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In 2012, the Bank further strengthened its 
comprehensive risk management, to continuously 
enhance the capability, quality and effi ciency of 
risk management. It actively strengthened risk 
prevention and control in response to changes in the 
macroeconomic environment. The Bank continued 
to build a precise, streamlined and proactive 
risk management and internal control system by 
optimising risk management methods and procedures.

The Bank’s core risk management objective is to 
optimise capital allocation and maximise shareholders’ 
interests within the context of a prudent risk appetite 
and in compliance with the requirements of regulatory 
authorities and the expectations of depositors and 
other interested parties. The Bank strictly maintained 
a moderate risk appetite and achieved a balance 
between risk and return according to the principles of 
being rational, stable and prudent.

The risk management framework of the Bank is 
comprised of the Board of Directors and its Risk 
Policy Committee, the Risk Management and Internal 
Control Committee (which is in charge of the Anti-
Money Laundering Committee, the Securities 
Investment and Management Committee and the 
Asset Disposal Committee), the Risk Management 
Unit, the Financial Management Department and 
other related departments. The Board of Directors 
of the Bank is responsible for approving the overall 
risk management strategy and risk appetite, and 
supervising senior management in its implementation 
of the strategy. The senior management is responsible 
for implementing the risk management strategy, risk 
preferences and policies determined by the Board 
of Directors, as well as monitoring the risks arising 
from the Bank’s business undertakings. Dedicated 
departments within the risk management function are 
responsible for the daily management of various risks, 
including identifying, measuring, monitoring, reporting 
and controlling those risks. The Bank manages risk 
at the branch level through a vertical management 
model, manages risk at the business department 
level through a window management model, 
representatives its risk management requirements 
and manages risk at the subsidiaries level through the 
subsidiaries’ boards of directors and their risk policy 
committees.

Credit Risk Management

Closely following changes in the macroeconomic 
and fi nancial situation and changes to regulatory 
requirements, the Bank further improved its credit risk 
management policies, pushed forward the adjustment 
of its credit structure, reinforced the management of 
credit asset quality and took a proactive and forward-
looking stance on risk management.

The Bank continuously optimised its credit structure. 
With the aim of advancing strategic implementation, 
optimising the credit structure and balancing 
risks, capital and return, the Bank stepped up the 
application of the New Basel Capital Accord and 
improved the management of its credit portfolios. 
Meanwhile, in line with the government’s macro-
control measures and industrial policies, the Bank 
put in place guidelines for industrial lending and 
implemented three-year plans for its industrial policies 
so as to fully support the building of an industrial 
policy system.

The Bank strengthened its credit asset quality 
management. Adhering to the general principle of 
“stabilising quality through pragmatic and forward-
looking management”, the Bank kept a close 
eye on changes in the economic situation, built a 
risk management accountability system for major 
customers, intensifi ed efforts to exit or reduce loans 
to potential high-risk customers and enhanced the 
supervision of asset quality in key areas. The Bank 
has already developed a comprehensive asset quality 
monitoring and management system covering post-
lending management, risk classifi cation, the reporting 
of material risk events and regular risk investigation.

In terms of corporate banking, the Bank further 
strengthened risk identifi cation and control in key 
fi elds, strengthened the management of loans 
to LGFVs, strictly controlled the gross scale and 
preference of loans through limit management, and 
regulated the management of newly increased loans, 
exited loans and existing loans to LGFVs. The Bank 
earnestly implemented the government’s macro-
control policies and regulatory measures in the real 
estate sector and enhanced its follow-up studies on 
such policies and the market. It conducted stress 
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testing on real estate sector loans, examined risks in 
a timely manner and controlled the concentration risk 
arising from large-scale real estate enterprises.

In terms of personal banking, the Bank further 
improved its management policies for personal 
business loans and personal credit guarantee partners. 
It also strictly implemented differentiated policies for 
personal housing mortgage loans, resulting in the 
healthy development of its personal housing mortgage 
loan business. The Bank monitored and analysed 
personal credit asset quality on a regular basis, 
continuously utilised an early warning and suspension 
mechanism for personal loans and strengthened risk 
control on personal credit.

The Bank closely monitored the quality of its overseas 
credit assets and further emphasised country risk 
management for potentially high-risk countries and 
regions.

