2.74% 2,532,684 2.99% 110,042 (25) Bps

 Other 371,320 3.44% 326,434 3.29% 44,886 15 Bps

 Total 9,878,964 1.77% 9,114,500 1.94% 764,464 (17) Bps

Domestic foreign currency businesses Unit: USD million, except percentages

Loans 50,675 2.37% 57,787 2.23% (7,112) 14 Bps

Due to customers

 Corporate demand deposits 42,571 0.19% 35,160 0.12% 7,411 7 Bps

 Corporate time deposits 21,353 1.28% 18,219 1.13% 3,134 15 Bps

 Personal demand deposits 28,173 0.05% 25,112 0.07% 3,061 (2) Bps

 Personal time deposits 20,641 0.59% 18,528 0.58% 2,113 1 Bp

 Other 2,324 2.17% 2,210 2.27% 114 (10) Bps

 Total 115,062 0.47% 99,229 0.43% 15,833 4 Bps

Note: “Due to customers – Other” includes structured deposits.
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In the first half of 2017, the Group’s net interest margin 

was 1.84%, a decrease of 6 basis points compared with 

the same period of the prior year. Major factors that 

affected the Group’s net interest margin include:

First, the Bank implemented the nationwide replacement 

of business tax with value-added tax (BT-to-VAT). In 

line with the requirements of the Notice concerning 

the Nationwide Adoption of Value-added Tax in lieu of 

Business Tax Pilot Tax Collection Policy (Caishui [2016] 

No. 36), all of the Bank’s institutions in the Chinese 

mainland started to change from BT-to-VAT as of 1 

May 2016. Accordingly, interest income under VAT was 

reported on a net basis in the first half of 2017.

Second, the Bank’s assets and liabilities structure 

was further improved. In response to changes in the 

external environment, the Bank proactively adjusted and 

optimised its existing assets and liabilities and efficiently 

allocated their increments, resulting in continuous 

improvement to its assets and liabilities structure. In the 

first half of 2017, the proportion of the average balance 

of demand deposits to the Group’s due to customers 

increased by 2.21 percentage points and the proportion 

of the average balance of medium and long-term loans 

to RMB loans in the Group’s domestic RMB business 

increased by 2.35 percentage points year-on-year.

Non-interest Income

In the first half of 2017, the Group reported a non-

interest income of RMB83.326 billion, a decrease of 

RMB24.435 billion or 22.68% compared with the 

same period of the prior year. Non-interest income 

represented 33.55% of operating income.

Net Fee and Commission Income

The Group earned a net fee and commission income 

of RMB49.187 billion, an increase of RMB1.360 billion 

or 2.84% compared with the same period of the prior 

year. Net fee and commission income represented 

19.80% of operating income. This was primarily 

because the Bank made solid efforts to better serve the 

real economy, grasped consumer finance development 

and international trade opportunities and stepped up 

business expansion efforts for credit cards, settlement 

and clearing, and syndicated loans. As a result, related 

business income achieved rapid growth. Please refer 

to Note III.2 to the Condensed Consolidated Interim 

Financial Information.

Other Non-interest Income

The Group realised other non-interest income of 

RMB34.139 billion, a decrease of RMB25.795 billion or 

43.04% compared with the same period of the prior 

year. This was primarily owing to the sale of Nanyang 

Commercial Bank, Limited (NCB) and the recognised 

related gain on the investment disposal in the first 

half of 2016. Please refer to Notes III.3, 4, 5 to the 

Condensed Consolidated Interim Financial Information.

Operating Expenses

In the first half of 2017, the Group recorded 

operating expenses of RMB81.663 billion, a decrease 

of RMB1.909 billion or 2.28% compared with the 

same period of the prior year. The Group’s cost to 

income ratio (calculated under domestic regulations) 

was 25.39%. The Bank continued to operate its 

business prudently. It further optimised its cost 

structure, allocated greater resources to key areas, 

business frontlines and overseas institutions, and 

made greater efforts to support internet finance, RMB 

internationalisation and the construction of smart 

service outlets. Please refer to Notes III.6, 7 to the 

Condensed Consolidated Interim Financial Information.
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Impairment Losses on Assets

In the first half of 2017, the Group’s impairment losses 

on assets amounted to RMB26.960 billion, a decrease 

of RMB22.986 billion or 46.02% compared with the 

same period of the prior year. Specifically, impairment 

losses on loans and advances amounted to RMB26.589 

billion, a decrease of RMB22.547 billion or 45.89% 

compared with the same period of the prior year. 

