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Report of  
Bank of China  
(Hungária) Zrt.  

Compliant with the disclosure requirements contained  
in Regulation 575/2013/EU of the European Parliament and of the  

Council on prudential requirements for credit institutions and  
investment firms (CRR) 

In respect of 31 December 2018 

This report follows the structure of the CRR.  

Introduction 
 

Bank of China (Hungária) Zrt. (hereinafter: the Bank) is subsidiary of Bank of China Limited 
(hereinafter: Head Office or Owner or BoC). As such it is a part of the Bank of China Group 
(hereinafter: the Group), one of the world’s largest banking groups and one of the banks with the 
longest continuous operation among Chinese banks. 

The Bank is a single-person private company limited by shares; the date of its establishment is 30 
April 2002. 

The single-person shareholder of the Bank is Bank of China Limited (China 100818, Beijing, 
Fuxingmen Nei Dajie 1.), its voting ratio is 100%. 

In 2015 the Bank established branch offices in Austria and in the Czech Republic: 

 Vienna Branch: Börseplatz 6, 1010 Wien, 

 Prague Branch: Na Florenci 2116 / 15, Praha 1 – Nové Mésto, 110 00. 

The branch office in Prague started its operation in 2015 and the one in Vienna in 2016.  

In 2016 the Bank established a 100 % subsidiary in Serbia: 

(Bank of China Srbija A.D. Beograd, Bulevar Zorana Dindica 2a, 11070 Beograd),  

As part of the foundation process the Bank transferred 15 million EUR (HUF 4,713 M) as the 
shareholder’s equity of the Serbian subsidiary. The Serbian subsidiary started operation in January 
2017. This year the Serbian subsidiary does not yet have lending operations, but it offers bank 
guarantees and letters of credit and as such, it has original exposures in the total amount of HUF 
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419 million. 

Scope of the disclosure requirements (CRR Article 431) 
 
Pursuant to the provisions of Act CCXXXVII of 2013 on Credit institutions and financial enterprises, 
Bank of China (Hungária) Zrt., (hereinafter: the Bank) shall fulfill the reporting requirements 
contained in Regulation 575/2013/EU of the European Parliament and of the Council on prudential 
requirements for credit institutions and investment firms (hereinafter: CRR or Regulation), part 
eight, on an individual basis, once a year. 

Non-material, proprietary or confidential information (CRR Article 432)  
 
Pursuant to Article 432 (1) of CRR, institutions may omit one or more of the disclosures listed in 
CRR. However, the Bank did not take this opportunity concerning the reporting year. The Bank 
publishes information that is relevant for its activity. 

Frequency and means of disclosure (CRR Articles 433. and 434) 

 
The Bank publishes the information required by the CRR annually and makes it available on its 
website. 

Risk Management objectives and policies (CRR Article 435) 
 

1. General risk profile of the Bank 
 
The Bank defines its risk management policies, strategies and objectives according to the 
prevailing regulatory rules and according to the guidelines and requirements of the Head Office. 

When defining its overall risk strategy, the Bank’s main objectives are to establish a risk 
management framework and risk management systems that take into consideration the Bank’s 
conservative risk taking, and at the same time, maximizing its risk adjusted returns and the efficient 
use of capital. As the Bank’s business model builds on lending to corporations in the real economy 
and thus promoting economic relations and investments between China and Central-Eastern 
Europe, the most prominent risk faced by the Bank is credit risk. 

To ensure compliance with the Bank’s risk strategy, the Bank takes into consideration the following 
principles to ensure effective risk management: 

 Compliance with regulatory requirements at all times: The Bank has a strong 
commitment to ensure that the Bank itself and all of its employees conduct their activities 
in line with regulatory requirements. 

 Risk culture: the strategic goals of the Bank regarding risk management is communicated 
in a clear and concise manner to all employees and prudent risk-taking should be an 
integral part of every employee’s mindset. 

 Wholistic approach to risk management: Rules and practices of risk management are 
defined taking into consideration the interconnections between different types of risks. 
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 Clear rules: Regarding every type of risk the Bank faces, clear rules are defined for every 
level of employees in respect of tasks, reporting rules and responsibilities. 

 Control functions: Control functions are independent from the business areas they 
oversee and are incentivized to ensure the prudent risk-taking of the Bank. The Bank has 
established different independent risk management functions (Risk Management 
Department is in charge of credit risk, market risk, country risk; Financial Department is in 
charge of strategy risk, liquidity risk, capital management; Legal & Compliance Department 
is in charge of legal and compliance risk, operational risk; Administration Department is in 
charge of reputation risk), while Internal Audit Department also function as independent 
control function. 

1.1 Overview of risk management processes 

The risk management processes established at the Bank are designed in line with the relevant 
regulatory requirements and the Group guidelines. These processes cover all aspects of effective 
risk management, namely: 
 

• Risk-taking  
• Risk identification and measurement 
• Risk management 
• Risk reporting 
• Stress testing 
• Recovery planning 

 
The risk-taking policy ensures that the Bank only undertakes risks that match its risk profile and 
business strategy, by providing clear guidelines on what exposures are considered to be desirable 
based on the Bank’s business model and strategy.  
 
Risk measurement methods include client rating and assessment of creditworthiness of 
counterparties while the risk monitoring methods include the continuous monitoring of limits and 
collaterals. 

On a yearly basis, the departments being responsible for the different risk management functions 
make proposal on the Key Risk Indicators (KRIs) being summarized in the Risk Appetite of the 
Bank, which is submitted to the Management and after to the Board of Directors for approval.  The 
Bank’s Key Risk Indicators cover credit risk, market risk, operational risk, country risk, strategic 
risk, liquidity risk and reputational risk. The main indicators include return on equity (ROE), the 
capital adequacy ratio (CAR) and the risk-adjusted return on capital (RAROC). 

Return on assets, calculated as the Bank’s net profit divided by its total balance sheet is 0.16%.  

By determining the overall risk appetite and setting the KRIs, the main objective is to prevent or 
significantly lower the impact of undesirable risk events. This target is achieved through the 
allocation of capital, applying policies and systems, performing appraisals as well as closely 
monitoring limits and requiring setting and following clear, quantitative risk appetite from all 
business lines. The approved risk appetite covering all types of risks is transmitted to all the Banks’ 
branches by way of capital allocation, policy making, limit setting and performance evaluation. 

To support the compliance with the Bank’s risk appetite, the Risk Management Department 
regularly measures and reports the main risk indicators listed in the Risk Appetite to the governing 
bodies of the Bank and to the operative levels to allow an efficient flow of information. 
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1.2 Transactions within the Group 

 
There was no any corporate transaction (merger, acquisition, transformation, changes in the 
number of foreign branches or subsidiaries) at Bank of China (Hungária) Zrt. Besides this fact it 
should be noted that Bank of China Group has a presence in many countries throughout the world, 
the Bank conducts transactions with several group members, including the Head Office. In certain 
cases, the Bank provides loans to such clients where the guarantee is provided by another member 
of the Bank of China Group. In those cases, through the guarantee, the credit risk is transferred 
from the Bank to another member of the Bank of China Group. 

1.3 Statement 

The Bank’s Board of Directors discussed the Bank’s risk strategy and the risk profile in May 
2018. Pursuant to Article 435 (1) e) of the Regulation, the Board of Directors of Bank of 
China (Hungária) Zrt., states by approving the present Report that the applied risk 
management system is appropriate in terms of the profile and strategy of the Bank and the 
risk profile of the Bank is within the framework approved by the Board of Directors. 

According to its business strategy, the Bank is focusing on the commercial banking business line 
and providing credit facilities for mainly larger companies. Due to this business strategy the main 
risk is the credit risk within the Bank’s total risk exposure, although the level of the credit risk is 
considered low, because the clients are predominantly global corporations with stable and 
diversified operation. Based on this strategy the Bank established specific risk appetite indicators 
and key risk indicators.  

The Bank’s Board of Directors revised the risk appetite of the Bank in September 2018. 
Pursuant to Article 435 (1) f) of the Regulation, the Board of Directors of Bank of China 
(Hungária) Zrt., states that the risk appetite presented in this document is in line with the 
Bank's business strategy and includes appropriate key risk indicators focusing on the 
prevention of losses.  

 

2. Governance structure, responsibilities within the Bank 

2.1 Main governing bodies of the Bank 

The governance structure within the Bank is built upon several levels in order to properly define 
the responsibilities of different functions and persons and to ensure that the Bank’s main objectives 
regarding risk-taking and risk management are met. 

The single Shareholder of the Bank – the Head Office – is the supreme governing body that 
determines the high-level strategy to be followed. 

 The functional governance body is the Board of Directors which is responsible for determining the 
long-term strategical objectives of the Bank. The Bank has also established a supervisory body, 
the Supervisory Board, which is responsible for the continuous monitoring of the Bank’s activities 
and the execution of the determined strategy.  

At the beginning of 2018, the Board of Directors consisted of 5 persons. On 30 June 2018 one 
external director’s three-year appointment terminated so from that time the Board of Directors 
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consists of 4 members.  

One of them served as member of the board of directors at other joint stock companies and as 
managing director at a limited liability company. Other two Board members are members of the 
Board at Bank of China Srbija A.D. Beograd and are in management position in Bank of China 
Limited Hungarian Branch. 

The selection of members of the governing body is based on the recruitment policy of the Bank, 
which considers the skills, talents and experiences of the members, i.e. at least university degree, 
15 years of relevant experiences in the banking sector or at an appropriate financial institution are 
required, the candidate must be familiar with risk management at banks, understand and be 
capable of implementing the business strategy of the Bank, a good command of the English 
language and advanced user level computer skills are also required. 

Although the Bank has not adopted a formal diversity policy, during the selection of Board 
members diversity aspects (as nationality, professionality and gender) are also taken into account. 
For that reason, during the selection of members of the governing body, apart from the professional 
aspects the following circumstances are also important: The Board of Directors should have both 
Chinese and non-Chinese members, furthermore, external and internal members are also required 
in order to ensure diversity among members of the body. At the end of year 2018 the Board of 
Directors had two Chinese and two Hungarian members, while the number of internal directors 
was two and the number of external members was two.  

The Board of Directors had 7 meeting in 2018, while the Supervisory Board had 5. 

2.2 Senior Management and the standing committees 

The General Manager and the Deputy General Managers (together Senior Management) are 
responsible for the execution of the Bank’s strategy - as defined by the Board of Directors and the 
Head Office - and for the operative management of the different business units. 

The additional level of governance consists of the Committees that support the decision making of 
the Senior Management and thus ensure the prudent and successful operation of the Bank. 

The Bank has set up the following Committees: 

• Risk and Control Committee; 

• Credit Review Committee (subordinated to the Risk and Control Committee); 

• Anti-Money Laundering Committee (subordinated to the Risk and Control Committee); 

• Assets and Liabilities Committee; 

• Procurement Committee (subordinated to the Assets and Liabilities Committee). 

In the risk management framework of the Bank, the Risk and Control Committee (RCCO) takes 
the most prominent role as it advises the Board of Directors on the risk strategy, risk monitoring 
and risk metrics to be followed by the Bank.  

The main task of the RCCO is the development of the Bank’s risk strategy in line with the regulatory 
requirements, guidelines of the Head Office and with the strategic goals defined by the Board of 
Directors. The RCCO also takes part in reviewing the functioning of the risk management 
framework and internal control system and revising the internal rules if necessary. 
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The Assets and Liabilities Committee (ALCO) also has a vital function in the risk management 
framework of the Bank, as it makes recommendations and takes decisions on the operative 
management of the Bank’s exposures and positions, in line with the resolutions and decisions of 
the Head Office and that of the Board. 

2.3 Control functions 

The internal control functions within the Bank are organizationally independent from the business 
areas they supervise and have the necessary resources, authority and access to information that 
is required to perform their tasks. Besides reporting to the Supervisory Board and the Board of 
Directors, the control functions also report to different departments – varying by control function - 
of the Head Office, referred to as line supervisory departments. 

Risk Management Department 

The Deputy General Manager (CRO) supervises the Risk Department. The line supervisory 
departments at the Head Office are different departments within the Risk Management Unit. 

The department coordinates the management of Credit Risk, Credit Approval, Market Risks 
according to the regulatory requirements of the CRR regime.  

The main tasks of the Risk Management Department are the assessment of proposals and draft 
contracts on loans, investments and other forms of risk-taking. It gives its opinion on the 
establishment of country limits and when limits are approved, it monitors their utilization. The Risk 
Management Department submits its findings to the decision-making bodies of the Bank including 
assessment of the debtor rating, collateral valuation and assessment of transaction rating. Based 
on the internal credit applications it verifies the proposals on client limits and the financial 
conditions to be applied in contracts resulting in exposures, for the purpose of risk mitigation. It 
gives opinion on the risk taking contracts and validates the contracts after the Legal and 
Compliance Department has approved them. It provides opinion on the quarterly and ad-hoc 
ratings of assets and off-balance-sheet items for the decision-making bodies of the Bank. Should 
it become necessary, - together with Corporate Banking Department - it would submit proposals 
for the collection of claims rated doubtful or bad.  

Internal Audit Department 
 

The Internal Audit Department is strictly independent from the operational functions and other 
control functions. It reports to the Supervisory Board and also reports to Head Office Internal Audit 
Department to ensure the consistency between the methodology and risk control framework of the 
Bank and the Head Office. 

The responsibilities of the Internal Audit Department include examining the Bank’s operation for 
the purpose of compliance with internal policies, and provided services in terms of compliance, 
security and transparency and all other functions delegated by law. The Internal Audit Function 
conducts its activity based on risk assessment of banking processes and recommendations or 
action plans on mitigating risks. 

Legal and Compliance Department 

The Deputy General Manager supervises the Legal and Compliance Department. The line 
supervisory department at the Head Office is the Legal and Compliance Department. 

The Legal and Compliance Department is part of the Bank’s second level of defense. Its primary 
task is to ensure the Bank’s compliance with the regulatory provisions governing its activities and 
operations, and that their internal regulations and policies are consistent with regulatory provisions. 
Another crucial task of the Legal and Compliance Department is to monitor the implementation of 
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policies and regulations from the Head Office and local regulatory authorities and to coordinate the 
monitoring and prevention of money-laundering and terrorism financing, as well as market abuse 
and fraud events. 

The Legal and Compliance Department is responsible for the second level control of customer due 
diligence carried out by the Bank’s business departments.  

The Legal and Compliance Department reviews and validates all risk-taking contracts from legal 
point of view and makes proposals to the legal stipulations to ensure compliance with applicable 
laws and regulations.  

Other functions of the Legal and Compliance Department include maintaining the Bank’s Conflicts 
of Interest Record, Confidentiality Lists, Insiders Lists and maintaining the staff’s Personal 
Transaction Record, which all play a crucial role in managing operational and reputational risks. 

Furthermore, the Legal and Compliance Department reports quarterly about the implementation of 
the control plan and control results, as well as about the progress of corrective action plans to the 
Risk and Control Committee. Legal and Compliance Department  reports to the Board of Directors 
and to the board of Supervisors at least once a year concerning fulfillment of its tasks. 

Currently, there are no plans to implement any major changes in the operation, size and authority 
of the control functions outlined above. In the year 2018, there was no change in the leadership of 
the internal control units. 

 

2.4 Risk culture, risk awareness 

Risk awareness and risk management is a central element of the activities of every department 
and the risk culture within the Bank is continuously promoted by the regulation of the risk 
assumption / risk taking process. 

The code of conduct, gift policy, conflicts of interest policy and risk assumption policy are all in 
place to enforce and promote a risk culture and risk taking that is in line with the Bank’s strategic 
goals. The Bank pays special attention to communicating risk culture within the institution and its 
branches. To do so, the Legal and Compliance department holds frequent training occasions to 
ensure that risk professionals meet the requirements set by the respective internal regulations. 