The Bank also stepped up the collection and 
disposal of NPLs with a focus on innovating disposal 
modes, improving disposal effi ciency and refi ning 
the accountability mechanism. With emphasis on 
effi ciency, the Bank improved the centralisation, 
delicacy and professionalism in off-balance sheet 
assets such as written-off bad debts’ management 
and disposal. In order to improve its professional 
collateral management, the Bank strengthened 
the management of loans extended to borrowers’ 
counterparties, enhanced and improved the building 
and operation of the Collateral Assessment Centre, 
and continuously advanced internal assessment and 
value re-inspection of collaterals.

The Bank comprehensively enhanced its risk 
management expertise. It has built competence 
and qualifi cation models for staff engaged in 
customer rating, risk classifi cation, credit approval 
and credit execution, enhanced the qualifi cations 
and professional capabilities of risk management 
practitioners and expedited the training of specialist 
employees through independently developed courses.

The Bank measured and managed the quality of its 
credit assets based on the Guideline for Loan Credit 
Risk Classifi cation issued by CBRC, which requires 

Chinese commercial banks to classify loans into the 
following fi ve categories: pass, special-mention, 
substandard, doubtful and loss, among which 
loans classifi ed as substandard, doubtful and loss 
are regarded as NPLs. In order to optimise delicacy 
management of its credit asset risk, the Bank uses a 
13-tier risk classifi cation criterion for corporate loans 
to domestic companies and dynamically adjusts credit 
assets in response to major changes in risk status. 
In 2012, the Head Offi ce and tier-one branches 
continued to take charge of approving and certifying 
the classifi cation of corporate loan risk on a centralised 
basis for domestic branches of the Bank. In addition, 
the Bank strengthened the management of loan 
terms, set stricter standards for loan classifi cation, 
gradually improved monitoring methods and strived 
to build an asset quality monitoring system combining 
post-lending management, risk classifi cation, material 
risk event reporting and regular risk investigation. The 
Bank emphasised the dynamic tracking of customers 
in the real estate, photovoltaic and shipbuilding 
sectors so as to refl ect risk status in a timely manner, 
adjust risk classifi cation in due course and therefore 
effectively prevent concentrated risk. The Guideline 
for Loan Credit Risk Classifi cation is also applicable to 
overseas operations of the Bank. However, the Bank 
will classify credit assets in line with local applicable 
rules and requirements if they are stricter.

As at the end of 2012, the Group’s NPLs totalled 
RMB65.448 billion, representing an increase of 
RMB2.174 billion compared with the prior year-
end. The NPL ratio decreased to 0.95%, down 0.05 
percentage point compared with the prior year-end. 
The Group’s allowance for impairment losses on loans 
and advances was RMB154.656 billion, representing 
an increase of RMB14.980 billion from the prior 
year-end. The coverage ratio of allowance for loan 
impairment losses to NPLs was 236.30%, up 15.55 
percentage points from the prior year-end. NPLs of 
domestic institutions totalled RMB62.756 billion, an 
increase of RMB1.830 billion compared with the prior 
year-end. The domestic NPL ratio decreased to 1.13%, 
down 0.04 percentage point compared with the prior 
year-end. The Group’s outstanding special-mention 
loans amounted to RMB207.535 billion, an increase 
of RMB15.031 billion compared with the prior year-
end, accounting for 3.02% of total outstanding loans, 
down 0.01 percentage point from the prior year-end.



57 2012 Annual Report

Management Discussion and Analysis — Risk Management

Five-category Loan Classifi cation

Unit: RMB million, except percentages
As at 31 December 2012 As at 31 December 2011

Items Amount % of total Amount % of total
Group
 Pass 6,591,713 96.03% 6,087,036 95.97%
 Special-mention 207,535 3.02% 192,504 3.03%
 Substandard 28,643 0.42% 26,153 0.41%
 Doubtful 24,276 0.35% 24,584 0.39%
 Loss 12,529 0.18% 12,537 0.20%
Total 6,864,696 100.00% 6,342,814 100.00%
NPLs 65,448 0.95% 63,274 1.00%
Domestic
 Pass 5,300,574 95.36% 4,966,201 95.33%
 Special-mention 195,352 3.51% 182,567 3.50%
 Substandard 27,210 0.49% 24,964 0.48%
 Doubtful 23,254 0.42% 23,621 0.45%
 Loss 12,292 0.22% 12,341 0.24%
Total 5,558,682 100.00% 5,209,694 100.00%
NPLs 62,756 1.13% 60,926 1.17%