The Bank continued to improve its comprehensive 

risk management system and adopted a proactive 

and forward-looking approach to risk management, 

ensuring a relatively stable credit asset quality. It 

stringently implemented a sound risk provisioning policy 

and maintained an adequate capacity of risk mitigation. 

Please refer to the section “Risk Management — Credit 

Risk Management” and Notes III.8, 17 and Note IV.1 

to the Condensed Consolidated Interim Financial 

Information for more information on loan quality and 

allowance for loan impairment losses.

Financial Position Analysis

As at 30 June 2017, the Group’s total assets 

amounted to RMB19,425.980 billion, an increase of 

RMB1,277.091 billion or 7.04% compared with the 

prior year-end. The Group’s total liabilities amounted to 

RMB17,898.108 billion, an increase of RMB1,236.311 

billion or 7.42% compared with the prior year-end.

The principal components of the Group’s consolidated statement of financial position are set out below:

Unit: RMB million, except percentages

As at 30 June 2017 As at 31 December 2016
Items Amount % of total Amount % of total
Assets
Loans and advances to customers, net 10,426,548 53.67% 9,735,646 53.64%
Investments 4,350,945 22.40% 3,972,884 21.89%
Balances with central banks 2,523,755 12.99% 2,271,640 12.52%
Due from and placements with banks and
 other financial institutions 1,196,043 6.16% 1,176,482 6.48%
Other assets 928,689 4.78% 992,237 5.47%
Total assets 19,425,980 100.00% 18,148,889 100.00%

Liabilities
Due to customers 13,732,059 76.72% 12,939,748 77.66%
Due to and placements from banks and
 other financial institutions and
 due to central banks 2,926,819 16.35% 2,590,413 15.55%
Other borrowed funds 464,620 2.60% 389,470 2.34%
Other liabilities 774,610 4.33% 742,166 4.45%
Total liabilities 17,898,108 100.00% 16,661,797 100.00%

Notes:

1 Investments include financial investments available for sale, debt securities held to maturity, financial investments classified as 

loans and receivables, and financial assets at fair value through profit or loss.

2 Other borrowed funds include bonds issued and other borrowings.
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Loans and Advances to Customers

Paying close attention to the financial demands of the 

real economy, the Bank fully implemented national 

macroeconomic policy, made rational arrangements 

for credit extension and expanded its lending scale at 

a stable and moderate pace. The Bank continuously 

improved its credit structure and proactively supported 

the credit needs of key areas and industries, so as 

to provide credit support to the construction of the 

“Belt and Road” financial artery, cross-border capacity 

transfer and Chinese enterprises’ “Going Global” 

initiatives. The Bank strictly controlled credit facilities 

granted to industries characterised by high pollution, 

high energy consumption and overcapacity. It continued 

to implement differentiated residential mortgage loan 

policy and steadily increased its personal loan business.

As at 30 June 2017, the Group’s loans and advances 

to customers amounted to RMB10,650.703 billion, an 

increase of RMB677.341 billion or 6.79% compared 

with the prior year-end. Specifically, the Group’s 

RMB loans and advances to customers totalled 

RMB8,070.174 billion, an increase of RMB462.444 

billion or 6.08% compared with the prior year-

end, while its foreign currency loans amounted to 

USD380.924 billion, an increase of USD39.907 billion or 

11.70% compared with the prior year-end.

The Bank continuously improved its risk management, 

paid close attention to changes in the macroeconomic 

situation, strengthened risk identification and 

management in key areas and made greater efforts in 

disposal of non-performing loans, thus maintaining a 

relatively stable asset quality. As at 30 June 2017, the 

balance of the Group’s allowance for loan impairment 

losses amounted to RMB224.155 billion, a decrease 

of RMB13.561 billion compared with the prior 

year-end. The balance of the Group’s restructured 

loans amounted to RMB8.290 billion, a decrease of 

RMB1.409 billion compared with the prior year-end.

