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Unit One Bahk and Product Introduction

Passage 1.1 An Introduction to Bank of China

Established in 1912, Bank of China is the oldest bank in China. It has been ranked one of the
world’s top banks in terms of core capital by The Banker. For 90 years, Bank of China has played an
important role in promoting China’s economic and social progress through its active involvement in
the country’s international trade and financial activities. Since 1992 the bank has been awarded “The
Best Bank in China” for nine times by Euromoney magazine, the latest being in 2002. Moreover,
Bank of China has been included in the Fortune Global 500 for 13 consecutive years.

Bank of China is the first and the only Chinese bank that has presence in all major continents. At
the present the bank offers financial services through its global network of over 560 overseas offices
in 25 countries and regions. In Hong Kong and Macao, Bank of China is one of the local note-issuing
banks.

In 2002, Bank of China continued to generate the biggest profit among all Chinese banks,
realizing a pre-provisioning profit of RMB 52.7 billion, an increase of 27.1% over the previous year.
The real operating profit stood at RMB 47.2 billion if the investment income derived from the listing
of Bank of China (Hong Kong) Limited is excluded. By the end of 2002, Bank of China’s total assets
had exceeded RMB 3 trillion.

Traditional commercial banking constitutes the majority of Bank of China’s business, which is
composed of corporate banking, retail banking and banking with financial institutions. Corporate
banking is built upon the backbone of the bank’s core credit products, to meet the needs of its
corporate clients and provide them with individual and innovative financial services. Retail banking
serves the financial needs of the bank’s individual customers, focusing on providing them with
integrated products based around the bank’s Great Wall Card. Financial institutions banking serves
banks, securities firms and insurance companies worldwide with such services as funds transfer,
clearing, inter-bank lending and custody.

In line with the developing trends of the international financial industry, Bank of China has
bolstered its foothold in commercial banking while expanding its investment banking and insurance
arms. Bank of China International (BOCI) , the bank’s investment banking arm, has established itself
as China’s most successful investment bank abroad, with the longest history, largest assets under
management, broadest distribution network and strongest professional team.

To consolidate its competitive edge in the market, Bank of China has, from early 2000, taken a



series of reform initiatives around the concept of building good corporate governance.

In 2001, Bank of China successfully restructured its operations in Hong Kong by merging 10 of
its member banks into Bank of China (Hong Kong) Limited, a locally registered bank.

In July 2002, Bank of China (Hong Kong) Limited was successfully listed on the Hong Kong
Stock Exchange. The USD2.8 billion offering was over-subscribed by 7.5 times. Within a short time
of the listing, BOC Hong Kong was included into key international benchmarks such as the MSCI
Hong Kong Index, signifying the importance that the global finance market gives to the bank. The
deal was a landmark in the development of the Bank of China and a significant move in the reform of
China’s banking industry.

In the year 2002, Bank of China celebrated its 90th anniversary. The traditions of the bank
continue to be to build the reputation of Bank of China as both creditworthy and trusted, as well as to
strive for success through innovation. With its proud 90-year history, Bank of China will continue to
build on what has already been achieved to date, and leap forward with renewed energy to create an

even greater organization in the future.
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Passage 1.2 Choosing a Mortgage

We offer three main kinds of mortgage ——capital repayment, endowment and pension. For all
of these you must have paid off your mortgage by the time you are 70 and you must have suitable life

cover.
Capital Repayment Mortgage

With a capital repayment mortgage, you pay off some of the actual loan and all the interest that
due each month.

During the first few years you are mainly paying interest. But as the capital amount you owe
gets smaller towards the end of the term, the interest reduces and so you pay off more of the actual
loan.

You will need to take out a mortgage protection policy or a suitable alternative life assurance
policy to pay off the loan if you die before the end of the mortgage term. Midland Life can also
provide policies that would pay off your mortgage if you became critically ill.

Capital repayment mortgages tend to be for a term of 20 to 25 years but can be extended to 30

years.