3. Reporting systems, stress testing and risk mitigation techniques 

3.1 Reporting systems 

The Bank has established a number of reporting systems ranging from the operational level, up to 
the Board of Directors to ensure the prompt transfer of information to all persons who need it in a 
way that enables them to recognize importance. The main departments responsible for reporting 
are the Risk Management Department (in respect of credit risk, market risk and country risk), the 
Legal and Compliance Department (in respect of operational risks), the Financial Department (in 
respect of liquidity risk, strategy risk and capital management) and the Internal Audit Department 
that reports to the Supervisory Board of the Bank. 

On the management level, the Risk and Control Committee is responsible for reviewing the reports 
of the Risk Management Department and the other internal control functions, and for examining 
and proposing solutions for actual issues. In addition to the reporting systems outlined above, the 
General Manager also reports directly to the Shareholder (through the relevant HO departments) 
and the Board of Directors on the implementation of the resolution of these governing bodies and 
the actions taken by the General Manager within his own scope of competence. 
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The Senior Management and the Board of Directors are continuously informed about the levels of 
risk appetite indicators, the overall risk situation across all types of risks, the utilization of different 
limits through periodic reports and about possible additional risks through the results of stress tests 
and sensitivity analyzes. 

All of the above is aimed to ensure that the Senior Management and the Board of Directors can 
monitor the implementation of the Bank’s risk strategy and make adjustments when necessary. 
The periodic revision – and if necessary the adjustment - of the strategies and policies for risk 
undertaking, managing, monitoring and mitigating the risks the Bank is or might be exposed to are 
done by the Board of Directors. 

3.2 Stress testing 

Within its risk management framework, the Bank applies various stress testing techniques. The 
aim of stress testing is to gain a better understanding on the risks faced by the Bank, and thus to 
prepare the Bank for exceptional circumstances. The Bank conducts regular stress tests to 
measure the effect of such circumstances in terms of maturity mismatches between its assets and 
liabilities (liquidity stress testing) and the repricing mismatches for the purpose of interest rate 
stress testing. 

For liquidity stress testing, the Bank performs all exercises mandated by the regulation, such as 
the LCR and DMM ratio calculation. Additionally, the Bank has defined a number of specific stress 
scenarios based on the guidelines of the Head Office and the Bank’s specific circumstances. 

For interest rate stress testing, the Bank performs evaluation of the change in the economic value 
of its equity and in the net interest income between its baseline scenario and the following six 
interest rate shock scenarios: 

(i) parallel shock up; 

(ii) parallel shock down; 

(iii) steepener shock (short rates down and long rates up); 

(iv) flattener shock (short rates up and long rates down); 

(v) short rates shock up; and 

(vi) short rates shock down.  

The results of the stress tests are taken into account during the development of the Bank’s annual 
review of its risk strategy and if necessary adjustments are made. 

In addition to the stress test methodologies the Bank also conducts a number of sensitivity 
analyzes using VaR (Value-at-Risk) and PVBP (Present Value of a Basis Point) metrics. 

3.3 Hedging, risk mitigation 

Limits 
 
The Bank has established a number of limits, including country, industry, client and partner limits. 
Furthermore, the Bank has developed a specific set of rules and limits related to large exposures. 
The aim of these limits is to mitigate the concentration of the Bank's credit, market and counterparty 
risks in given industries, countries or in client groups. The determination of limit levels is based on 
the requirements prescribed by the applicable regulations and laws, as well as the group 
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guidelines. Overall, the limits for countries, client groups, large exposures and market risk is set 
up by the Bank, however in case of limits exceeding a certain threshold, approval is necessary 
from the Head Office as well. 
 
Adherence to the applicable limits is monitored by the Risk Management Department to ensure 
that no breaches happen in relation to the country, client and industry limits. During the year 2018, 
no limit breach has occurred. 
 
To ensure the effectiveness of limits as a risk management tool, the limits are reviewed annually 
and modified if it is deemed necessary. 
 
Client rating 
 
The goal of the rating is to assess the risk profile of the clients and to identify lending opportunities 
that match the risk strategy and overall business model of the Bank. 
 
The Corporate Banking Department (for corporate clients) or the Banking Department (for retail 
clients) is responsible for the initiation of the rating process of the applicants. Rating approval is 
performed by the Risk Management Department/Approval Officer.  
 
The rating of clients is reviewed periodically, and if the rating deteriorates the appropriate counter-
measures are taken by the Bank. 
 
Collateral management 
 
The Bank prefers those exposures, where the transaction is supported by a strong collateral and 
accepts bank guarantees (including guarantees received from other member of the Bank of China 
Group), cash collateral, mortgage, pledge and suretyship.  
 
The Bank has developed detailed policies related to the evaluation of risks and the collaterals, 
which consider the characteristics, availability and enforceability of the asset as well as for the 
monitoring of collaterals.  
 
Regular risk monitoring evaluates not only the financial and commercial position of the debtor, but 
also the developments concerning the given transaction and the collaterals during the entire term 
of the assets. 
 
In order to record and update the data concerning its exposures/collaterals, the Bank adopted 
procedures based on Group guidelines and it uses a Group IT application developed specifically 
for this purpose. 
 
Transaction rating and valuation  

General principles: 
- the Bank rates its assets and off-balance sheet items on a quarterly basis (with the exception of 
retail transactions, which are rated on a monthly basis); 
- the following items are subject to rating obligation: 

• exposures arising from financial services to credit institutions and clients, 
receivables and prepaid expenditures; 

• investments, securities (hereinafter: investments), 
• contingent and certain (future) liabilities (hereinafter: off-balance-sheet liabilities). 
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Impairment recognition and provision calculation policy 

Based on the rating of the transaction and the assets, by assigning to the appropriate asset rating 
category and rating group, impairment must be recognized on securities, investments, receivables 
and other assets. Provisions must also be formed on the contingent and future obligations listed 
in legal stipulations regulating the bookkeeping of credit institutions. The Bank calculates 
provisions in line with the requirements set out by IFRS 9. For more information, please see chapter  
Credit risk adjustments, past due and impaired exposures (CRR Article 442). 
 

4. Risk management objectives and policies for separate risk types 

4.1 Credit risk 

Credit risk is the risk of loss arising from the failure of a borrower or counterparty to repay a loan 
or otherwise meet a contractual obligation. The Group’s and therefore the Bank’s business model, 
has traditionally been characterized by a conservative approach to credit risk. The credit risk 
management framework has been established accordingly. 
 
4.1.1. Credit risk strategy and business model  

The Bank’s main objectives are to establish a risk management framework and risk management 
systems that take into consideration the Bank’s conservative risk taking, and at the same time, 
maximizing its risk adjusted returns and the efficient use of capital. As the Bank’s business model 
builds on lending to corporations in the real economy and thus promoting economic relations and 
investments between China and Central-Eastern Europe, the most prominent risk faced by the 
Bank is credit risk.  

As a subsidiary registered within the EU, the Bank has the SINGLE PASSPORT of EU, by which 
the Bank can do business in the EU, can set up subsidiaries or branches or representative offices 
in the EU and surrounding countries, can implement the Group’s strategy throughout the Central 
and Eastern Europe. The Bank has successfully set up the Prague branch and the Vienna branch 
in 2015, Serbian subsidiary in 2016 and seeks for further business opportunities in the region. The 
Bank’s core lending activity is focused on VIP private customers (primarily employees of “going 
global” Chinese companies), while the business model of foreign branches a subsidiary of the 
Bank builds on lending to corporations in the real economy. The Bank established a risk 
management framework which underpins and supports its business strategy and business goals. 
In parallel with the growth of the Bank, its risk management framework was continuously 
developed.  

The objective of credit risk management is to ensure that all lending within the Bank is consistent, 
and follow the credit principles determined by the Bank, i.e.:  

 
• A lending transaction can be approved only if its interest and fee payment terms generate 

acceptable incomes for the Bank; 
• The Bank has to continuously monitor, and take care of its credit portfolio and ensure the 

good quality of assets; 
• Credit officers must at all times comply with all applicable laws, regulations and internal 

rules, as well as instructions of the Management; 
• All credits must be under constant control and record keeping;  
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• Lending business should be secured, profitable and it should not endanger the Bank’s 
liquidity; 

• When deciding upon exposures the Bank must respect counterparty limits, and strive to 
avoid over-concentration of exposures, taking into account the structure of the Bank's 
funding requirements as well as the requirements of prudent lending. 
 

As a result of the above mentioned principle and the high proportion of large corporate clients the 
credit risk in the Bank is generally low. The loan portfolio of the Bank is performing, non-
restructured, there was no default event in 2018, similarly to previous years. 

The Bank applies the “standard” method to quantify the Pillar I. capital requirement for lending risk. 
The Bank has no items with particularly high risk (Pillar I.) within the meaning of Article 128 of 
CRR. 
 
According to the recommendation of MNB in the calculation of the capital requirement under Pillar 
II, it sets aside additional capital on “bullet” type transactions and FX loans. 

 

4.1.2. Credit risk management policies and processes 

Internal policies define the Bank’s lending framework. The top level internal document for risk 
management is the General Policy of Risk Management, which contains the general principles of 
risk management of the Bank.  

The main policies regarding credit risk are the Rules of Risk Undertaking and the General Lending 
Rules policy which define the lending principles and the types of risk taking, the general rules of 
credit applications, and the credit approval process. The Bank’s Business Rules on Credit and 
Documentary Operations contain general information as to the Bank’s credit products, this 
document is available at the Bank’s website. 

In order to ensure safe and profitable operation based on its conservative approach to credit risk, 
the Bank has developed its client lending and risk undertaking conditions, which is reviewed 
periodically, and amended if necessary, on the basis of the applicable rules of law, the business 
concepts and requirements of the Owner and the recommendations of the Supervisory Authority. 
The aim of these policies and guidelines is to ensure that all legal requirements are met and to 
enhance the risk culture within the Bank.  

The Bank may extend, disburse a loan or provide suretyship, bank guarantee or other banker’s 
obligation if its full return seems certain based on the business and financial plans of the transaction 
and the available collaterals. The Bank extends, disburses loans in the local market primarily when 
either real estate, or bank guarantee or cash collateral is available. The Bank takes part in 
international syndicated loans and mainly participates in transactions assessed and preferred also 
by the Owner.  

The Bank ensures that its risk profile is in line with the risk strategy and for this purpose quantitative 
limits and qualitative principles are established in line with the internal regulations.  

In the following sections the risk management methods and processes relating to credit risk 
management are detailed.  
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Client rating 

The Bank performs client rating for every client with whom it concludes a contract that results in 
risk-taking, or who secures risk assumption partially or fully, e.g. by guarantee. The rating is made 
in the internal rating system; however, in certain cases it is based on the rating of the Head Office. 
The rating category of the client affects the client’s eligibility for lending, the client’s limit, the 
collateral requirements and the price of risk assumption and ultimately the capital requirements for 
the given transaction. 

The rating is performed prior to the undertaking of risks (basic rating) and it is reviewed at least 
annually when there is an on-going relationship with the client. As a result of a client rating the 
Bank assigns the individual clients to qualification categories. 
 
Approval process 

In case of large corporate clients, the Corporate Banking Department (CBD) prepares the risk-
taking proposals, while an independent organizational unit provides its opinion on the risk taking 
proposal. The Risk Management Department provides an assessment on the proposal including 
the analysis of the client’s risk, the risks of the transaction and the offered collaterals. Risk 
Management Department prepares risk due diligence to determine the main risk factors and 
provides suggestions on the contractual conditions. There are different decision making levels 
depending on the customer’s rating, size and term of the transaction. The decision-making levels 
are the followings: the competent deputy general manager, the Credit Risk Committee and the 
Credit Approval Officer together, or Head Office. The Credit Review Committee reviews all 
corporate credit requests and provide professional advice to the Credit Approval Officer. The Chief 
Executive Officer of the Bank has veto right on risk-taking. The decision-maker defines the 
conditions of risk-taking in a resolution. 

In case of retail clients – which constitute a small portion of the Bank’s lending activity – the 
approval process is similar, but the tasks outlined above are performed by the Banking 
Department. 

The Bank has a separate process for low risk/quasi low risk transactions, which only qualify as 
such if: 

a) loans lent against a cash collateral in case the applicable legislation and regulations 
acknowledge the priority rights of the Bank concerning the enforcement of the financial 
security, in order to collect the claims of the Bank, 

b) loans guaranteed by the Head Office or other business units of Bank of China, 
c) loans fully guaranteed by or extended to financial institutions with a limit approved by the 

Head Office. 

For these type of lending activities, the process of loan approval is simplified: In the case of low 
risk/quasi low risk businesses Risk Management Department reviews and confirms that the given 
transaction complies with the conditions of low risk/quasi low risk transactions. Final approver is 
the Deputy General Manager in charge of corporate credit business. Approvals of transactions 
above certain amount and term have to be submitted also to the General Manager who may 
perform veto power. 
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Client and client group limits 

The Bank applies a client and client group limit system in order to define the maximum risk 
acceptable in respect of a given client or group of clients. The limits are determined by the client 
classification category, by the economic situation of the client’s operating sector and by their 
system of collaterals. The Bank will not assume any risk in excess of the client limit defined in 
respect of the given client/client group which ensures that concentration risk stay on an acceptable 
level. 

Steps before signing the contract and loan disbursement 

As an additional level of independent control, both Legal and Compliance Department and Risk 
Management Department examines the contracts to be concluded with the clients of the Bank 
before signing, to verify whether the exposure to be taken by the Bank is compliant with the relevant 
approval.  

If the contract or any of the related contracts are not qualified impeccable, Legal and Compliance 
Department and/or Risk Management Department will notify Corporate Banking Department on 
the remarks and initiate the necessary amendments. 

Asset classification 

It is the task of Corporate Banking Department to submit a proposal to the decision-makers of the 
Bank on the quarterly and extraordinary classification of the large corporate client-related assets 
and off-balance-sheet items. Provisioning and impairment calculation are performed in line with 
IFRS 9 requirements.  

Qualitative and quantitative information on the Bank’s loan portfolio is also provided to the 
Management in the form of quarterly comprehensive risk reports / asset inventory reports. These 
reports contain information on the activities of the Bank based on different segmentations: client 
sector, country, product type, client group. 

Collateral valuation 

In addition to the assessment of risks, the Bank regularly evaluates, both in the course of decision 
making and in monitoring, the credit risk mitigating tools (e.g. collaterals) offered by the client or a 
third party or the covenants ensured in the contract.  

Further information is provided on collateral evaluation and credit risk mitigating techniques in 
section Use of credit risk mitigation techniques (CRR Article 453). 

Monitoring 

The risk monitoring is starting immediately after the decision on risk-taking has been approved. 
The Bank monitors the client-related exposures and its compliance with the contractual payment 
conditions on a monthly basis and notifies the competent personnel of the Bank accordingly. This 
evaluation covers the entire client portfolio and filters the actual and expected risks in time. Prior 
to the maturity date Operations Department’s Loan Administration function notifies the debtors 
requesting them to secure the cover for interest payment and capital installment in time. 

Lending to small enterprises and retail customers 

Since the Bank only operates two branch offices in Hungary, lending to retail customers and to 
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small enterprises is performed only in a moderate volume. This activity is also performed according 
to the above principles: Banking Department accepts and evaluates the application of the client. 
In case of SME loans, the rating/approval/asset classification procedure is identical with the one 
followed in case of large corporate customers. In case of retail lending Risk Management 
Department evaluates the risk taking proposals (including client rating) prepared by Banking 
Department and submits them to the Credit Approval Officer for approval. Asset classification of 
retail customers is performed on monthly basis. 

4.1.3. Credit risk management organizations  

The Bank's Risk Management Department is responsible for credit risk, market risk and country 
risk management, including drafting risk management rules and policies, developing risk 
management technology, and identifying, assessing, monitoring, reporting and controlling risks 
being under its responsibility. The Deputy General Manager (CRO) supervises the Risk 
Department. The Risk Management Department is defining the target risk exposure and 
communicate the necessary risk-related information throughout the organization. The detailed 
description of the organizational structure and tasks is included in Chapter 2. 