Migration Ratio

Unit: %
Items 2012 2011 2010
Pass 2.61 2.56 2.02
Special-mention 15.31 12.94 5.13
Substandard 44.55 55.42 23.05
Doubtful 8.48 5.68 15.66

In accordance with International Accounting 
Standard No. 39 (“IAS 39”), loans and advances to 
customers are considered impaired, and allowances 
are made accordingly, if there is objective evidence 
of impairment resulting in a measurable decrease in 
estimated future cash fl ows from loans and advances. 
As at the end of 2012, the Group reported identifi ed 
impaired loans of RMB65.455 billion, an increase of 
RMB2.149 billion compared with the prior year-end. 
The Group’s impaired loans to total loans ratio was 
0.95%, a decrease of 0.05 percentage point from 

the prior year-end. Domestic institutions reported 
identifi ed impaired loans of RMB62.844 billion, an 
increase of RMB1.685 billion compared with the prior 
year-end. The domestic impaired loans to total loans 
ratio decreased by 0.04 percentage point to 1.13% 
from the prior year-end. The Bank’s operations in 
Hong Kong, Macau, Taiwan and other countries 
reported identifi ed impaired loans of RMB2.611 billion 
and impaired loans to total loans ratio of 0.20%, 
up RMB0.464 billion and 0.01 percentage point 
compared with the prior year-end, respectively.

Movement of Identifi ed Impaired Loans

Unit: RMB million
Items 2012 2011 2010
Group
Balance at the beginning of the year 63,306 63,876 76,006
Increase during the year 28,246 20,804 20,780
Reduction during the year (26,097) (21,374) (32,910)
Balance at the end of the year 65,455 63,306 63,876
Domestic
Balance at the beginning of the year 61,159 62,211 73,680
Increase during the year 26,387 19,726 20,020
Reduction during the year (24,702) (20,778) (31,489)
Balance at the end of the year 62,844 61,159 62,211
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The Bank continued to focus on controlling borrower concentration risk and was in full compliance with regulatory 
requirements on borrower concentration.

Unit: %

Main regulatory ratios
Regulatory 

standard
As at 31 

December 2012
As at 31 

December 2011
As at 31 

December 2010
Loan concentration ratio of the largest 
 single borrower 10 2.6 3.1 2.9
Loan concentration ratio of the ten 
 largest borrowers 50 16.9 18.9 20.2

Notes:

1 Loan concentration ratio of the largest single borrower = total outstanding loans to the largest single borrower/net regulatory 
capital

2 Loan concentration ratio of the ten largest borrowers = total outstanding loans to the top ten borrowers/net regulatory capital

For more information regarding loan classifi cation, the classifi cation of identifi ed impaired loans and allowance for 
loan impairment losses, please refer to Notes V.16 and VI.3 to the Consolidated Financial Statements.

The following table shows the top ten individual borrowers as at 31 December 2012:

Unit: RMB million, except percentages

Industry
Outstanding 

loans
% of 

total loans
Customer A Water conservancy, environment and public facilities management industry 25,542 0.37%
Customer B Manufacturing 21,862 0.32%
Customer C Water conservancy, environment and public facilities management industry 20,000 0.29%
Customer D Mining 17,900 0.26%
Customer E Power, mining and agriculture 15,987 0.23%
Customer F Transportation and logistics 14,341 0.21%
Customer G Business, services 13,911 0.20%
Customer H Business, services 12,763 0.19%
Customer I Production and supply of electric power, gas and water 12,365 0.18%
Customer J Transportation and logistics 12,308 0.18%

Loans and Identifi ed Impaired Loans by Currency

Unit: RMB million
As at 31 December

2012 2011 2010

Items Loans
Impaired 

loans Loans
Impaired

 loans Loans
Impaired

 loans
Group
RMB 5,246,944 52,301 4,775,494 50,541 4,149,806 54,583
Foreign currency 1,617,752 13,154 1,567,320 12,765 1,510,815 9,293
Total 6,864,696 65,455 6,342,814 63,306 5,660,621 63,876
Domestic
RMB 5,069,127 52,226 4,634,915 50,056 4,127,410 54,359
Foreign currency 489,555 10,618 574,779 11,103 631,175 7,852
Total 5,558,682 62,844 5,209,694 61,159 4,758,585 62,211

The Bank makes adequate and timely allowances 
for impairment losses in accordance with prudent 
and authentic principles. Allowances for impairment 
losses on loans consist of individually assessed and 
collectively assessed allowances. Please refer to Notes 
II.4 and VI.3 to the Consolidated Financial Statements 
for further discussion of the accounting policy in 
relation to allowances for impairment losses.