Investments

The Bank closely tracked financial market dynamics, 

increased its investment in both RMB and foreign 

currency bonds, and continuously optimised its 

investment structure. As at 30 June 2017, the Group 

held investments of RMB4,350.945 billion, an increase 

of RMB378.061 billion or 9.52% compared with 

the prior year-end. Specifically, the Group’s RMB 

investments totalled RMB3,376.309 billion, an increase 

of RMB375.374 billion or 12.51% compared with the 

prior year-end, while foreign currency investments 

totalled USD143.870 billion, an increase of USD3.759 

billion or 2.68% compared with the prior year-end.

The classification of the Group’s investment portfolio is shown below:

Unit: RMB million, except percentages

As at 30 June 2017 As at 31 December 2016

Items Amount % of total Amount % of total

Financial assets at fair value through profit or loss 162,880 3.74% 124,090 3.12%

Financial investments available for sale 1,711,207 39.33% 1,609,830 40.52%

Debt securities held to maturity 2,060,889 47.37% 1,843,043 46.39%

Financial investments classified as

 loans and receivables 415,969 9.56% 395,921 9.97%

Total 4,350,945 100.00% 3,972,884 100.00%
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Investments by Currency

Unit: RMB million, except percentages

As at 30 June 2017 As at 31 December 2016

Items Amount % of total Amount % of total

RMB 3,376,309 77.60% 3,000,935 75.54%

USD 647,116 14.87% 619,420 15.59%

HKD 183,833 4.23% 153,460 3.86%

Other 143,687 3.30% 199,069 5.01%

Total 4,350,945 100.00% 3,972,884 100.00%

Top Ten Financial Bonds by Value Held by the Group

Unit: RMB million, except percentages

Bond Name Par Value Annual Rate Maturity Date Impairment

Bond issued by policy banks in 2016 13,850 2.65% 2019-10-20 –

Bond issued by financial institutions in 2017 10,000 5.20% 2017-11-08 –

Bond issued by financial institutions in 2017 10,000 5.20% 2017-11-23 –

Bond issued by financial institutions in 2017 10,000 4.80% 2017-12-05 –

Bond issued by financial institutions in 2017 8,600 6.10% 2018-05-15 –

Bond issued by policy banks in 2014 8,386 5.44% 2019-04-08 –

Bond issued by policy banks in 2017 7,416 3.88% 2020-04-19 –

Bond issued by policy banks in 2017 6,930 3.54% 2020-01-06 –

Bond issued by financial institutions in 2015 5,500 4.95% 2018-01-19 –

Bond issued by financial institutions in 2017 5,000 5.90% 2017-11-13 –

Note: Financial bonds refer to the debt securities issued by financial institutions in the bond market, including the bonds issued by 

policy banks, other banks and non-bank financial institutions, but excluding restructured bonds and PBOC bills.

Due to Customers

Actively aligning itself with the trend towards interest 

rate liberalisation and the rapid development of internet 

finance, the Bank accelerated product and service 

innovation and constantly enhanced related financial 

service capabilities. As a result, its liability business grew 

steadily. It further improved salary payment agency, 

payment collection and other basic services, optimised 

the functions of personal certificates of deposit (CDs), 

steadily expanded its base of administrative institution 

customers and solidified its relationship with basic 

settlement customers and cash management customers. 

As a result, due to customers grew stably.
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As at 30 June 2017, the Group’s due to customers 

amounted to RMB13,732.059 billion, an increase of 

RMB792.311 billion or 6.12% compared with the 

prior year-end. Specifically, the Group’s RMB due to 

customers totalled RMB10,295.394 billion, an increase 

of RMB551.187 billion or 5.66% compared with 

the prior year-end, while its foreign currency due to 

customers stood at USD507.302 billion, an increase of 

USD46.650 billion or 10.13%.