4.1.4 Credit Risk control functions 

The control functions are operating in line with the expectations of National Bank of Hungary.  

The Internal Audit Department as the third line of defense is strictly objective and independent from 
the operational functions and other control functions, it reports directly to the Supervisory Board. 
The Internal Audit Department is responsible for the examination whether the Bank is in 
compliance with its internal policies and based on its risk based annual examination plan, reviews 
and assesses the Banks processes. It provides assurance on the effectiveness of risk 
management framework and internal control environment which covers the overall entity. 

Beside the Risk Management Department, the Legal and Compliance Department is also part of 
the second line of defense. Among others this department is responsible for legal risk, compliance 
risk. The main task of the Legal and Compliance Department in respect of credit risk is the 
examination of the contracts to be concluded with the clients of the Bank before signing, to verify 
whether the exposure to be taken by the Bank is compliant with the relevant legal rules. The Risk 
Management Department is in charge for verifying whether the exposure to be taken by the Bank 
is compliant with the relevant legal requirements. 

 

The detailed description of the organizational structure and tasks is in included in Chapter 2. 

4.2 Counterparty credit risk 

The counterparty risk is the risk of the fact that the counterparty of a given transaction defaults 
before the final settlement of the transaction’s cash flows. 

Risk management objectives and policies related to counterparty risk 

The counterparty credit risk is regulated within the General Policy on Risk Management and the 
Risk Undertaking Rule. The Bank’s general objective is that it applies strict limits to minimize the 
counterparty credit risk. 
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The Bank places its liquid sources for short periods with other banks, but mainly within the BoC 
Group. Due to the Bank’s business model, including the limited number of derivative transactions 
(mostly short-term FX swaps), the counterparty risk exposures are low. 

The method of setting limits to the counterparty exposures with respect to the internal capital 
requirement calculation 

For the derivative transactions specified in Annex II of CRR the Bank calculates exposure amounts 
according to the original exposure method. In respect of the exposure value of interest rate 
derivative contracts, the Bank applies the original maturity date. 

Due to the business model of the Bank, as of 31 December 2018, the Bank did not have any 
transactions for which the counterparty risk capital requirement within the meaning of the CRR 
would have to be calculated. 

Policies relating to guarantees and other risk mitigation technics with regards to the counterparty 
risk 

The Bank minimizes its counterparty risks primarily through the limit system. Within the risk 
management framework, the Bank has established client and client group limits, and these limits 
indicate the maximum amount of risks acceptable in respect of the customer/customer group with 
regards to any type of risk (including counterparty credit risk as well). The establishment of the 
limits is based on the regulatory framework and the internal guidelines of the Head Office. The limit 
calculation process is taking into consideration the client’s rating, and the limits are adjusted 
(increased or decreased) in line with the improvement or deterioration of the client rating. The 
limits are established for a year, and reviewed annually. 

These limits are meant to ensure that exposures related to individual entities or a connected group 
of entities do not exceed the approved risk appetite (including counterparty credit risk as well) of 
the Bank. The monitoring of these limits is performed by the Risk Management Department, with 
regular reports to the Senior Management and to RCCO in the form of quarterly comprehensive 
risk reports. 

The Bank did not conclude any netting agreements in the year of the disclosure. 

Policies regarding wrong-way risk exposures 

The wrong-way risk is the risk, where the exposure towards a counterparty is increasing and the 
counterparty’s credit rating is deteriorating. To manage wrong-way risk, the Bank has a number of 
measures, such as limits and the monitoring of collateral quality to minimize wrong-way risks. 
Furthermore it does not conclude any credit derivative transactions which are most prone to wrong-
way risk, thereby avoiding risks related to such instruments. Additionally, concerning treasury 
transactions, in most cases the Bank uses the services of other members of the BoC Group, 
thereby minimizing any undesirable risks that may come with the wrong-way counterparty risk. 

Impact of downgrading the Bank on the amount that the institution should provide as collateral 

According to the current contractual framework and most of the transaction is concluded within the 
BoC group of the Bank, the downgrading of the Bank does not lead to additional collateral 
requirement. 
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4.3 Market Risk 

Market risk is the risk of loss arising from movements in market prices (interest rates, exchange 
rates, equity prices and commodity prices). Market risk exists in the trading book and banking 
book. 

The Bank takes a conservative approach to market risks and as a result, the risk management 
strategy and processes are aimed at minimizing its risk-taking in this category. The Bank does not 
engage in any transaction on its own account (proprietary trading) and also minimizes the interest 
risks by seeking funding opportunities that minimize such risks, instead of relying on a significant 
number of interest rate swap transactions. Nonetheless, the Bank does engage in a small number 
of interest rate derivatives and FX swap transactions with clients. 
 
The Bank has established various tools to manage and measure market risk within its risk 
management framework. The Risk Management Department of the Bank is responsible for the 
identification, management and reporting of the market risks. Based on guidelines from the Head 
Office, the Bank introduced limits for banking book and trading book transactions. These limits 
include net foreign exchange exposure limits, VaR limit, PVBP (present value of a basis point) limit 
and stop loss limits. Specially developed sub-systems are available to monitor market risks. These 
systems provide sufficient information for every person and unit responsible for risk management, 
within the framework of their scope of decision-making. The Head Office and the Bank keeps 
developing the relevant IT systems, ensuring they comply with the regulatory requirements of the 
Basel Convention, the EU, Hungary and China related to the risks of the Treasury transactions as 
well. The Bank introduced a strict regulation on the Treasury partner and transaction limits, which 
are also set and monitored at Group level. During the year 2018, no limit breach has occurred. 
 
At the end of the year 2018 the Bank had open positions in Euro, Pound sterling, Japanese yen, 
US dollar, Chinese yuan, Czech koruna and Serbian dinar. The position in Czech koruna was 
related to the Prague Branch of the Bank, which was opened during 2015, while the Serbian dinar 
was connected to the Serbian subsidiary, opened in December 2016. The capital requirement 
calculated on market risks are included in chapter Exposure to market risk (CRR Article 445). 

4.4 Operational risk 

Operational risk is the risk of loss resulting from inadequate or failed internal process, staff and IT 
system, or from external events. It includes legal risk but excludes strategic and reputational risk. 
 
The Bank uses the basic indicator approach to define the capital requirements of the operational 
risks. The capital set aside for this purpose was always significantly higher than the losses related 
to the operational risks borne by the Bank. 
 
The Bank obtained several types of insurances in order to reduce its operational risks (asset 
insurance, third party liability insurance, etc.).  

For more detailed information, please see the chapter on Operational risk (CRR Article 446). 

4.5 Residual risk 

Residual risk is the risk of reduced effectiveness of credit risk management and increased default 
loss arising from the flaws of the credit risk mitigation instruments. It includes the failure to take 
over the collaterals in timely basis due to the default of the counterparty; the difficulty to liquidate 
collaterals due to the lack of liquidity; rejected or delayed payment by the guarantor and expiry of 
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the relevant documents. 

One of the methods applied by the Bank to mitigate the risks concerning exposures to clients is to 
apply a conservative definition of the scope and value of collaterals when the collaterals and 
securities are accepted.  

Proposals will be submitted to the decision makers on risk-taking related to clients by presenting 
the fair market value and the collateral value (calculated based on the relevant internal regulation 
of the Bank) of the collaterals, furthermore, any factors that may have an impact on the expenses 
that would be incurred in a collection procedure., Higher collateral coverage may be proposed on 
the basis of client rating.  

The Bank regularly reviews the collaterals of risk-taking transactions as part of its credit monitoring 
activity. In case of real estate collaterals securing assets with a long-term maturity the properties 
must be regularly reappraised in accordance with the legal requirements. 

4.6 Concentration risk 

Concentration risk can be defined as any single (direct and/or indirect) exposure or group of 
exposures with the potential to produce losses large enough to threaten a bank’s health or its 
ability to maintain its core business. 

Concentration risk may derive from the following: 

1) large individual (or possibly related) exposures (the definition of "related" must be broad 

enough to include, for example, exposures related through joint 

ownership/management/guarantee providers); and  

2) significant exposures existing in respect of such groups of partners where the likelihood of 

a default is determined by common reasons, for example: 

• economic sector; 

• geographical location; 

• currency; 

• product; 

• credit risk mitigating measures (including, among others, risks existing in respect 

of one single security provider, related to indirect credit exposure including the 

possible occurrence of wrong-way risk). 

 

The fundamental tools for concentration risks management are the limit systems. The regulations 
on the limit systems are subject to approval by the Board of Directors of the Bank. In the case of 
assuming a large risk concerning one client or client group, the Bank follows the legal 
requirements. The Risk Management Department continuously monitors the concentration of its 
exposures to client groups and sectors.  

Possible exposures to foreign enterprises may be converted to risks related to financial institutions 
for the Bank through individual commitments of the BOC Group or Chinese financial institutions.  

The Bank pays special attention to observe the limits of large exposures and as such, has 
developed special rules and policies on such exposures, which is a crucial part of the Bank’s overall 
risk management framework. 

To mitigate risks from large exposures the Bank has adopted the following policies: 
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• Large exposures are considered to be such, if the Bank’s exposure to a client or a group 
of connected clients is equal to or exceeds 10% of the Bank’s eligible capital, 

• The scope of eligible credit risk mitigating factors, such as suretyship and bank guarantee, 
but not credit-linked notes, 

• Methodology to calculate exposure values taking into consideration the eligible credit risk 
mitigation factors, 

• Limits regarding to the maximum extent of large exposures compared to the Bank’s eligible 
capital, separately for institutions and corporates. 

The Bank does not apply regional limits within the country. 

4.7 Country risk 

Country risk is the risk arising out of economic, social and political changes and events in a certain 
country or region that result in the inability or refusal of the borrower or debtor in the country or 
region to repay debt to the Bank or that inflict losses on the Bank’s business in the country or 
region or that cause other losses to the Bank. 

The Bank defines country limits for its international operations applying to every country where it 
has a one-time or continuous exposure (e.g. a branch office of Bank of China, or a subsidiary bank, 
a counterparty bank or borrower is located there, who is involved in a transaction resulting an 
exposure). The country limit is the summarized measure of the risks allowed to be accepted by the 
Bank concerning financial institutions and clients registered in the given country. 

In 2018 again, the Bank relied on the country ratings of Moody's to define the country limits. In 
addition to the above, the Bank has taken into account 

• the requirements of Head Office, 
• the information, macro-economic data published in the press on the given country, 
• other information e.g. analyses of economic research institutions, other banks/companies. 

4.8 Interest rate risk in the banking book 

Interest rate risk in the banking book is the risk of loss to the overall income and economic value 
of banking book caused by the movements in interest rate and maturity structure. It includes the 
model risk related to the interest rate risk in the banking book. 

For detailed information see chapter Exposure to interest rate risk on positions not included 
in the trading book (CRR Article 448) 

4.9 Liquidity risk 

Liquidity risk is the risk that a solvent commercial bank fails to duly acquire adequate funds or fails 
to do so at a reasonable cost to deal with the risk of asset increase or repayment of debts at 
maturity. 

According to Section 1 of Article 435 of CRR the Bank shall disclose quantitative and qualitative 
information on liquidity risk management. 

Strategy and procedures to manage liquidity risk  

Liquidity management is the ability of the Bank to finance and meet the growth of its assets and 
the due payment obligations without incurring significant unforeseen losses. According to the 
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definition in the relevant guideline of MNB, the risks related to liquidity are the following: 
transformation of short-term liabilities into long term assets to increase profitability by maturity 
conversion; large scale withdrawal of funds before maturity; the possibility of renewal of funds; the 
changes of the pricing of the funds; the environmental effects and the uncertainty of the behavior 
of other market participants.  
 
The liquidity risks of the Bank can be primarily assigned to two categories: 
 

a) Maturity: a liquidity risk related to a mismatch in maturity dates; 
b) Structural: a risk related to the opportunity to renew the funds or the change in funding costs. 

 
The Bank takes a conservative approach to liquidity risk. The fundamental purpose of the Bank is 
to observe the requirements and guidelines related to its liquidity management, the assurance of 
the ability to pay at all times (solvency and liquidity). Efficient liquidity management ensures that the 
Bank has sufficient liquid assets or appropriate access to such assets, in order to fulfill its due 
payment obligations.  

Liquidity risk management is divided into two functional areas: liquidity management and liquidity 
risk controlling. Liquidity management is performed from an operational and strategic perspective 
by Treasury Department. Liquidity risk control is performed by the Financial Department.  

The Board of Directors is exercising the decision-making rights related to the Liquidity Policy and 
performs proper oversight for the overall liquidity risk management process. 

The specific conditions of fund raising are defined by the Asset - Liability Management Committee 
of the Bank, in accordance with the development of market conditions. 

The purpose of liquidity reserve policy is to ensure that liquid assets of appropriate level should be 
available for the Bank at all times to cover any unexpected outflow of funds.  

Governance structure of liquidity risk management function and its organization (responsibilities, 
authorizations, other stipulations)  

Governance structure of liquidity risk management includes the Board of Directors, the Supervisory 
Board, the Management and its Asset - Liability Management Committee (ALCO) and functional 
departments of the Bank. 

The Board of Directors examines, accepts and approves the liquidity strategy and establishes the 
acceptable level of liquidity risk. 

The Management of the Bank is responsible to formulate the strategy on liquidity issues and 
supervision of its implementation according to the liquidity risk level acceptable to and approved 
by the Board of Directors. Management will also establish the organizational framework of liquidity 
risk management and defines the responsibilities of the individual departments. 

Financial Department defines the indicators for the liquidity risk limits, defines, measures and 
follows-up the liquidity risk of the Bank, carry out stress-tests and reports their results to the ALCO. 

Treasury Department1 implements the Bank’s policy on liquidity risk management, manages the 
FX portfolio of the Bank, participates in stress-tests and makes proposals to develop the risk-

 
1 The Treasury Department of Bank of China Limited Hungarian Branch (the Branch) is acting on behalf of the Bank - based on 
the Service Level Agreement entered into between the Branch and the Bank - under the supervision of the member of the Bank’s 
Management in charge for the Bank’s treasury management function. 
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management strategy and procedures aimed at the development of liquidity risk management. 

Specific features and scope of liquidity risk measurement and reporting 

The Bank will set liquidity risk limits based on the nature, size and complexity of its business and 
risk policy, which are linked to the Bank’s annual budget and business development plan and 
reviewed at least once every year. Financial Department shall be responsible for measuring, 
monitoring and controlling various indicators as to liquidity risk. In case of overstepping a limit, 
Financial Department shall report it to Management and shall take measures to correct the 
situation.  

In order to forecast the trend of liquidity risk changes the Bank shall set stricter internal early 
warning indicators, than the ones set by the Authority. When liquidity conditions trigger an early 
warning indicator, Financial Department shall inform and assist the related department in taking 
effective measures to avoid the worsening of the indicator and restoring the liquidity position. 

The Statement approved by the Board of Directors on the appropriateness of the risk – including 
the liquidity risk – management systems of the Bank is available on page 4 of the present Report.  
 

 

4.10 Reputational risk 

Reputational risk is the threat of loss resulting from damages to a bank’s reputation. It can 
materialize in the form of lost revenue, increased costs, liquidity shortage or decrease of 
shareholder value. 

As one of the largest international banking group – the Bank of China Group – special attention is 
paid to avoid any damages to the well-earned reputation of the Group. Due to the fact that 
reputational risk is interconnected with many other general risk types, the Bank takes an integrated 
approach in order to avoid reputational risk. Through the combination of conflicts of interest 
policies, anti-money laundering and Know Your Customer (KYC) policies, code of conduct and IT 
security and other measures the Bank strives to minimize the risk of any reputational damages. 