Endowment Mortgage

With an endowment mortgage, you make two separate payments every month. The first pays off
the interest on the money you have borrowed, the second pays into an endowment policy. At the end
of the termCup to 30 years later ) the endowment policy should pay off the mortgage. It may also leave
you with a tax-free lump sum. The exact amount the policy pays out will depend on how the
underlying investments of the policy have performed.

You do not need a separate mortgage protection policy because the endowment policy includes
life cover which pays off the loan if you die. Another advantage of an endowment mortgage is that
when you move, your endowment policy can be used to support your new mortgage.

Remember that an endowment policy is a long-term investment. If you have cash in your
endowment policy, you may not get back all the premiums you have paid.

With our Mortgage Endowment Plan we regularly review the investment performance of the
policy to make sure that it stays on course to at least repay your mortgage by the end of the term.

Pension Mortgage

This kind of mortgage is particularly suited to the self-employed and people without a company
pension. '

It works in much the same way as an endowment mortgage, with the added advantage that you
get tax relief on your pension contributions at the highest rate of income tax that you pay. You make

three separate payments every month. One repays the interest on the loan and the second goes into a



pension plan. The third would pay for your life cover to pay back the loan if you died before you
retire. You could also get cover to pay your mortgage if you became critically ill.

At the end of the mortgage term Cup to 40 years later) the pension plan is used to pay off the loan
and give you a regular retirement income. (How big an income you get depends on the amount left
over once you have paid off the loan, so it is important to get advice on whether your monthly
contributions are high enough) .

Sometimes, people prefer to choose some other way of repaying the original amount borrowed

(the capital) . This type of mortgage is usually referred to as an interest only mortgage. Each month
the customer makes a payment to cover the interest, and they repay the capital at the end of the loan.
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Passage 1.3 Foreign Exchange and Hedging Business

The Bank is among the commercial banks designated by the central bank to buy foreign
currency from companies and sell it to those who need it. In 1999, the total volume increased slightly
to USD120.1billion, of which USD70.7 billion was purchased and USD49.4 billion sold. The Bank’s
market shares were 59.4% and 47.1% for foreign currency purchase and sale respectively, almost
unchanged from the previous year. Maintaining market share against strong competition from local
and foreign banks was a considerable achievement for the Bank.

The Bank remains the only Chinese bank to be allowed to conduct forward dealings in RMB.
With the approval of the central bank, the Bank began the forward purchase and sale of RMB on a
trial basis in April 1997. Since the beginning of 1998, every branch of the Bank has been authorized
to conduct this business. At the same time, we were allowed to engage in forward transactions in the
Euro, Swiss franc and Australian dollar, in addition to the originally approved list of the US dollar,
Japanese yen, Hong Kong dollar and German mark.

We are now able to extend the transaction term from the original 4 months or less, to up to 6
months. There are now 13 types of term available, with a one-time extension to each contract allowed.
In addition, customers are now able to make their own choice of settlement date within a period of
time.

The purchase and sale of foreign exchange under these forward transactions totaled
USD3.7billion (USD300 million for purchase, USD3.4 billion for sale) , up 75.1% on the previous
year. The US dollar is by far the most frequently trade foreign currency, accounting for 75% of the
total transaction volume.

The Bank has introduced more sophisticated hedge products to help its customers protect the
value of their contracts. In 1999, the transactions involving hedging increased slightly to USD3.4
billion. The trading products include interest swap, currency swap, super-forward foreign exchange,
options and bond transaction on behalf of customers, of which interest swaps account for the majority.
Strong demand from clients has pushed foreign exchange hedging transactions concluded on
customers’ accounts up 71.7% to reach USD 15.5billion.

Our well-established reputation for following international practice regarding quotations, forex
dealing, settlement, etc, has not only helped the Bank maintain its market share in the sale and
purchase of foreign currency, but also rapidly expand its forward and hedging business.
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