In 2012, the Group’s impairment losses on loans and 
advances stood at RMB19.086 billion, a decrease 
of RMB0.186 billion compared with the prior year, 
and the credit cost was 0.29%, a decrease of 0.03 
percentage point compared with the prior year. Of 
this, domestic institutions registered impairment 
losses on loans and advances of RMB17.812 billion, a 
decrease of RMB1.115 billion compared with the prior 
year, and the credit cost was 0.33%, a decrease of 
0.05 percentage point compared with the prior year.
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Market Risk Management

The Bank continued to intensify market risk 
monitoring and early warning at the Group level and 
improved the market risk management in trading book 
and banking book. Through the implementation of 
the New Basel Capital Accord, the Bank continuously 
optimised its limit structure and risk monitoring 
process, hence further enhancing the Group’s market 
risk management.

In line with the principle of centralised management, 
the Bank intensifi ed risk monitoring and analysis 
of the Group’s overall trading business, improved 
market risk management of the trading business of 
domestic and overseas branches and subsidiaries, 
and refi ned monitoring and information reporting 
system. It improved the market risk limit framework, 
expanded limit coverage, and strengthened limit 
monitoring, early warning and reporting. In addition, 
the Bank enhanced its forward-looking market analysis 
and proactive risk management by closely following 
regulatory and market development. For more details 
regarding market risks, please refer to Note VI.4 to the 
Consolidated Financial Statements.

The Bank continued to upgrade the IT system of 
internal model approach (“IMA”) for market risk at the 
Group level, boosted new fi nancial markets business 
and met the latest consolidation requirements as set 

forth in the Administrative Measures for the Capital 
of Commercial Banks (Trial). It also completed the 
biennial comprehensive validation of internal models, 
ensuring the accuracy of IMA measurement. The IMA 
system for market risk won the Silver Award in the 
Banking Technological Development Awards hosted by 
PBOC.

The Bank assessed the interest rate risk in the banking 
book mainly through analysis of interest rate re-pricing 
gaps, made timely adjustments to the structure of 
assets and liabilities based on changes in the market 
situation, and controlled the fl uctuation of net interest 
income within an acceptable level. Meanwhile, it also 
conducted quantitative assessment on the investment 
banking risks in the banking book through value at 
risk (“VaR”), stress testing and sensitivity indicators, 
in full consideration of the infl uence of risks on 
the bond price. It further reinforced the centralised 
management of the Group’s bond portfolio and built 
a uniform mechanism for managing the risk appetite 
and risk profi le of its subsidiaries’ bond investments 
through the Securities Investment and Management 
Committee. The Bank conducted stress tests related to 
the European debt crisis and developed corresponding 
risk emergency plans. In addition, the Bank adjusted 
its bond investment strategy in a timely manner 
and strengthened the risk management on bond 
investments.

Assuming that the yield curves of all major currencies were to shift up or down 25 basis points in parallel, the 

Group’s banking book sensitivity analysis of net interest income on major currencies is as follows7:

Unit: RMB million
As at 31 December 2012 As at 31 December 2011

Items RMB USD HKD RMB USD HKD

Up 25 bps (1,193) (78) (226) (2,184) 301 43

Down 25 bps 1,193 78 226 2,184 (301) (43)

In terms of the management of exchange rate risk, the Bank sought to achieve currency matching between fund 
source and application and managed exchange rate risk through timely settlement, hence effectively controlling 
foreign exchange exposure.

7 This analysis is based on the approach prescribed by CBRC, which includes all off-balance sheet positions. It is presented for 

illustrative purposes only, and is based on the Group’s gap position as at the end of 2012 without taking into account any change 

in customer behavior, basis risks or any prepayment options on debt securities. The table has only shown the potential impact on 

the Group’s net interest rates moving up or down 25 basis points.