Further, the Bank pays special attention to the communication of risk culture within the institution 
and its branches. To do so, the Compliance and Legal Department holds frequent training 
occasions to ensure that risk professionals meet the requirements set by the relevant internal 
regulations.  

Liquidity coverage ratios  
as per CRR Article 435 section 1 point f) 

      
Individual application levels in Million HUF  
 

Total weighted values (average) 

End of Quarter (Year, Month, Day) 2018.03.31 2018.06.30 2018.09.30 2018.12.31 

 
Number of observed periods when calculating the average values  

3 3 3 3 

  
  

TOTAL MODIFIED VALUES 

21. LIQUIDITY BUFFER 13 030 32 493 11 255 16 149 

22. NET LIQUIDTY OUTFLOW 6 704 26 780 4 662 7 733 

23. LIQUIDITY COVERAGE RATIO (%) 210.26% 167.44% 331.14% 220.93% 
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Scope of application (CRR Article 436.) 
 
The Bank is under no obligation of consolidation for prudential purposes as of December 31, 2018. 
There is only one company where the Bank has an investment subject to accounting consolidation: 
Garantiqa Hitelgarancia Zrt. Following Article 36(1) point (i) and Article 48(1) point (b) of CRR, the 
Bank’s direct holding in its foreign subsidiary, Bank of China Srbija is deducted from Common 
Equity Tier 1 capital. 

Data disclosed in this document contain information on both the Bank’s activity in Hungary and 
data on the activity of Prague Branch and Vienna Branch.  

The Bank deducted capital equal to 10 % of CET1 of the investment into the Serbian subsidiary 
from the own funds. The investment into Garantiqa Credit Guarantee Zrt. has not been 
consolidated nor deducted from the own funds from prudential point of view.  

There are no significant practical or legal, current or predictable impediments to the instant transfer 
of own funds or to the repayment of the liabilities between the mother company and the 
subsidiaries.  
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Own funds (CRR Article 437.) 
 

1. Own funds of the Bank 
 
The own funds of the Bank consisted of the following components as of 31 December 2018: 

OWN FUNDS OF THE BANK 

million HUF 

Line 
code 

Description Amount 

1. OWN FUNDS 21 267 

1.1  TIER I CAPITAL (T1 CAPITAL) 
12 839 

 

1.1.1 
  COMMON EQUITY TIER I CAPITAL (CET1 
CAPITAL) 

12 839 
 

1.1.1.1.    Capital instruments eligible as CET1 Capital 12 839 

1.1.1.1.1.  Paid up capital instruments 6,700 

1.1.1.1.2.       Payment above face value (premium) 6,438 

1.1.1.2.    Retained earnings 2 361 

1.1.1.3.    Other reserve 540 

1.1.1.4.    (-) Other intangible assets -83 

1.1.1.1.5. 
   (-) CET1 instruments issued by financial sector 
entities in which the institution has a significant 
investment 

-3 117 

1.2  ADDITIONAL TIER I CAPITAL (AT1 CAPITAL) 0 

1.3  ADDITIONAL CAPITAL (T2 CAPITAL) 8 428 

1.3.1 
  Capital instruments and subordinated loans 
eligible as T2 Capital 

8 428 

1.3.1.1. 
   Paid up capital instruments and subordinated 
loans 

8 428  

 

As seen in the table above, at the end of 2018, the total own funds of the Bank equaled 21 267 
million HUF, of which 12 839 million HUF was Common Equity Tier 1 capital, and the amount of 
additional capital (T2 Capital) was 8 428 million HUF. The T2 capital consisted of a subordinated 
loan of 30 million USD, which the Bank has taken into account in the full amount when its own 
funds were defined. 
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2. Description of the capital instruments 
 
The subscribed capital of the Bank is HUF 6,700 million, which consists exclusively of the monetary 
contribution of Bank of China Ltd. (seat: 100818 Beijing, China, 1 Fuxingmen Nei Dajie) (the 
“Owner”). The subscribed capital is represented by three registered common stocks, consisting of 
one series A share with a face value of HUF 2,700 million, one series B with a face value of HUF 
100 thousand and one series C with a face value of HUF 4,000 million. The Founder subscribed 
to the series B and C with premium, the amount paid above the face value was registered as 
capital reserve and constitutes part of the own funds of the Bank. The subscribed capital of the 
Bank has no such characteristics - e.g. restricted inclusion - which would make it subject to special 
provisions under the CRR. 

The profit reserve includes the earnings of the Bank affecting previous years, as defined in the 
accounting regulations, other reserves include the general reserve, which grows each year by 10 
per cent of the year-end after-tax earnings. 

Subordinated loan: in the last quarter of 2011 the Founder provided to the Bank a subordinated 
loan of USD 30 million for an indefinite term, which constitutes the additional capital (T2) of the 
Bank. 

In the calculation of own funds there was no item related to which the Bank should have applied 
any restriction stipulated by CRR. 

3. Deductions from the CET1 capital 

The following filters and deductions are applied to the Common Equity Tier 1 capital elements, 
other Tier 1 capital elements, additional capital elements and the own funds of the Bank within the 
meaning of Articles 32-35, 36, 56, 66 and 79 of the CRR:  

- the value of deductions due to intangible assets is HUF 83 million; 

- the Bank shall deduct the amount of the issued Common Equity Tier 1 Capital of its Serbian 
subsidiary according to point i) Section 1 Article 36,  

- however, according to Paragraph 1 Article 48 the Bank is not obliged to deduct more than 
10 % of the investment in case the amount of the investment does not exceed the threshold value 
set in Article 36 Section 2 of the CRR. As the: 

    - total investment into the Serbian subsidiary equaled 4 713 million HUF, 

    - the 10% of the Bank’s Common Equity Tier 1 Capital equaled 1 596 million HUF, 

    - which results in the amount of 3 117 million HUF exceeding 10% of the CET1 capital. 

    - and also results in the limit of 2 266 million HUF according to Article 48 (2) of CRR which 
is greater than the 10% of CET1 capital, therefore, allowing the Bank to deduct 3 117 HUF million 
from CET1 capital. 

   - the remaining amount (equaling 10% of CET 1 capital) is considered as an equity 
exposure with a risk weight of 250%. 

 The calculation of the deductions made from the own funds are outlined in more detail in 
the following table: 
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DIRECT HOLDING OF THE CET1 INSTRUMENTS  
DEDUCTED FROM OWN FUNDS 

 
million HUF 

Line Code  Total 

1.1.1.1. 
   COMMON EQUITY TIER 1 CAPITAL (CET1 Capital) before deduction of the direct 
holdings  

15 956 
 

1.1.1.1.1.       Paid up capital  6 700 

1.1.1.1.2.        Payment above face value (premium) 6 438 

1.1.1.2.     Retained earnings  2 361 

1.1.1.3.    . Other reserve 540 

1.1.1.4.    (-) Other intangible assets  -83 

  Total value of direct holdings 4 713 

  10% of CET1 CAPITAL  1 596 

  Threshold referred to in Section 2, Article 36 ( 17,65 % of CET1 Capital) 2 266 

1.1.1.5. Direct holding deducted from CET1 capital  3 117 

 

During the calculation of own funds the Bank use a conservative approach therefore the Bank does 
not apply the Article 473a of CRR which would allow transitional deductions of the effect of 
implementation of IFRS9.  
 

4. Calculation of capital ratios  
The Bank calculates its capital adequacy ratio according to the rules of CRR.  

Capital requirements (CRR Article 438) 
 
Under the first pillar, the Bank applies the standard method for the calculation of the capital 
requirement belonging to its risks, which is supplemented in the second pillar with the capital 
requirement calculated for additional risks according to the principle of building blocks. In that 
framework, the Bank also provides sufficient capital for country risks. The Bank mainly assumes 
significant exposures in countries belonging to investment category.  
 
The concentration risk is relatively significant, due to the business model of the Bank, however, 
settlement risk and reputation risk are low due to the exceptionally strong position of the Head 
Office.  
 
Since its establishment, the Bank has not obtained actual figures for the measurement of the 
residual risks, since each debtor has fulfilled the obligations according to schedule; therefore, no 
collateral had to be enforced.  
 
When performing its fund raising and lending activities, the Bank strives to keep the applied interest 
bases and re-pricing periods in harmony, and regular stress tests are also concluded in order to 
assess any inherent risks in the repricing mismatches.  
 
The Bank keeps its open FX positions low and by the application of the stress tests developed and 
prescribed by the Supervisory Authority, it continuously measures the losses to be anticipated in 
the case of any extreme movement of FX rates. Owing to the low open positions, the stress tests 
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imply low potential losses. With regard to the characteristics of the Bank, i.e.: 
 

- its own funds constitute 11% of the balance sheet total, and 

- the liquidity position of the parent bank is extremely strong, 

 

the liquidity risk of the Bank is negligible, therefore the Bank has concluded that it would not be 

justified to set aside a significant amount of additional capital to cover liquidity risk. 

 

The strategic decisions are approved by the Owner and as the strategies defined by the Owner 

has a stellar track record in many countries, the Bank does not set aside any separate additional 

capital for strategic risks. 

The risk management system applied by the Bank is suitable and appropriate for the definition, 
quantification and management and monitoring of all the major risks as described in chapter Risk 
Management objectives and policies (CRR Article 435). 
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The exposure values belonging to the individual exposure classes defined in Article 112 of CRR, 
weighted by risk and the appropriate capital requirement calculated at 8 per cent are illustrated by 
the following table:  

 

RISK EXPOSURE OF THE BANK AND THE RELEVANT CAPITAL REQUIREMENT 

million HUF 

Line code Description Value of risk exposure Capital requirement 

1. TOTAL RISK EXPOSURE AMOUNT 81 579 6 526 

1.1. 
_RISK WEIGHTED EXPOSURE AMOUNTS FOR CREDIT RISK, 
COUNTERPARTY RISK AND DILUTION RISK AND FREE 
DELIVERIES 

68 558 5 485 

1.1.1. __Standard approach (SA) 68 558 5 485 

1.1.1.1. ___SA exposure classes excluding securitization positions 68 558 5 485 

1.1.1.1.01. ____Central governments or central banks 0 0 

1.1.1.1.02. ____Regional governments or local authorities 0 0 

1.1.1.1.03. ____Public sector entities 0 0 

1.1.1.1.04. ____Multilateral development banks 0 0 

1.1.1.1.05. ____International organizations 0 0 

1.1.1.1.06. ____Institutions 37 478 2 998 

1.1.1.1.07. ____Corporates 23 294 1 864 

1.1.1.1.08. ____Retail 0 0 

1.1.1.1.09. ____Exposures secured by mortgages on immovable property 338 27 

1.1.1.1.10. ____Non-performing exposures 0 0 

1.1.1.1.11. ____Exposures with outstandingly high risk 0 0 

1.1.1.1.12. ____Secured bonds 0 0 

1.1.1.1.13. 
____Receivables from institutions and companies with a short-
term credit rating 

0 0 

1.1.1.1.14. ____Collective  investment undertakings (CIU) 0 0 

1.1.1.1.15. ____Equity type exposures 3 999 320 

1.1.1.1.16. ____Other items 3 449 276 

1.1.1.2. ___Securitization positions  0 0 

1.2. 
_TOTAL RISK EXPOSURE AMOUNT FOR 
SETTLEMENT/PERFORMANCE RISK 

0 0 

1.3. 
_TOTAL RISK EXPOSURE AMOUNT FOR POSITION, FOREIGN 
EXCHANGE AND COMMODITIES RISK 

1 543 123 

1.4. _TOTAL RISK EXPOSURE AMOUNT FOR OPERATING RISK (OpR) 11 478 918 

1.4.1. __Basic indicator approach applying to operational risk (BIA) 11 478 918 

At the end of 2018 the capital requirement for credit risk exposures stood at 5 485 million HUF, 
foreign exchange rate exposure calculated by the Bank stood at 123 million HUF, and the capital 
requirement on operational risks totaled 918 million HUF.  

The capital adequacy ratio of the Bank as of 31 December 2018 calculated at various levels of 
own funds are (in percentages):  
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• CET1 Capital adequacy ratio 15.74 

• T1 Capital adequacy ratio 15.74 

• Total capital adequacy ratio 26.07 

 
which considerably exceeds the minimum capital requirements, that are 4.5%, 6% and 8% 
respectively. 

Exposure to counterparty credit risk (CRR Article 439) 
 
As of 31 December 2018 the Bank did not have any transactions for which the counterparty risk 
(and therefore, capital requirements) within the meaning of the CRR would have to be calculated. 

For more information with respect to the policies for securing collateral, establishing credit reserves 
and wrong-way risk exposures, see chapter Risk Management objectives and policies (CRR 
Article 435). 

The Bank does not have netting agreements in place. 

The Bank does not conclude credit derivative transactions. 

Capital buffers (CRR Article 440) 
 
As of 31 December 2018 the Bank had no such exposure for which it would have created 
countercyclical capital buffer, therefore the geographical distribution of its credit exposures is not 
relevant regarding this matter. The Bank was not qualified as significant financial institution neither 
globally, nor otherwise therefore it was not required to meet capital buffer requirements under the 
applicable rules of law in force. 

The Bank created a capital buffer amounting to HUF 1 531 million being 1.875 % of its total risk 
weighted assets. 

Indicators of global systemic importance (CRR 441) 
 
The Bank was not qualified as a significant institution at global systemic level. 

Credit risk adjustments, past due and impaired exposures (CRR Article 
442) 
 
The loan portfolio of the Bank is performing, non-restructured, the clients have had no overdue 
obligations to the Bank, similarly to previous years. Due to the accounting changes, namely the 
implementation of IFRS 9, the Bank did recognize impairment on its exposures during 2018, but 
these constituted only modest amount due to the low expected credit losses of its performing 
portfolio. 

The Bank regulates in its internal policies the handling of any problems related to possible late 

payment by the client and deterioration of the quality of the exposures.  
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The Bank will consider an exposure as non-performing 

 

a) if an exposure is in delay for more than 90 days and the delayed part is material; 

b) those exposures, where after examining the financial position of the borrower it may be 

assumed that the borrower will not be able to fully repay his obligations related to the given 

transaction without realization of the collaterals independently whether the exposure is 

overdue or not and how long is it overdue;  

c) exposures, which are qualified as non-performing (defaulted) under Article 178 of the 

REGULATION (EU) No. 575/2013 OF THE EUROPEAN PARLIAMENT AND OF THE 

COUNCIL of 26 June 2013 on prudential requirements for credit institutions and investment 

firms and amending Regulation (EU) No 648/2012 (hereinafter „CRR”);  

d) exposures in case of which impairment loss has been accounted in line with the applied 

accounting standards – accept for those impairment losses, which have been accounted 

based on the principle of prudence and not due to the increased risk.  

e) A credit-impaired financial asset in accordance with International Financial Reporting 

Standard, Appendix A to IFRS 9.  

In the case of corporate customers, the Bank considers the higher of the following two values as 

the threshold value of materiality: 

• the HUF equivalent of CNY 5,500, 
• 2% of the exposure. 
 

Although the Bank is primarily involved in corporate lending, in case of consumer clients the Bank 

considers the higher of the following two values as the threshold value of materiality: 

• the monthly minimum wage – defined by the Hungarian authorities - applicable at the time 
of falling in delay, 

• the installment for one month. 
 
Rating of the transaction and recognition of impairment, formation of provisions 

The Bank takes into account the lending, investment and country risks related to the assets by 
recognizing impairment on the assets and by the reversal thereof and creates risk provision in 
order to cover the incurred interest and exchange rate risks, the risks related to off balance sheet 
liabilities and all other risks. 

Following MNB Decree 39/2016 (X.11.) the Bank renews the rating of its assets at least each 

quarter and will classify them as performing or as non-performing and within each category it will 

separate the restructured assets. The Bank also takes into account IFRS 9 rules and the 

recommendation of the MNB Executive Circular on using macroeconomic information and the 

factors indicating a significant increase in credit risk under the IFRS 9 standard when identifying 

significant increases in credit risk. Although the Bank currently has no NPEs, nor Stage 3 

exposures, it takes into account other related supervisory and regulatory requirements as well, 

namely the relationship of stage 3 exposures under IFRS 9 and the NPEs (non-performing 

exposures under MNB Decree 39/2016 (X. 11.) based on the recommendations set out in the 
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mentioned MNB Executive Circular. 