Equity

As at 30 June 2017, the Group’s total equity was 

RMB1,527.872 billion, an increase of RMB40.780 billion 

or 2.74% compared with the prior year-end. This was 

primarily attributable to the following reasons: (1) In 

the first half of 2017, the Group realised a profit for 

the period of RMB110.549 billion, of which profit 

attributable to equity holders of the Bank amounted 

to RMB103.690 billion. (2) As per the 2016 profit 

distribution plan approved at the Annual General 

Meeting, the cash dividend on ordinary shares was 

RMB49.457 billion. (3) The Bank paid a dividend on its 

preference shares of RMB1.540 billion. Please refer to 

the “Condensed Consolidated Statement of Changes 

in Equity” in the Condensed Consolidated Interim 

Financial Information.

Cash Flow Analysis

As at 30 June 2017, the balance of the Group’s cash 

and cash equivalents was RMB1,388.948 billion, an 

increase of RMB369.701 billion compared with the prior 

year-end.

In the first half of 2017, net cash flow from operating 

activities was an inflow of RMB621.698 billion, 

an increase of RMB587.365 billion compared with 

the same period of the prior year. This was mainly 

attributable to the increase of net changes in due 

to and placements from banks and other financial 

institutions and the decrease of net changes in balances 

with central banks compared with the same period of 

the prior year.

Net cash flow from investing activities was an outflow 

of RMB311.650 billion, compared with an inflow of 

RMB11.961 billion in the same period of the prior year. 

This was mainly attributable to the increase of net cash 

outflow from financial investments compared with the 

same period of the prior year.

Net cash flow from financing activities was an inflow 

of RMB67.066 billion, compared with an outflow of 

RMB22.877 billion in the same period of the prior year. 

This was primarily attributable to the following reasons: 

(1) There was an increase of proceeds from issuance of 

bonds compared with the same period of the prior year. 

(2) The Bank did not pay a cash dividend on ordinary 

shares in the first half of 2017, which had been paid on 

14 July 2017, whereas the Bank paid a cash dividend on 

ordinary shares in the first half of 2016.
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Fair Value Measurement

Movement of Financial Instruments Measured at Fair Value

Unit: RMB million

Items
Opening 
balance

Closing 
balance Change

Impact 
on profit 

for the period
     

Financial assets at fair value through profit or loss

  Debt securities 106,172 138,581 32,409

2,181
  Loans 6,022 5,921 (101)

  Equity securities 7,547 9,379 1,832

  Fund investments and other 4,349 8,999 4,650

Investment securities available for sale

  Debt securities 1,535,963 1,632,767 96,804

11  Equity securities 33,936 34,452 516

  Fund investments and other 39,931 43,988 4,057

Derivative financial assets 130,549 73,643 (56,906)
(291)

Derivative financial liabilities (107,109) (71,909) 35,200

Placements from banks and 
 other financial institutions at fair value (1,968) (520) 1,448 (2)

Due to customers at fair value (350,311) (353,070) (2,759) (915)

Bonds issued at fair value – (1,957) (1,957) 1

Short position in debt securities (9,990) (17,471) (7,481) (25)

The Bank has put in place a sound internal control 

mechanism for fair value measurement. In accordance 

with the Guidelines on Market Risk Management 

in Commercial Banks, Regulatory Guidelines on 

Valuation of Financial Instruments in Commercial 

Banks, CAS and IFRS, with reference to the New Basel 

Capital Accord, and drawing on the best practices 

of leading international banks regarding valuations, 

the Bank formulated the Valuation Policy of Financial 

Instrument Fair Values of Bank of China Limited to 

standardise the fair value measurement of financial 

instruments and enable timely and accurate financial 

information disclosure. Please refer to Note IV.4 to the 

Condensed Consolidated Interim Financial Information 

for more detailed information related to the fair value 

measurement.

Other Financial Information

There are no differences in the equity and profit for the 

period of the Group prepared in accordance with IFRS 

to those prepared in accordance with CAS. Please refer 

to Supplementary Information I to the Consolidated 

Financial Statement for detailed information.

The operating performance and financial position of 

the Group’s geographical and business segments are 

set forth in Note III.31 to the Condensed Consolidated 

Interim Financial Information.