602012 Annual Report

Management Discussion and Analysis — Risk Management

Liquidity Risk Management

The scale, structure and maturity of the Bank’s 

assets and liabilities are determined according to the 

principle of balanced development. In order to achieve 

the appropriate balance of “liquidity, safety and 

profi tability”, the Bank enhanced asset liquidity and 

fi nancing resource stability and maintained liquidity at 

a reasonable level.

The Bank enhanced its forward-looking capability on 

liquidity risk management by paying close attention 

to changes in the domestic and overseas economic 

situation and capital conditions in the market, 

establishing a comprehensive liquidity risk limit 

indicators and early warning system and optimising 

its rolling cash fl ow forecast mechanisms. The Bank 

refi ned the Group’s fi nancing strategy so that the core 

deposit absorption was intensifi ed and the stability of 

fi nancing resources was improved. The Bank seized 

the opportunity presented by lower interest rates in 

overseas markets to expand the funding source and 

optimise its funding source structure.

The Bank conducted quarterly liquidity stress testing 

to evaluate its liquidity risk tolerance under different 

distressed scenarios. The testing results showed that 

the Bank has adequate ability to mitigate stress in 

distressed scenarios.

As at the end of 2012, the Bank’s liquidity position, 

as shown in the table below, met regulatory 

requirements (Liquidity ratio is the indicator of the 

Group’s liquidity; excess reserve ratio and inter-bank 

ratios are the indicators of liquidity of the Bank’s 

domestic operations):

Unit: %

Major regulatory ratios
Regulatory 

standard
As at 31 

December 2012
As at 31 

December 2011
As at 31 

December 2010
Liquidity ratio RMB 25 49.8 47.0 43.2

Foreign currency 25 65.2 56.2 52.2
Excess reserve ratio RMB – 3.2 2.9 2.1

Foreign currency – 27.7 24.3 14.6
Inter-bank ratio Inter-bank borrowings ratio 8 1.6 0.82 1.00

Inter-bank loans ratio 8 2.6 2.25 1.08

Notes:

1 Liquidity ratio = current assets/current liabilities. Liquidity ratio is calculated in accordance with the relevant provisions of PBOC 

and CBRC

2 RMB excess reserve ratio = (reserve in excess of the mandatory requirements + cash)/(balance of deposits + remittance payables)

3 Foreign currency excess reserve ratio = (reserve in excess of the mandatory requirements + cash + due from banks and due from 

overseas branches and subsidiaries)/balance of deposits

4 Inter-bank borrowings ratio = total RMB inter-bank borrowings from other banks and fi nancial institutions/total RMB deposits

5 Inter-bank loans ratio = total RMB inter-bank loans to other banks and fi nancial institutions/total RMB deposits
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Liquidity gap analysis is one of the methods used by the Bank to assess liquidity risk. Liquidity gap results are 

periodically calculated and monitored and used for sensitivity analysis and stress testing. As at the end of 2012, the 

Bank’s liquidity gap situation was as follows (For details of the liquidity position, please refer to Note VI.5 to the 

Consolidated Financial Statements.):

Unit: RMB million
Items As at 31 December 2012 As at 31 December 2011

Overdue 13,178 12,777

On demand (4,299,722) (3,886,641)

Up to 1 month 771,977 625,317

1–3 months (inclusive) (224,823) (407,214)

3–12 months (inclusive) 378,843 372,733

1–5 years (inclusive) 1,339,994 1,418,664

Over 5 years 2,882,095 2,621,501

Total 861,542 757,137

Note: Liquidity gap = assets that mature in a certain period – liabilities that mature in the same period

Reputational Risk Management

The Bank implemented the Guidelines for Reputational 

Risk Management of Commercial Banks formulated 

by CBRC and followed its policy on reputational 

risk management. It stepped up the consolidated 

management of reputational risk and improved 

reputational risk management processes, regularly 

conducting judgement, identifi cation, assessment 

and control of reputational risk and exploring the 

capital measurement of reputational risk. The Bank 

closely monitored, reported and responded to relevant 

public opinions and dealt effectively with reputational 

risk events. The Bank actively strengthened brand 

marketing and communications with clients through 

new social media. It organised reputational risk 

management training at the Group level, cultivated 

a reputational risk management culture, and tried to 

construct a long-acting prevention mechanism for 

reputational risk.

Internal Control and Operational Risk 
Management

Internal Control

The Board of Directors, the senior management and 

their special committees earnestly performed their 

duties regarding internal control and supervision, 

emphasised risk early warning and prevention and 

improved its forward-looking capability on internal 

control.