The Bank follows the prescriptions of IFRS 9 in respect of impairment and provision calculation 
and thus in this framework, the exposures are classified according to stages. The impairment 
calculation under IFRS 9 is based on the concept of expected credit loss (ECL), the calculation of 
which depends on the stage of the exposures. 
 
The three stages under IFRS 9 are the following: 
 
Stage 1: When a loan is originated or purchased. For exposures in this stage, the expected credit 
loss is calculated for a 12-month time horizon. The ECL calculation based on 12-month time 
horizon also extends to existing loans with no significant increase in credit risk since their initial 
recognition. 
 
Stage 2: If and when a loan’s credit risk has increased significantly since initial recognition or if the 
loan meets other qualitative criteria such as 30 days past due or forbearance. For exposures in 
this stage, lifetime ECLs are calculated. 
 
Stage 3: If the loan’s credit risk has increased significantly to a point where it is considered credit-
impaired. In this case, lifetime ECLs are calculated. 
 
As an essential part of credit risk monitoring and impairment / provision calculation the Bank also 
monitors whether there are any significant increases in the credit risk of given transactions / clients 
according to the relevant MNB guideline and the IFRS 9 standard.  
 
The Bank also incorporated forward looking macroeconomic element in the estimation of ECLs.  
 

As mentioned earlier, the Bank is primarily involved in corporate lending, such assets are rated 

at least quarterly. Retail loans are rated monthly in groups by a simplified rating process, the 

basis of which is compliance with the repayment schedule. 

The Bank has no purchased receivables deriving from expired exposures therefore it does not 
assess any dilution risk. 
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The amount of exposures after accounting setoffs and before taking into account the mitigation 

of credit risks and the average value of exposure values, broken down by classes: 

 

BREAKDOWN ACCORDING TO EXPOSURE CLASS AND AVERAGE OF THE 
EXPOSURE VALUES OF THE BANK 

million HUF 

Line 
code 

Description 
Exposure 

value 
Annual 
average 

1. ____Central governments or central banks 22 588 17 048 

2. ____Regional governments or local authorities 0 0 

3. ____Institutions 139 086 105 526 

4. ____Corporates 23 503 22 802 

5. ____Retail 0 0 

6. 
____Exposures secured by mortgages on immovable 
property 

359 325 

7. ____Equity type exposures 1 606 1 580 

8. ____Other items2 3 812 3 352 

  Total 190 953 150 634 

 
Below, the Banks exposures are presented according to exposure classes and different 
segmentation criteria, namely, geographical distribution, sector and maturity. The Bank does not 
have impaired or past due exposure as clients have fulfilled their contractual obligation 
immaculately during 2018 and therefore, such exposures are not presented below. 
 
  

 
2 Including other assets and cash 
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GEOGRAPHICAL DISTRIBUTION OF THE EXPOSURES ACCORDING TO 
MAJOR EXPOSURE CLASSES  

million HUF 
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Central 
governments 
or central 
banks 

756 0 6 928 0 0 0 14 904 0 0 0 0 0 0 22 587 

Institutes 194 57 915 21 19 742 5 514 381 38 112 0 22 202 0 0 0 139 085 

Corporates 15 107 126 0 0 0 0 155 0 0 0 3 909 4 205 0 23 503 

Exposures 
secured by 
mortgages 
on 
immovable 
property 

0 0 0 0 0 0 
359 

 
0 0 0 0 0 0 350 

Equity type 
exposures 

0 0 0 0 0 0 10 0 1 5963 0 0 0 0 1 606 

Other items2 394 0 228 0     3 191 0 0 0 0 0 0 3 812 

 Total 16 450 58 041 7 178 19 742 5 514 18 999 38 112 1 596 22 202 3 909 4 205   190 953 

 
  

 
3 Calculated as 10% of the CET1 Capital of the Bank, while the part of the investment into the Serbian subsidiary that exceeds the 
10% of the Bank’s CET1 capital is deducted from the own funds. 
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    DISTRIBUTION BY SECTORS OF THE EXPOSURES ACCORDING TO 
MAJOR EXPOSURE CLASSES 

 
    

million HUF 
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Central 
governme
nts or 
central 
banks 

8 989 13 598 0 0 0 0 0 0 0 0 0 0 22 588 

Institutes  139 086 0 0 0 0 0 0 0 0 0 0 139 086 

Corporate
s 

0 126 0 19 3 847 3 965 64 4 205 3 854 3 554 3 868 0 23 503 

Exposures 
secured by 
mortgages 
on 
immovabl
e property 

0 0 0 0 0 41 318 0 0 0 0 0 359 

Equity 
type 
exposures 

0 1 606 0 0 0 0 0 0 0 0 0 0 1 606 

Other 
items 

0 0 0 0 0 0 0 0 0 0 0 3 812 3 812 

Total 8 989 154 416 0 19 3 847 4 006 383 4 205 3 854 3 554 3 868 3 812 190 953 

 
As seen from the table above, the Bank’s exposures are mainly concentrated in the financial 
sector standing at 154 416 million HUF. Regarding the real economy, with the exception of the oil 
and gas industry and the chemical industry, the Bank’s exposures stood at around 3000-4000 
million HUF in each industry.  
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CLASSIFICATION OF EXPOSURES ACCORDING TO REMAINING TERM, 
BY MAJOR EXPOSURE CLASSES 

million HUF 

  0-1 year 1-2 years 2-3 years 
3-5 

years 

5-10 

years 

Over 

10 

years 

No 

maturity 
Total 

Central governments or 
central banks 

15 873 0 0 0 0 0 6 715 22 588 

Institutes 71 453 0 0 0 0 0 67 633 139 086 

Corporates 129 75 8 133 6 112 9 038 0 16 23 503 

Exposures secured by 
mortgages on immovable 
property 

41 1 0 2 63 252 0 359 

Equity type exposures 0 0 0 0 0 0 1 606 1 606 

Other items4 0 0 0 0 0 0 3 812 3 812 

 Total 
 

87 495 
 

75 
 

8 133 
 

6 114 
 

9 102 
 

252 
 

79 782 190 953 

As seen from the table above, the vast majority of the Bank’s exposures across all classes were 
either short term (87 495 HUF million) or without maturity (79 782 HUF million). Furthermore, over 
the longer-term, the Bank’s exposures mostly include corporate exposures and exposures secured 
by mortgages. 

Encumbered assets (CRR Article 443) 
 
Recommendation 14/2018. (III.6.) of the National Bank of Hungary on the management of risks 
related to encumbered assets and the disclosure of information on encumbered and 
unencumbered assets has defined the concept of encumbered assets. Under that 
recommendation, an asset should be considered encumbered if it has been encumbered by 
pledge, or is subject to such an agreement, aimed at securing, covering by security, such a 
transaction, or to improve the credit quality of such a transaction, within or outside the balance 
sheet, from which it cannot be withdrawn without restriction. The following tables show the 
unencumbered assets and collateral received, as well as the sources of encumbrance based on 
delegated regulation 2017/2295.  
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Encumbered and unencumbered assets 

Description 
Book value of 
encumbered 

assets 

Fair value of 
the 

encumbered 
assets 

Book value of 
unencumbered 

assets 

Fair value of 
unencumbered 

assets 

Assets 50   193 846   

     Equity type instruments 0 0 4 723   

     Debt securities 0 0 8 989 8 989 

     Other assets 50   180 134   

Among the other unencumbered assets of the Bank, presented in the table above assets that 
would not be deemed as available for encumbrance under the normal course of business 
(intangible assets and other assets such as property and other fixed assets) are also included. 

 
Collateral received 

Description 
Fair value of the encumbered 

collateral received, and own debt 
securities issued 

Fair value of collateral received or 
own debt 

securities issued available for 
encumbrance 

Collateral received by the 
reporting institution 

0 0 

Loans on demand 0 0 

     Equity type instruments 0 0 

     Debt securities 0 0 

     Other collateral 0 0 

Total assets, collateral received, 
and own debt securities issued. 

0 0 

As at 31 December 2018, there were no received securities among the off-balance sheet items of 
the Bank.  

Sources of encumbrance 

 Matching liabilities, contingent 

liabilities or securities lent 

Assets, collateral received, 

and own debt securities issued 

other than covered bonds and 

ABSs encumbered 

Carrying amount of selected 
financial liabilities 

0 50 
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The Bank does not conclude transactions in derivatives that lead to encumbrance and it does not 
conclude securities lending transactions or repurchase agreements. The Bank does not issue 
covered bonds or take part in securitizations. 

The encumbered assets were margin deposits placed by the Bank with other entities of the Bank 
of China Group, in the amount of 50 HUF million, which does not constitute as significant 
encumbrance within the Group. 

Use of external credit assessment institutions (CRR Article 444) 
 
For the definition of the risk weighted asset value, the Bank follows the stipulations of Article 138 
of the CRR. The Bank - similarly to the previous year - applies the credit ratings of Moody’s, 
however, to ensure consistency, it also monitors whether there are significant variations compared 
to the credit ratings of Fitch and S&P external credit assessment institutions.  

The Bank considers the credit quality ratings given by the acknowledged credit rating agency in 
accordance with the standard assignment issued by EBA and applies it to exposures where it is 
relevant. The Bank calculated the risk weighted asset value of its exposures to financial institutions 
as of December 31, 2018 relying on the risk rating issues by the external credit assessment 
institution. 

The Bank keeps HUF denominated discount T-bills issued by the State of Hungary in its portfolio, 
to which a credit risk weight of 0% is applied in accordance with the applicable rule of law.  

Exposure to market risk (CRR Article 445) 
 
During 2018 the Bank kept small open positions in EUR, CZK, GBP, JPY, USD CNY and RSD. 
The Bank performs FX sale and purchase transactions on the order of its clients. The actual open 
positions constitute a negligible amount, totaling 7.26% of own funds at 31 December 2018. 

The daily open FX positions taken by the Bank concerning the various products and currencies 
are individually usually negligible amounts, therefore the Treasury performs the closing of the open 
position - as necessary - in one transaction, when it reaches a marketable amount. 
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EXPOSURE OF THE BANK TO MARKET RISKS AND THEIR CAPITAL 
REQUIREMENTS  

million HUF 

Line 
code 

Description 
Value of risk 

exposure 
Capital 

requirement 

1.3. 
_TOTAL RISK EXPOSURE AMOUNT FOR 
POSITION, FX RATE RISK AND COMMODITY 
RISK 

1 543 
 

123 

1.3.1. 
__Total risk exposure amount for position 
risk, FX rate risk and commodity risk according 
to the standard approach (SA) 

1 543 
 

123 

1.3.1.1. ___Traded debt securities 0 0 

1.3.1.2. ___Equities 0 0 

1.3.1.3. ___FX 
1 543 

 
123 

1.3.1.4. ___Goods 0 0 

1.3.2. 
__Risk exposure for position risk, FX rate risk 
and commodity risk according to the internal 
approach (IA) 

0 0 

Operational risk (CRR Article 446)  
 

1. Risk management principles 
 
Operational risk is the risk of losses resulting from inappropriate internal processes and systems, 
external events or inadequate performance of tasks by personnel, or could also be caused by the 
violation or non-fulfilment of a rule of law, contracts or procedures defined in an internal regulation. 
In the Bank’s interpretation, operational risk includes legal risk but excludes strategic and 
reputational risk.  
 

Operational risk is, therefore a diverse risk that differs in many respects from other risk types as it 
is often characterized by low frequency high loss events. As a result, the management of 
operational risks requires the involvement and commitment of the entire organization. All 
organizational units are involved in managing operational risk and reducing risk levels as needed. 

 

The main risk management instrument for operational risk is the Operational Risk Management 
Policy, which is applicable to all departments, each foreign branch and subsidiary. Foreign 
branches ensure that this regulation is properly incorporated into their own internal rules, in 
accordance with the local law and regulatory requirements. 
 
 The Bank distinguishes the following types of operational risk: 

a) internal fraud, 
b) external fraud, 
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c) employer’s practice and work safety, 
d) client, business practice, marketing and product policy, 
e) damages caused to property and equipment, 
f) disruption of business continuity or system error, and 
g) implementation, fulfillment, process management. 

Events of operational risk may occur independent of other risk types (events of purely operational 
risk nature) or related to other risk types such as market and credit risks, increasing the suffered 
losses. 
 
The operational risk management framework of the Bank follows the principle of comprehensive 
control, adjustment in time, cost-benefit and accountability, all of which are detailed below: 
 

- Comprehensive control:  to minimize the losses deriving from operational risks, operational 
risk management must cover every business process, department and function of the 
Bank, and its implementation is the obligation of every employee. 
 

- Timely adjustment: in the case of changes in the internal environment (changes in the 
business strategy and policies of the Bank) or in the external environment (laws, directives, 
policies, guidelines), the rules and processes operational risk management must be 
simultaneously adjusted in an appropriate manner. 

 
- Cost – benefit principle: The operational risk management measures should accommodate 

the specific business scale, complexity and other characteristics, and seek a reasonable 
balance between the cost and return of risk management outcomes. 

 
- Accountability: an appointed person is responsible for every phase of the operating 

processes. Primarily, the managers of the organizational units are responsible for the 
management of the operational risks belonging to their departments, and they are entitled 
to investigate whether the person responsible for the violation of the rules on operational 
risks can be called to account and they will report every problem or issue to the general 
manager. 

2. Identifying operational risks 

 

The purpose of risk identification is to identify operational risks that could jeopardize the 
achievement of the Bank's business objectives and may even cause significant losses. Proper risk 
identification is essential for quality risk management and therefore, every organizational unit of 
the Bank monitors, evaluates and manages any disturbances, operational risks occurring within its 
own scope of activities. Organizational units are also responsible for preparing and updating the 
process regulations, administrative rules and internal policies as necessary. 

The Bank uses several tools for identifying operational risk: collecting internal and external loss 
data, annual self-assessment, scenario analysis, monitoring and reporting on the development of 
key risk indicators. These tools are designed to cover the full spectrum of expected and 
unexpected events. 

Currently there are no mandatory limits for operational risks, only certain risk limits have been set 
for the main risk indicators, which also incorporate operational risks.  

By assessing the risk levels of the processes, the Bank defines what are the risks carried by any 
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given process and what losses might be caused by the possible deficiencies in that given process. 
The Bank also defines to what extent the embedded controls in the processes or any other checks 
and measures may prevent or mitigate those losses. 

It is an important feature of operational risks that they only partially derive from contracts concluded 
by the Bank (among others for procurements). However, where the source of the operational risk 
is a contract concluded by the Bank, the possible risks must be identified already in the stage of 
preparing the contract, and they must be excluded in the contract in consideration of the cost-
benefit principle. The means for that is the accurate specification of the requirements prior to 
signing the contract. The definition and implementation of minimum service levels promote the 
application of the cost-benefit principle. 

This principle must be applied in the preparation of every major contract, including procurement 
processes, as well. Tendering and asking for offers from several suppliers will help to find the one 
who meets best the demand specification. The means to mitigate the risks inherent in procured 
assets is to agree on warranty and damage compensation obligations concerning the suppliers in 
the procurement agreements. 

Business continuity plans are prepared for the most important processes. 

3. The process of data collection  
 

If any organizational unit detects operational deficiencies, disturbances, losses, it is required to 
record these and report them in a note addressed to the General Manager. If necessary, the 
General Manager will notify the Board of Directors of the Bank on any losses related to operational 
risk and the steps that have been taken or are to be taken. 

In the reporting period the Bank did not suffer any significant operating losses. 

4. Reporting systems and division of responsibilities  
 

The Legal and Compliance Department, as the leading department of operational risk 
management, is responsible for establishing and implementing the bank-wide operational risk 
management framework. It has the following major functions and powers: 

1) Drafting the Bank’s operational risk management regulations, that is approved by the 
Senior Management and the Board of Directors as well, 

2) Assisting other departments in risk identification, assessment, monitoring, control or 
mitigation and reporting, 

3) Building and organizing the implementation of risk management methods as well as the 
procedures for reporting of bank-wide operational risk; 

4) Developing the basic control standards applicable to the whole bank; 

5) Providing training on operational risk management to each department; 

6) Presenting operational risk reports to the Senior Management, the Board of Directors 
and to the Head Office on a regular basis. 
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Risk and Control Committee 

In the aspect of operational risk management, the RCCO is responsible for maintaining the Bank’s 
operational risk management framework, assessing the effectiveness, identifying any weaknesses 
and making decisions on relevant improvement measures and supervising the implementation of 
these measures. 

The Board of Directors and the Supervisory Board ensure that the Senior Management has the 
authority to effectively identify, assess, monitor, control or mitigate operational risks and that the 
Internal Audit regularly examines operational risk related policies and their implementation. 

The Internal Audit Department regularly examines and assesses the operation of the Bank’s 
operational risk management policies, conduct independent assessment on newly issued policies, 
oversee the implementation of these policies and report the assessment on the operational 
effectiveness to the Supervisory Board with the copy to Senior Management and Auditing 
Department of Head Office. 

5. Determination of capital requirements. 
 

The Bank uses the basic indicator approach to quantify the operating risk. In the case of this 
approach the own funds requirement related to operational risk corresponds to 15 per cent of the 
three-year average of the applicable relevant indicators. At the end of the fiscal year the institutions 
must calculate the three-year average of the applicable indicator based on the actual data of the 
last three periods of 12 months, which in the case of the Bank, amounted to 918 million HUF as of 
31 December 2018. 
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The following table illustrates the calculation of the capital requirement of operational risk:  

 

ELEMENTS OF THE APPLICABLE INDICATOR AND THE 
CAPITAL REQUIREMENT OF OPERATIONAL RISK 

million HUF 

Line code Description 2016 2017 2018 

1 
Interest receivable and similar 

income 
3 870 921 1471 

2 
Interest payable and similar 

charges 
498 926 765 

3 
Income from shares and other 

variable/fixed-yield securities 
0 0 0 

4 Commissions/fees receivable 290 1 708 1774 

5 Commissions/fees payable 52 174 23 

6 
Net profit or net loss on financial 

operations 
99 29 253 

7 Other operating income  2 533 4 795 3058 

A Relevant indicators total 6 242 6 353 5769 

B 
THREE-YEAR AVERAGE OF 
THE RELEVANT INDICATOR 

6121 

C 
CAPITAL REQUIREMENT OF 
THE OPERATIONAL RISK 

918 

Exposures in equities not included in the trading book (CRR Article 447) 
 
At the end of the year 2018 the Bank had equity exposure in Garantiqa Hitelgarancia Zrt., - the 
book value of which is HUF 10 million. The share of the Bank in the subscriber capital of Garantiqa 
Hitelgarancia Zrt., is 0.1276%. The Bank classified its investment as performing. 

The book value of the investments of the Bank into its Serbian subsidiary was HUF 4,713 Million 
as of December 31, 2018. 

The Bank does not have exposure in equities that are classified as exchange-traded. 

During the year 2018 the Bank did not purchase or sell investments, accordingly, it did not have 
any profit or loss realized from its investments. 
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Exposure to interest rate risk on positions not included in the trading 
book (CRR Article 448) 
 
The liabilities of the Bank in addition to its shareholder’s equity and subordinated loan capital 
received from the Owner consist mainly of short-term client deposits or short-term  borrowings 
from members of the BOC Group, therefore it is a basic principle of the interest risk management 
policy of the Bank that the Bank manages its interest rate risks in a preventive manner, in general 
it does not engage in placements with a fixed interest for any term longer than three months, unless 
it can finance such placements with a source that has the same term and also bears a fixed interest 
rate. The Bank usually applies an interest base that follows market movements (HUF: BUBOR, 
EUR: EURIBOR, USD: LIBOR, CNY: HIBOR). 

The Bank measures its interest rate risk on an annual basis in the framework of ICAAP. With regard 
to the fact that the clients place their deposits for a very short term (often payment is only made to 
the current account, without a term deposit), therefore in 2018 the Bank continuously kept a 
significant volume of liquid assets in liquid securities (e.g. discount treasury bills). The Bank 
accepts if its clients prepay their outstanding loans, the negative interest impact of which is 
mitigated by reducing the funds raised by it from members of the BoC Group, i.e. it pays less 
interest for the liabilities. 

Following the recommendation of the Supervisory Authority, the calculation of the internal capital 
requirement of the interest rate risk is based on a presumed interest shock of 200 basis points in 
the case of exposures denominated in the currency of G10 countries. The stress test applies the 
same method to the HUF positions, but the Bank applies 300 basis points to measure of the interest 
rate shock. 

If the standard interest rate shock on the interest rate risk of the banking book indicates a potential 
decrease of over 20% of the own funds of the Bank, then the Bank will take the necessary actions 
in order to reduce its interest rate risk exposure. 

Exposure to securitization positions (CRR Article 449) 
 
The Bank does not have any securitized positions and therefore, it has no obligation of disclosure 
concerning CRR Article 449. 

Remuneration policy (CRR Article 450) 
 

The Bank's Remuneration Policy is in line with the business strategy and risk tolerance, objectives, 
values and long-term interests, and it’s aim is to refrain the Management and employees from 
taking excessive risks. It also incorporates measures to avoid conflicts of interest. 

1. Process of decision-making regarding the remuneration policy 

The remuneration policy is reviewed, re-assessed and if necessary, amended at least annually by 
the Bank. The Supervisory Board is responsible for the timely review, the adequacy of the 
remuneration policy and ensures its consistency with the overall risk strategy of the Bank and 
compliance with the relevant regulatory requirements. The aim of the policy is to regulate the fixed 
and variable remuneration of the employees by setting clear rules and to define incentives which 
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do not result in excessive risk taking or other behavior conflicting with the interests of the Bank. 

The process for the review of the remuneration policy and the determination of the level of variable 
remuneration is as follows: 

The Bank’s Internal Audit Department examines the Remuneration Policy and its implementation 
annually and reports to the Supervisory Board and to the parent company’s Internal Audit 
Department. 

Other internal control functions (Legal and Compliance Department, Risk Management 
Department) together with the Administration Department (HR function) also take part in the review 
of the Policy and make recommendations accordingly. 

Based on the report of the Internal Audit and on the inputs and recommendations of the 
Management and the control functions the Supervisory Board reviews the remuneration policy and 
if necessary, makes amendments. 

Furthermore, based on point 47 of the MNB guideline on remuneration policies, external experts 
are also included in the process of reviewing the application of the remuneration policy and the 
appropriateness of the performance indicators. The indicator values are annually validated by an 
external expert as prescribed in Government Decree 131/2011. (VII. 18.) Article 7 (5). 

In the financial year 2018, the Supervisory Board held one meeting concerning remuneration and 
besides minor changes to the remuneration policy, the policy was modified to more clearly define 
the responsibilities of other relevant internal corporate and control functions (HR Function, Legal 
and Compliance department) during the review of the remuneration policy. 

The Bank did not reach those indicators that would have made it obligatory to set up a 
remuneration committee; therefore, the Bank did not establish such a committee. 

The payment of variable remuneration is contingent on the Bank being profitable. The actual 
amount of variable remuneration is subject to approval by both the Head Office and the Board of 
Directors of the Bank. 

2. Remuneration components 

In the Bank, the remuneration consists of a fixed part, additional benefits/allowances and variable 
part (bonus) as detailed later in this section. The fixed and variable remuneration is regulated in 
the aforementioned remuneration policy, while for additional benefits, the Bank has a separate 
plan. 

In case of the Management, both the annual amount and the ratio of fixed and performance-based 
remuneration is established by the Board of Directors, while in case of all other individuals 
belonging to the group of Specified Persons the Management is entitled to decide on such ratio. 

According to the Remuneration Policy, the annual amount of the performance-based remuneration 
payable to an individual shall not exceed 100% of the individual’s annual fixed remuneration. In 
2018 the current ratio of fixed and performance-based remuneration is 50% for the whole group of 
Specified Persons, which means that maximum 50% of the individual’s annual fixed remuneration 
may be paid as performance-based remuneration. 

In line with the policy of the Owner, the Bank has no share option program, all performance-based 
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remuneration is paid in cash and no shares or share-linked instruments are provided to employees, 
nor to Specified Persons. Besides the variable remuneration in cash, the Bank therefore has no 
variable component schemes in place. 

Fixed remuneration 

Fixed remuneration is the fixed part of the salary – not linked to the performance of the Bank’s 
entity-, business unit- or individual-level targets. Fixed remuneration reflects the individual’s 
relevant professional experience and organizational responsibility as set out in his/her job 
description. 

Except for the case of the Management, the monthly base salary is agreed upon by the CEO (as 
the person being entitled to exercise employer’s rights) and the employee and fixed in the individual 
employment contracts. The monthly base salary of the members of the Management is set by the 
Board of Directors. The fixed remuneration of the members of the Board of Directors and of the 
members of the Supervisory Board is set by the Owner (Head Office HR Department). 

Allowances / Benefits 

The scope of such allowances forms part of routine employment/executive packages and contain 
inter alia the following benefits: hot meal, mobile phone SIM card, school-start support, company 
car for selected employees,, gift vouchers for different occasions and quarterly, BKK travel passes, 
small value gift for celebrations, dinner and taxi cost reimbursement in case of late overtime, key-
position based special allowances, and different type of allowances and cost reimbursements for 
expats (posted employees) based on guidelines of the Owner. 

Within the guidelines of the Owner, the Management approves the scope of allowances and the 
group of individuals who may receive them. The Bank considers allowances as fixed remuneration 
and their amount does not depend on performance. 

Performance-based (variable) remuneration. 

Performance-based remuneration is based on both the long-term profitability and the evaluation of 
the individual’s contribution to the results of the Bank. Performance is measured at Bank, 
department and individual level. It is subject to the fulfilment of predefined requirements and is 
payable only in cases when the Bank’s financial situation is sustainable and the performance of 
the Bank, the Bank’s unit and of the individual enable such payment.  

The performance measures include KPIs relating to the individual as well as collective performance 
on the business unit or the Bank level. Remuneration is most importantly linked to the objectives 
of the business unit, with consideration to the Bank’s overall performance. For individual 
performance non-financial factors are also considered, such as expertise, personal development, 
compliance with both internal policies and regulatory requirements, commitment and contribution 
to the performance of the team. The Bank however, ensures that employees working in control 
functions (risk management, compliance, internal audit) are independent from the business units, 
that they have appropriate authority and that they are remunerated in accordance with the 
achievement of the objectives linked to their functions, regardless the performance of the business 
areas they oversee. 

For the year 2018 the Bank’s Remuneration Policy determined detailed performance criteria for 
bonus payment for the Specified Persons. The evaluation of each Specified Person is based on 
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financial and non-financial criteria and takes into account the achievements – if possible – of three 
years. Being a non-listed financial institution, the Bank determined its performance measures in 
accordance with Section 7 of the Government Decree (No. 131/2011 (VII.18.)). Besides the 
performance criteria determined according to the aforementioned Government Decree, the status 
of AML implementation by the Bank was added to the performance criteria, as the Bank places a 
strong emphasis on the compliance with the prevailing regulatory requirements. 

3. Risk adjustments 

The Bank uses ex ante risk adjustment and to the deferred part of the performance-based 
remuneration ex post risk adjustment.  

Ex-ante risk adjustment is a method used by the Risk Management Department in the course of 
the award process, which allows taking account of the full range of existing and/or potential risks 
related to the activity pursued by the Bank.  

Ex-post risk adjustment is carried out by the Financial Management Department in order to ensure 
the consistency between the performance-based remuneration and the risks assumed by the 
Bank, which also enforces the impact of the risks that may have been ignored by the ex-ante risk 
adjustment or that have arisen after the ex-ante risk adjustment. 

The payment of the deferred instalments may take place after the ex post risk adjustment based 
on the evaluation of entity-level and individual performances. 

Malus and clawback 

The Bank has also established malus and clawback provisions in order to enhance the ex post risk 
adjustment process and to avoid any excessive risk taking of the specified persons. In case the 
profitability of the Bank is decreasing primarily due to the fact that a Specified Person undertook 
excessive risk, then his/her performance-based remuneration would be decreased or even 
cancelled. 

Furthermore, should the Bank suffer significant losses in its capital, the amount of the performance-
based remuneration for the actual year may be decreased or cancelled, and stricter rules for 
appraisal of performance may be applied.  

Additionally, the performance-based remuneration would be cancelled, and/or the earlier paid 
bonus may be reclaimed if the Specified Person is involved in criminal act, serious breach of code 
of conduct and other internal rules, fraud or great negligence, which significantly lowered the 
profitability or the reputation of the Bank. 

Deferrals – vesting 

The deferred part of the performance-based remuneration of specified persons constitutes 40.1% 
of the total variable remuneration. 

The deferral period in respect of the deferred part of the performance-based remuneration is 3 
years, in line with Article 94 (1) lit. m) of CRD IV, with Section 233 of the MNB Recommendation 
and with the definition laid down in Section 8 (1) point 1 of the Government Decree. The deferred 
payments are made in three equal amounts over the course of this 3-year period starting no sooner 
than 12 months after the end of the respective financial year. 
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Before paying out the deferred part, a reassessment of the performance and, if necessary, the ex 
post risk adjustment is performed. 

During the entire deferral period of 3 years the impacts occurring meanwhile in connection with the 
activity of the Specified Persons during the performance period is considered, and depending on 
those, the amount of the remuneration subject to deferred payment should be reduced if it is 
deemed necessary. Such ex post risk adjustment is performed by the Financial Management 
Department that informs the Administration Department (HR function) of the results.  

4. Specified persons 

The scope of specified persons is determined in line with Section 117 (2) of the Banking Act and 
with EU Regulation No. 604/2014 and MNB Guideline 3/2017. (II.9.). During the financial year 
2018, there were no changes in the list of specified persons compared to 2017. The following 
individuals qualify as Specified Persons under this Policy:  

a) members of the Board of Directors and members of the Supervisory Board, 

b) the executive officers (i.e. the CEO, the Deputy CEOs and the Assistant CEOs, altogether 
referred to as the “Management”) and 

c) the Chief Compliance Officer, the Chief Risk Officer, the heads of Financial Management 
Department, the Risk Management Department and the Legal and Compliance Department, as 
well as the Head of Internal Audit Department, 

since, given the Bank’s organizational and governance structure, only the persons mentioned 
above are entitled to make final decisions on risk taking on behalf of the Bank (even if they delegate 
the related preparatory activities) or have significant influence on risk control. In 2018, there was 
no change in the number of identified Specified Persons. 

All five members of the Management simultaneously constitute the Management of Bank of China 
(Hungária) Zrt. and Bank of China Limited Hungarian Branch under multiple employment contracts 
as permitted by Article 195 of the Hungarian Labor Code. In the related labor contracts – based 
on Article 195 (2) of the Hungarian Labor Code - the parties agreed that Bank of China Limited 
Hungarian Branch will make the salary payments for the members of the Management. Members 
of the Board of Directors and Supervisory Board do not receive any performance-based 
remuneration for their activities in this capacity. 

No person received any remuneration at the Bank that would equal or exceed the amount of one 
million euros. 