Branches, business departments and staff at various 

levels of the Bank are the Group’s fi rst line of defence 

of internal control, responsible for internal control 

when undertaking business development. Alongside 

the transformation of corporate fi nancial businesses in 

its branch outlets, the Bank continuously streamlined 

business processes and improved operational rules and 

post-restriction mechanisms in its branch outlets, to 

increase their mid-event risk control capability.
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The Risk Management Unit and the business 

management departments are the second line of 

defence of internal control. They are responsible for 

the overall planning of internal control policies, and 

for directing, examining, monitoring and assessing the 

work of the fi rst line of defence. The Bank established 

and implemented a risk management accountability 

system with a focus on key areas, businesses and 

staff. It carried out risk investigations, strengthened 

rectifi cations and accountability system, improved 

the emergency response mechanism, reinforced the 

management of key businesses and key employees 

and supervised and directed the fi rst line of defence 

in its exercise of self-control. The Bank intensifi ed 

data analysis and conducted targeted inspections 

by making full use of its massive data system so as 

to strengthen the enforcement of the fi rst line of 

defence.

The Bank’s internal audit function is the third line 

of defence of internal control. It fully performed 

this role by dynamically assessing and improving 

the appropriateness and effectiveness of the Bank’s 

risk management, internal control and corporate 

governance. The Bank vigorously promoted 

transformation and improvements of its internal audit 

function, accelerated risk response at the Group level, 

continued to reinforce the audit and supervision of 

the Bank’s strategically critical and highly regulated 

business lines and institutions and strengthened 

the inspection and assessment of the Group’s 

comprehensive risk management and internal control, 

so as to continuously build and enhance a long-acting 

internal control mechanism and support the Group’s 

development.

The Bank continued to push forward the 

implementation of the Basic Standard for Enterprise 

Internal Control and relevant guides, prepared 

and released the Work Plan for Implementation of 

Internal Control Standard in 2012, launched and 

applied internal control policies, mechanisms, tools 

and systems within the Group, and provided more 

guidance to overseas institutions and subsidiaries 

on implementation of internal control. Emphasis 

was placed on developing and applying information 

technology, enhancing the Bank’s ability to predict risk 

and promoting automatic, delicate and professional 

internal control.

The Bank established and implemented a systematic 

fi nancial accounting policy system in accordance 

with the relevant accounting laws and regulations. 

Accordingly, the Bank’s accounting basis was 

solidifi ed and the level of standardisation and 

elaboration of fi nancial accounting management was 

continuously improved. In 2012, the Bank focused 

on accounting information quality management, 

continued its research into the drafting and 

amendment of various accounting policies as well 

as comprehensively promoting the management 

of branches by accounting codes and the basic 

development of an accounting management system 

complementing the IT Blueprint. The Bank also 

strengthened the consolidated fi nancial statement 

management of its subsidiaries and effectively guarded 

against consolidation risk. In addition, it developed 

standardised procedures for the preparation of 

fi nancial statements, continued to push forward 

the construction of a fi nancial information system, 

completed the system upgrading and application of its 

fi nancial reporting system and continuously improved 

the automation level of its fi nancial statement 

preparation. Through these measures, the Bank 

ensured the effectiveness of its internal controls over 

the fi nancial reporting process, prepared fi nancial 

statements in accordance with the appropriate 

accounting standards and accounting policies and 

ensured that the accounting information disclosed 

in its fi nancial statements presented a true and fair 

view of the Bank’s fi nancial position, operating 

performance and cash fl ows.

Operational Risk Management

The Bank has established an operational risk 

management system suitable for its business nature, 

scale and product complexity. This system comprises 

an operational risk governance framework, risk 

policies and procedures, risk management tools 
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application, capital measurement mechanisms and 

risk management IT systems. The Bank continued 

to improve its internal control and operational risk 

management system and standardised its reporting 

mechanism by building a group-wide operational 

risk governance framework covering all levels, based 

on a clearly defi ned division of duties. The Bank has 

established operational risk policies and regulations 

at the Group level, further improved management 

processes and mechanisms for risk classifi cation, 

identifi cation, assessment, mitigation, monitoring 

and reporting, and standardised the economic capital 

management system and management assessment 

system for operational risk.