5. The amount of fixed and variable remuneration paid during 2018 

Total remuneration of all employees 

In the year 2018, the total number of staff was 85 (including inactive staff) in Bank of China 
(Hungary) Close Ltd, and 16-16 persons in Prague and Vienna branches. The Bank spent a total 
of HUF 2.740 million on salaries and other staff related expenditures, within which wages and 
bonuses totaled HUF 2.350 million and other personal related payments HUF 390 million. 
Furthermore, in the year 2018, HUF 283 million – 133 million in Hungary, 69 million in Czech 
branch and 81 million in Austrian branch - bonus was paid to the employees of the Bank as variable 
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remuneration. 

 

Remuneration of specified persons 

Below, quantitative information is provided in respect of the actual remuneration paid by the Bank 
for 2018. As the Bank has no Investment Banking nor Asset Management business areas, these 
are not shown in the tables below. 

in HUF million Commercial Bank Corporate Functions Independent control 

functions 

Senior management 9.1 0 0 

Employees whose actions 

have a material impact on 

the risk profile of the Bank 

38.1 102.2 19.4 

Total remuneration of specified persons broken down by functions 

As seen in the table above, the total remuneration of specified persons equaled HUF 169 million 
of which – detailed in the table below – HUF 165 million was fixed remuneration and HUF 4 million 
was variable remuneration. The specified persons were also entitled to deferred payments in the 
amount of HUF 1 million of which HUF 0.5 million is to be paid in the second year and HUF 0.5 
million in the third. No acquired entitlement was subsequently adjusted. 

 

Data in HUF 
million 

Number of 
beneficiaries 

Fixed 
remuneration 

Variable 
remuneration 

(cash only) 

Outstanding deferred 
payments 

Deferred 
remuneration 

awarded, 
paid out and 

reduced 
through 

performance 
adjustments 

Of 

which 

vested 

Of which 

unvested 

Senior 

Management 

14 9 0 0 0 0 

Employees 

whose actions 

have a material 

impact on the 

risk profile of 

the Bank 

4 156 4  3 0 

Total remuneration of specified persons broken down by remuneration type 
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Sign-on and severance payments 

During the year 2018, no severance payments or sign on payments were made. 

Leverage (CRR Article 451) 
 

Pursuant to CRR Article 429, the leverage ratio shall be calculated as an institution's capital divided 

by that institution's total exposures and shall be expressed as a percentage. The capital measure 

shall be the Tier 1 capital. Total exposure is the sum of the exposure values of all assets and off-

balance sheet items not deducted from Tier I capital. 

In the case of the, Bank the options described in CRR Article 499 paragraphs (2) and (3) are 

not applicable, therefore in the case of the Bank the leverage indicator calculated by the 

application of the fully introduced concept of the Tier I capital is the same as the leverage 

indicator calculated by the application of the temporary concept of the Tier I capital. 

Based on the calculation methods outlined above, the Bank leverage ratio – using both the 

fully phased-in definition of Tier 1 capital and the transitional definition of Tier 1 capital – stood 

at 6,7% at the end of 2018. 
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The following table shows how the leverage indicator of the Bank is calculated:  
 

LEVERAGE RATIO CALCULATION 

  million HUF 

Description LR exposure 

Exposure Values   

__Off-balance sheet items with a 10% Credit Conversion Factor in 
accordance with Article 429(10) of the CRR 

0 

__Off-balance sheet items with a 20% Credit Conversion Factor in 
accordance with Article 429(10) of the CRR 

25 

__Off-balance sheet items with a 50% Credit Conversion Factor in 
accordance with Article 429(10) of the CRR 

28 

__Off-balance sheet items with a 100% Credit Conversion Factor in 
accordance with Article 429(10) of the CRR 

74 

__Other Assets 193 896 

__Other Adjustments (investment in subsidiary and intangible 
assets) 

-3 200 

__Total Leverage Ratio exposure - using a fully phased-in 
definition of Tier 1 capital 

190 824 
 

__Total Leverage Ratio exposure - using a transitional definition of 
Tier 1 capital 

190 824 
 

Capital   

__Tier 1 capital - fully phased-in definition 
12 839 

 

__Tier 1 capital - transitional definition 
12 839 

 

Leverage Ratio   

__Leverage Ratio - using a fully phased-in definition of Tier 1 
capital 

6,7% 
 

__Leverage Ratio - using a transitional definition of Tier 1 capital 
6,7% 

 

As of 31 December 2018 the Bank had no open derivative transaction. Other off-balance-sheet 

items included HUF 201 million guarantee provided and HUF 41 million credit line not drawn 

and HUF 16 million letters of credit, which portfolios are identical with the data provided in the 

explanatory notes of the published annual financial report. The difference between other assets 

and the full asset value published in the financial report derives from intangible assets and 

investment into the Serbian Subsidiary deducted from the own funds. 

At present there is no stipulation for the minimum level of the capital leverage indicator. In 

Europe compliance with the 3% value is assessed, therefore the Bank also considers this as 

the minimum level. Considering the fact that the capital leverage indicator of the Bank 

considerably exceeds 3%, therefore the Bank currently does not plan any immediate steps in 

order to reduce its capital leverage risk. If the capital leverage indicator decreases to or below 

the 4.5% alarm level in any quarter, the Management Body of the Bank will take the necessary 

steps to handle the capital leverage risk, which is mainly aimed at the reduction of the risk 

exposures by the sale of assets. 
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In 2018 the following had impact on the leverage indicator: 

• we have considered the value of the exposures without intangible assets and 

the investment into the Serbian subsidiary, since their value was deducted in the 

calculation of the Tier I capital; 

• the amount of the Tier I capital was increased by the audited profit and the 

general reserve formed at the end of the year. 

 

The complete disclosure template on the leverage ratio can be found in Annex III of this 

document. 

Use of the IRB Approach to credit risk (CRR Article 452) 

 

The Bank does not calculate the risk-weighted exposure amounts under the IRB Approach 

therefore it has no disclosure obligation in respect of Article 452 of the CRR. 

Use of credit risk mitigation techniques (CRR Article 453) 
 
Policies and processes for, and the use of netting by the Bank. 
 
The Bank does not apply on-balance or off-balance sheet netting. 
 
 
Policies and processes for collateral valuation and management. 
 

When accepting and evaluating collateral received from customers, the precautionary principle 
should be used to determine the value of the collateral. The following prerequisites must be 
considered when accepting and evaluating collateral: 

• If a security is involved as collateral, it should be deposited as a deposit with a member of 
the Group. 

• The status of the security/collateral should be clear in all cases. 

• The collateral should always be legally enforceable. 
• In case of bank guarantees and debt securities issued by banks, a valid country and bank 

limit set up by the Head Office for the issuer of the guarantee/security is a prerequisite in 
order to handle the transaction in the simplified local approval process and to consider the 
risk weight of the guarantor for the capital calculation. 

 

The Bank regularly evaluates the assets offered or stipulated in the contracts serving the purpose 
of risk mitigation, both in the decision making process and during monitoring (at least annually). 
Additionally, the Bank regularly ensures that the collaterals supporting the deal are available, keep 
their value and are enforceable. In those cases, when any material changes in the existence, value 
(due to unforeseen reasons) and enforceability of the collateral happen, the Bank reconsiders the 
collateral value of the given collateral. In cases the modified collateral value does not cover all the 
possibly arising and preliminarily expected losses of the deal, the Bank may request additional 
collaterals.  

The Bank establishes the collateral value of the assets serving to mitigate the risk based on the 
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market value and applies a multiplier, which also considers the effects of the FX rate changes. 
 

Main types of collaterals taken by the Bank 
 
The scope of acceptable collateral is governed by internal rules and procedures in accordance 
with applicable legislation. The Bank does not enter into credit derivative transactions and has no 
securitization positions. The main types of collaterals accepted by the Bank are the following: 

 
Credit risk mitigating tools provided in advance 
The Bank is mainly applying margin cash deposits or time deposits as credit risk mitigating tools 
provided in advance. 
 
Credit risk mitigating tools not provided in advance 

From the eligible credit risk mitigating tools not provided in advance, the Bank is often relying on 
received guarantees, preferring the guarantees provided by a member of the BoC Group or the 
guarantees of organizations having limit with the Head Office.  

 
Mortgages 
In case of mortgages taken as collateral the basis of the collateral evaluation is the evaluation 
made by an external accredited appraiser within the previous 90 days. The Bank is entitled to 
downward revise the market value provided by the independent expert. The Bank reviews the 
market value of both residential and non-residential properties at least annually and pays attention 
to the liquidation value of the asset given by the independent appraiser. 
 

The following tables provide information on the market risk and on risk concentration related to 
credit risk mitigating tools not provided in advance. 

The main types of guarantor and their creditworthiness 

Based on the Bank’s internal rules, the issuers of the guarantees received must have a 
counterparty limit of sufficient size for the entire duration of the transaction, and the guarantee 
must suffice a number of criteria -e.g. relating to maturity and currency – therefore, the Bank does 
not apply volatility adjustments.  

Information on the main types of guarantors and their creditworthiness is presented in the table 
below. 

Guarantor Rating (Moody’s) 

Bank of China Limited Baa1 
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Qualitative information on credit risk mitigating tools 

 

NET EXPOSURE AFTER CREDIT RISK MITIGATION (CRM) 
SUBSTITUTION EFFECTS  

million HUF 

Line 
code 

Description  
Exposure 
value 

1. ____Central governments or central banks 22 588 

2. ____Regional governments or local authorities 0 

3. ____Institutions 139 212 

4. ____Corporates 23 302 

5. ____Retail 0 

6. ____Exposures secured by mortgages on immovable property 359 

7. ____Equity type exposures 1 606 

8. ____Other items 3 887 

  Total 190 953 

 

 

 

CRM TECHNIQUES WITH SUBSTITUTION EFFECTS ON THE 
EXPOSURES 

million HUF 

Line 
code 

Description Guarantees 
Credit 

derivative 

Credit risk 
mitigating 
tools not 

provided in 
advance 

 

Total 

1. ____Corporates 201   201 

  Total 201   201 

 

 

Use of the Advanced Measurement Approaches to operational risk (CRR 
Article 454) 
 

The Bank does not use Advanced Measurement Approaches in respect of operational risks, 
therefore it has no disclosure obligation based on Article 454 of the CRR. 
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Use of Internal Market Risk Models (CRR Article 455) 
 

The Bank does not use internal models in respect of market risks, therefore it has no disclosure 
obligation based on Article 455 of the CRR. 

 
This Report has been approved by Board of Directors of the Bank on 31 May 2019.  
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Annex I – Capital instruments’ main features 
 

Capital instruments main features template 

1 Issuer 
Bank of China (Hungária) 

Zrt. 
Bank of China (Hungária) 

Zrt. 
Bank of China (Hungária) 

Zrt. 

2 
Unique identifier (eg CUSIP, ISIN or Bloomberg 
identifier for private placement) 

HU0000075775 HU0000071683 HU0000119060 

3 Governing law(s) of the instrument Hungarian Hungarian Hungarian 

  Regulatory treatment       

4 Transitional CRR rules Common Equity Tier 1 Common Equity Tier 1 Common Equity Tier 1 

5 Post-transitional CRR rules Common Equity Tier 1 Common Equity Tier 1 Common Equity Tier 1 

6 
Eligible at solo/(sub-)consolidated/ solo&(sub-
)consolidated 

Solo Solo Solo 

7 
Instrument type (types to be specified by each 
jurisdiction) 

Share Share Share 

8 
Amount recognized in regulatory capital (Currency in 
million, as of most recent reporting date) 

1374 Million HUF 2700 Million HUF 9064 Million HUF 

9 Nominal amount of instrument 0,1 Million HUF 2700 Million HUF 4000 Million HUF 

9a Issue price 7 Million USD 10 Million USD 40 Million USD 

9b Redemption price N/A N/A N/A 

10 Accounting classification Shareholders' equity Shareholders' equity Shareholders' equity 

11 Original date of issuance 2005.05.18 2004.11.23 2013.10.09 

12 Perpetual or dated Perpetual Perpetual Perpetual 

13 Original maturity date N/A N/A N/A 

14 Issuer call subject to prior supervisory approval N/A N/A N/A 

15 
Optional call date, contingent call dates and 
redemption amount 

N/A N/A N/A 

16 Subsequent call dates, if applicable N/A N/A N/A 

  Coupons / dividends       

17 Fixed or floating dividend/coupon Floating Floating Floating 

18 Coupon rate and any related index N/A N/A N/A 

19 Existence of a dividend stopper No No No 

20a 
Fully discretionary, partially discretionary or 
mandatory (in terms of timing) 

N/A N/A N/A 

20b 
Fully discretionary, partially discretionary or 
mandatory (in terms of amount) 

N/A N/A N/A 

21 Existence of step up or other incentive to redeem N/A N/A N/A 

22 Noncumulative or cumulative N/A N/A N/A 

23 Convertible or non-convertible N/A N/A N/A 

24 If convertible, conversion trigger(s) N/A N/A N/A 

25 If convertible, fully or partially N/A N/A N/A 

26 If convertible, conversion rate N/A N/A N/A 

27 If convertible, mandatory or optional conversion N/A N/A N/A 

28 
If convertible, specify instrument type convertible 
into 

N/A N/A N/A 

29 
If convertible, specify issuer of instrument it 
converts into 

N/A N/A N/A 
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Capital instruments main features template 

30 Write-down features N/A N/A N/A 

31 If write-down, write-down trigger(s) N/A N/A N/A 

32 If write-down, full or partial N/A N/A N/A 

33 If write-down, permanent or temporary N/A N/A N/A 

34 
If temporary write-down, description of write-up 
mechanism 

N/A N/A N/A 

35 
Position in subordination hierarchy in liquidation 
(specify instrument type immediately senior to 
instrument) 

N/A N/A N/A 

36 Non-compliant transitioned features N/A N/A N/A 

37 If yes, specify non-compliant features N/A N/A N/A 
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Annex II – Own funds disclosure 
 

OWN FUNDS DISCLOSURE TEMPLATE 
    

  Own funds disclosure template   
Regulation (EU) No 
575/2013 Article 
Reference 

Common Equity Tier 1 (CET1) capital: instruments and reserves     

1 Capital instruments and the related share premium accounts   26 (1), 27, 28, 29 

  of which: Instrument type 1 13 138 EBA list 26 (3) 

  of which: Instrument type 2   EBA list 26 (3) 

  of which: Instrument type 3   EBA list 26 (3) 

2 Retained earnings 2 361 26 (1) (c) 

3 Accumulated other comprehensive income (and other reserves)   26 (1) 

3a Funds for general banking risk 540 26 (1) (f) 

4 
Amount of qualifying items referred to in Article 484 (3) and the related share premium 
accounts subject to phase out from CET1 

  486 (2) 

5 Minority interests (amount allowed in consolidated CET1)   84 

5a Independently reviewed interim profits net of any foreseeable charge or dividend   26 (2) 

6 Common Equity Tier 1 (CET1) capital before regulatory adjustments 16 039 Sum of rows 1 to 5a 

Common Equity Tier 1 (CET1) capital: regulatory adjustments     

7 Additional value adjustments (negative amount)   34, 105 

8 Intangible assets (net of related tax liability) (negative amount) -83 36 (1) (b), 37 

9 Empty set in the EU     

10 
Deferred tax assets that rely on future profitability excluding those arising from temporary 
differences (net of related tax liability where the conditions in Article 38 (3) are met) (negative 
amount) 

  36 (1) (c), 38, 

11 Fair value reserves related to gains or losses on cash flow hedges   33(1) (a) 

12 Negative amounts resulting from the calculation of expected loss amounts   36 (1) (d), 40, 159 

13 Any increase in equity that results from securitized assets (negative amount)   32 (1) 

14 Gains or losses on liabilities valued at fair value resulting from changes in own credit standing   33(1) (b) 

15 Defined-benefit pension fund assets (negative amount)   36 (1) (e), 41 

16 Direct and indirect holdings by an institution of own CET1 instruments (negative amount)   36 (1) (f), 42 

17 
Direct, indirect and synthetic holdings of the CET 1 instruments of financial sector entities 
where those entities have reciprocal cross holdings with the institution designed to inflate 
artificially the own funds of the institution (negative amount) 

  36 (1) (g), 44 

18 
Direct, indirect and synthetic holdings by the institution of the CET1 instruments of financial 
sector entities where the institution does not have a significant investment in those entities 
(amount above 10% threshold and net of eligible short positions) (negative amount) 

  
36 (1) (h), 43, 45, 46, 49 
(2) (3), 79 

19 
Direct, indirect and synthetic holdings by the institution of the CET1 instruments of financial 
sector entities where the institution has a significant investment in those entities (amount 
above 10% threshold and net of eligible short positions) (negative amount) 

-3 117 
36 (1) (i), 43, 45, 47, 48 (1) 
(b), 49 (1) to (3), 79 

20 Empty set in the EU     

20a 
Exposure amount of the following items which qualify for a RW of 1250%, where the institution 
opts for the deduction alternative 

  36 (1) (k) 

20b of which: qualifying holdings outside the financial sector (negative amount)   36 (1) (k) (i), 89 to 91 

20c of which: securitization positions (negative amount)   
36 (1) (k) (ii), 243 (1) (b), 
244 (1) (b),258 

20d of which: free deliveries (negative amount)   36 (1) (k) (iii), 379 (3) 

21 
Deferred tax assets arising from temporary differences (amount above 10% threshold, net of 
related tax liability where the conditions in Article 38 (3) are met) (negative amount) 

  36 (1) (c), 38, 48 (1) (a) 

22 Amount exceeding the 15% threshold (negative amount)   48 (1) 

23 
of which: direct and indirect holdings by the institution of the CET1 instruments of financial 
sector entities where the institution has a significant investment in those entities 

  36 (1) (i), 48 (1) (b) 
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  Own funds disclosure template   
Regulation (EU) No 
575/2013 Article 
Reference 

24 Empty set in the EU     

25 of which: deferred tax assets arising from temporary differences   36 (1) (c), 38, 48 (1) (a) 

25a Losses for the current financial year (negative amount)   36 (1) (a) 

25b Foreseeable tax charges relating to CET1 items (negative amount)   36 (1) (l) 

27 Qualifying AT1 deductions that exceed the AT1 capital of the institution (negative amount)   36 (1) (j) 

28 Total regulatory adjustments to Common Equity Tier 1 (CET1) -3 200 
Sum of rows 7 to 20a, 21, 
22 and 25a to 27 

29 Common Equity Tier 1 (CET1) capital 12 839 Row 6 minus row 28 

Additional Tier 1 (AT1) capital: instruments     

30 Capital instruments and the related share premium accounts   51, 52 

31 of which: classified as equity under applicable accounting standards     

32 of which: classified as liabilities under applicable accounting standards     

33 
Amount of qualifying items referred to in Article 484 (4) and the related share premium 
accounts subject to phase out from AT1 

  486 (3) 

34 
Qualifying Tier 1 capital included in consolidated AT1 capital (including minority interests not 
included in row 5) issued by subsidiaries and held by third parties 

  85, 86 

35 of which: instruments issued by subsidiaries subject to phase out   486 (3) 

36 Additional Tier 1 (AT1) capital before regulatory adjustments 0 
Sum of rows 30, 33 and 
34 

Additional Tier 1 (AT1) capital: regulatory adjustments     

37 Direct and indirect holdings by an institution of own AT1 instruments (negative amount)   52 (1) (b), 56 (a), 57 

38 
Direct, indirect and synthetic holdings of the AT1 instruments of financial sector entities where 
those entities have reciprocal cross holdings with the institution designed to inflate artificially 
the own funds of the institution (negative amount) 

  56 (b), 58 

39 
Direct, indirect and synthetic holdings of the AT1 instruments of financial sector entities where 
the institution does not have a significant investment in those entities (amount above 10% 
threshold and net of eligible short positions) (negative amount) 

  56 (c), 59, 60, 79 

40 
Direct, indirect and synthetic holdings by the institution of the AT1 instruments of financial 
sector entities where the institution has a significant investment in those entities (net of 
eligible short positions) (negative amount) 

  56 (d), 59, 79 

41 Empty set in the EU     

42 Qualifying T2 deductions that exceed the T2 capital of the institution (negative amount)   56 (e) 

43 Total regulatory adjustments to Additional Tier 1 (AT1) capital 0 Sum of rows 37 to 42 

44 Additional Tier 1 (AT1) capital 0 Row 36 minus row 43 

45 Tier 1 capital (T1 = CET1 + AT1) 12 839 Sum of row 29 and row 44 

Tier 2 (T2) capital: instruments and provisions     

46 Capital instruments and the related share premium accounts 8 428 62, 63 

47 
Amount of qualifying items referred to in Article 484 (5) and the related share premium 
accounts subject to phase out from T2 

  486 (4) 

48 
Qualifying own funds instruments included in consolidated T2 capital (including minority 
interests and AT1 instruments not included in rows 5 or 34) issued by subsidiaries and held by 
third parties 

  87, 88 

49 of which: instruments issued by subsidiaries subject to phase out   486 (4) 

50 Credit risk adjustments   62 (c) & (d) 

51 Tier 2 (T2) capital before regulatory adjustments 8 428   

Tier 2 (T2) capital: regulatory adjustments     

52 
Direct and indirect holdings by an institution of own T2 instruments and subordinated loans 
(negative amount) 

  63 (b) (i), 66 (a), 67 

53 
Holdings of the T2 instruments and subordinated loans of financial sector entities where those 
entities have reciprocal cross holdings with the institution designed to inflate artificially the 
own funds of the institution (negative amount) 

  66 (b), 68 
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54 
Direct and indirect holdings of the T2 instruments and subordinated loans of financial sector 
entities where the institution does not have a significant investment in those entities (amount 
above 10% threshold and net of eligible short positions) (negative amount) 

  66 (c), 69, 70, 79 

55 
Direct and indirect holdings by the institution of the T2 instruments and subordinated loans of 
financial sector entities where the institution has a significant investment in those entities (net 
of eligible short positions) (negative amount) 

  66 (d), 69, 79 

56 Empty set in the EU     

57 Total regulatory adjustments to Tier 2 (T2) capital 0 Sum of rows 52 to 56 

58 Tier 2 (T2) capital 8 428 Row 51 minus row 57 

59 Total capital (TC = T1 + T2) 21 267 Sum of row 45 and row 58 

60 Total risk weighted assets     

Capital ratios and buffers     

61 Common Equity Tier 1 (as a percentage of total risk exposure amount) 16% 92 (2) (a) 

62 Tier 1 (as a percentage of total risk exposure amount) 16% 92 (2) (b) 

63 Total capital (as a percentage of total risk exposure amount) 26% 92 (2) (c) 

64 

Institution specific buffer requirement (CET1 requirement in accordance with article 92 (1) (a) 
plus capital conservation and countercyclical buffer requirements, plus systemic risk buffer, 
plus systemically important institution buffer expressed as a percentage of risk exposure 
amount) 

1,875% 
CRD 128, 129, 130, 131, 
133 

65 of which: capital conservation buffer requirement  1,875%   

66 of which: countercyclical buffer requirement 0%   

67 of which: systemic risk buffer requirement 0%   

67a. 
of which: Global Systemically Important Institution (G-SII) or Other Systemically Important 
Institution (O-SII) buffer 

0%   

68 Common Equity Tier 1 available to meet buffers (as a percentage of risk exposure amount) 13% CRD 128 

69 [non relevant in EU regulation]     

70 [non relevant in EU regulation]     

71 [non relevant in EU regulation]     

Amounts below the thresholds for deduction (before risk weighting)     

72 
Direct and indirect holdings of the capital of financial sector entities where the institution does 
not have a significant investment in those entities (amount below 10% threshold and net of 
eligible short positions) 

  
36 (1) (h), 46, 45 56 
(c),59,60 66 (c),69,70 

73 
Direct and indirect holdings by the institution of the CET1 instruments of financial sector 
entities where the institution has a significant investment in those entities (amount below 10% 
threshold and net of eligible short positions) 

1 596 36 (1) (i), 45, 48 

74 Empty set in the EU     

75 
Deferred tax assets arising from temporary differences (amount below 10% threshold, net of 
related tax liability where the conditions in Article 38 (3) are met) 

  36 (1) (c), 38, 48 

Applicable caps on the inclusion of provisions in Tier 2     

76 
Credit risk adjustments included in T2 in respect of exposures subject to standardized approach 
(prior to the application of the cap) 

  62 

77 Cap on inclusion of credit risk adjustments in T2 under standardized approach   62 

78 
Credit risk adjustments included in T2 in respect of exposures subject to internal ratings-based 
approach (prior to the application of the cap) 

  62 

79 Cap for inclusion of credit risk adjustments in T2 under internal ratings-based approach   62 

Capital instruments subject to phase-out arrangements (only applicable between 1 Jan 2014 and 1 Jan 2022)   

80  Current cap on CET1 instruments subject to phase out arrangements   484 (3), 486 (2) & (5) 

81  Amount excluded from CET1 due to cap (excess over cap after redemptions and maturities)   484 (3), 486 (2) & (5) 

82  Current cap on AT1 instruments subject to phase out arrangements   484 (4), 486 (3) & (5) 

83  Amount excluded from AT1 due to cap (excess over cap after redemptions and maturities)   484 (4), 486 (3) & (5) 

84 Current cap on T2 instruments subject to phase out arrangements   484 (5), 486 (4) & (5) 

85 Amount excluded from T2 due to cap (excess over cap after redemptions and maturities)   484 (5), 486 (4) & (5) 
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Annex III – Leverage ratio disclosure 
 

CRR LEVERAGE RATIO — DISCLOSURE TEMPLATE 

     

  Reference date 2018.12.31 

  Entity name 
Bank of China  
(Hungary) Ltd. 

  Level of application Individual 
   

Table LRSum: Summary reconciliation of accounting assets and leverage ratio exposures  

   

    Applicable Amount 

1 Total assets as per published financial statements 193 896 

2 
Adjustment for entities which are consolidated for accounting purposes but are outside the 
scope of regulatory consolidation 

  

3 
(Adjustment for fiduciary assets recognized on the balance sheet pursuant to the applicable 
accounting framework but excluded from the leverage ratio total exposure measure in 
accordance with Article 429(13) of Regulation (EU) No 575/2013) 

  

4 Adjustments for derivative financial instruments   

5 Adjustment for securities financing transactions (SFTs)   

6 
Adjustment for off-balance sheet items (i.e. conversion to credit equivalent amounts of off-
balance sheet exposures) 

128 

EU-6a 
(Adjustment for intragroup exposures excluded from the leverage ratio total exposure measure 
in accordance with Article 429(7) of Regulation (EU) No 575/2013) 

  

EU-6b 
(Adjustment for exposures excluded from the leverage ratio total exposure measure in 
accordance with Article 429(14) of Regulation (EU) No 575/2013) 

  

7 Other adjustments -3 200 

8 Leverage ratio total exposure measure 190 824 
   

Table LRCom: Leverage ratio common disclosure  

   

    
CRR leverage ratio 

exposures 

  

On-balance sheet exposures (excluding derivatives and SFTs) 

1 
On-balance sheet items (excluding derivatives, SFTs and fiduciary assets, but including 
collateral) 

193 896 

2 (Asset amounts deducted in determining Tier 1 capital) -3 200 

3 
Total on-balance sheet exposures (excluding derivatives, SFTs and fiduciary assets) 
(sum of lines 1 and 2) 

190 696 

  

Derivative exposures 

4 
Replacement cost associated with all derivatives transactions (i.e. net of eligible cash variation 
margin) 

  

5 Add-on amounts for PFE associated with all derivatives transactions (mark-to-market method)   

EU-5a Exposure determined under Original Exposure Method   

6 
Gross-up for derivatives collateral provided where deducted from the balance sheet assets 
pursuant to the applicable accounting framework 

  

7 
(Deductions of receivables assets for cash variation margin provided in derivatives 
transactions) 

  

8 (Exempted CCP leg of client-cleared trade exposures)   

9 Adjusted effective notional amount of written credit derivatives   

10 (Adjusted effective notional offsets and add-on deductions for written credit derivatives)   
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11 Total derivatives exposures (sum of lines 4 to 10)   

  

SFT exposures 

12 
Gross SFT assets (with no recognition of netting), after adjusting for sales ac counting 
transactions 

  

13 (Netted amounts of cash payables and cash receivables of gross SFT assets)   

14 Counterparty credit risk exposure for SFT assets   

EU-14a 
Derogation for SFTs: Counterparty credit risk exposure in accordance with Articles 429b(4) 
and 222 of Regulation (EU) No 575/2013 

  

15 Agent transaction exposures   

EU-15a (Exempted CCP leg of client-cleared SFT exposure)   

16 Total securities financing transaction exposures (sum of lines 12 to 15a)   

  

Other off-balance sheet exposures 

17 Off-balance sheet exposures at gross notional amount 258 

18 (Adjustments for conversion to credit equivalent amounts) -130 

19 Other off-balance sheet exposures (sum of lines 17 and 18) 128 

  

Exempted exposures in accordance with Article 429(7) and (14) of Regulation (EU) No 575/2013 (on and off balance sheet) 

EU-19a 
(Intragroup exposures (solo basis) exempted in accordance with Article 429(7) of Regulation 
(EU) No 575/2013 (on and off balance sheet)) 

  

EU-19b 
(Exposures exempted in accordance with Article 429 (14) of Regulation (EU) No 575/2013 (on 
and off balance sheet)) 

  

  

Capital and total exposure measure 

20 Tier 1 capital 12 839 

21 Leverage ratio total exposure measure (sum of lines 3, 11, 16, 19, EU-19a and EU-19b) 190 824 

  

Leverage ratio 

22 Leverage ratio 6,7% 

Choice on transitional arrangements and amount of derecognized fiduciary items 

EU-23 Choice on transitional arrangements for the definition of the capital measure "Fully phased in" 

EU-24 
Amount of derecognized fiduciary items in accordance with Article 429(11) of Regulation (EU) 
No 575/2013 

  

Table LRSpl: Split-up of on balance sheet exposures (excluding derivatives, SFTs and exempted exposures) 

    
CRR leverage ratio 

exposures 

EU-1 
Total on-balance sheet exposures (excluding derivatives, SFTs, and exempted exposures), of 
which: 

190 696 

EU-2 Trading book exposures   

EU-3 Banking book exposures, of which: 190 696 

EU-4 Covered bonds   

EU-5 Exposures treated as sovereigns 22 588 

EU-6 
Exposures to regional governments, MDB, international organisations and PSE not 

treated as sovereigns 
  

EU-7 Institutions 139 086 

EU-8 Secured by mortgages of immovable properties 318 

EU-9 Retail exposures   

EU-10 Corporate 23 286 

EU-11 Exposures in default   

EU-12 Other exposures (eg equity, securitisations, and other non-credit obligation assets) 5 418 
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1 

Description of the 
processes used to 
manage the risk of 
excessive leverage 

 In Europe compliance with the 3% value is assessed, therefore the Bank also considers this as the 
minimum level. Considering the fact that the capital leverage indicator of the Bank considerably exceeds 
3%, therefore the Bank currently does not plan any immediate steps in order to reduce its capital 
leverage risk. If the capital leverage indicator decreases to or below the 6% alarm level in any quarter, the 
Management Body of the Bank will take the necessary steps to handle the capital leverage risk, which is 
mainly aimed at the reduction of the risk exposures by the sale of assets. 

2 

Description of the 
factors that had an 
impact on the leverage 
Ratio during the period 
to which the disclosed 
leverage Ratio refers 

 In 2018 the following had impact on the leverage indicator: 
• we have considered the value of the exposures without intangible assets and the investment 
into the Serbian subsidiary, since their value was deducted in the calculation of the Tier I capital; 
• the amount of the Tier I capital was increased by the audited profit and the general reserve 
formed at the end of the year. 

 