The Bank promoted the application of operational 

risk management tools and improved its operational 

risk management IT system. The Risk and Control 

Assessment (“RACA”) tool was applied in the annual 

assessment of potential risks and risk controls in 

business processes. Other assessments were triggered 

by material operational risk events, major changes in 

systems or procedures, new products, new businesses 

and other special circumstances. The Bank further 

refi ned its key risk indicators (“KRI”) monitoring 

system, re-inspected and updated the existing 

indicator system, monitored key risks and signifi cant 

controls on a quantitative basis and conducted timely 

investigations and corrections based on early warning 

information. It conducted operational Loss Data 

Collection (“LDC”), analysed and reported on the 

distribution of risk events, reasons and procedures, 

and regularly validated data. The Bank conducted 

operational risk management assessment and 

capital measurement to further refi ne its operational 

management. The Bank optimised its operational 

risk management information system to support 

operational risk management of overseas institutions. 

The Bank actively promoted the building of a group 

operational risk monitoring and analysis platform, 

integrated its monitoring resources, and improved its 

monitoring mechanism.

The Bank placed great emphasis on enhancing risk 

prevention and control related to fraud and proactively 

identifi ed, assessed, controlled and mitigated risks. In 

2012, the Bank succeeded in preventing 127 external 

cases valued at RMB0.285 billion, and maintained a 

low occurrence of fraud risk and other operational risk 

events.

Compliance Management

The Bank proactively monitored the compliance 

risk and enhanced the Group’s overall compliance 

risk management capabilities so as to increase the 

Group’s overall level of compliance. It monitored 

compliance information such as the latest regulatory 

requirements, sanctions, inspections and assessments 

imposed on the Group, carried out comprehensive 

assessment and research into compliance risk and 

established a prevention and control mechanism for 

regulatory sanctions by coordinating the business 

departments and legal and compliance departments of 

its institutions at all levels. It stressed the importance 

of group-wide sharing of compliance information, 

ensured the timely circulation and reporting of the 

Group’s overall compliance risk profi le and material 

risk events and conducted assessments of the 

compliance management capacities of its subsidiaries.

The Bank continued to enhance its domestic anti-

money laundering (“AML”) monitoring and analysis 

system and analysed the differentiated demands of its 
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overseas AML system. It closely tracked international 

trends and changes in the sanction compliance 

requirements of related countries and regions, and 

adjusted its business policies in a timely manner. 

It advanced the money laundering risk grading of 

customers, continued to conduct off-site monitoring 

of suspicious transactions, established a transaction 

monitoring mechanism for high-risk customers and 

continuously upgraded its monitoring models and 

procedures for suspicious transactions. In addition, the 

Bank strengthened the cultivation of AML expertise 

and improved the AML capabilities of its employees 

and branch management.

The Bank intensifi ed the management of its related 

transactions and internal transactions. It updated 

databases of the Group’s related parties and enhanced 

the management quality and effi ciency of related 

party information. It pushed forward the launch and 

enhancement of the related transactions monitoring 

IT system and gradually improved the continuous 

monitoring mechanism for related transactions. 

Following the administrative measures for internal 

transactions, the Bank built up an information 

reporting platform to support the regular reporting of 

the Group’s internal transactions.

New Basel Capital Accord Implementation

In line with the principles of “adaptability and 

applicability”, the Bank simultaneously undertook 

implementation of Basel II & III and the construction 

of the G-SIFI system. The Bank enhanced its risk 

management capabilities and advanced transformative 

development by following the Administrative 

Measures for the Capital of Commercial Banks (Trial) 

promulgated by CBRC.

The Bank has basically completed the fi rst-phase work 

for the New Basel Capital Accord implementation and 

has achieved the coordinated advancement of Pillars 

I, II and III. It has also rectifi ed problems identifi ed 

by CBRC’s assessment and cooperated with CBRC’s 

regulatory inspections. The Bank has applied to 

CBRC to implement advanced capital management 

approaches. Specifi cally, the Bank has sought approval 

to apply a foundation internal rating based (“FIRB”) 

approach to non-retail credit risk, an internal rating 

based (“IRB”) approach to retail credit risk, an internal 

model approach to market risk and a standardised 

approach to operational risk. The Bank will accelerate 

preparations for the implementation of an advanced 

IRB approach for non-retail credit risk and an advanced 

measurement approach (“AMA”) for operational risk.

The Bank made great efforts to apply the New Basel 

Capital Accord across the fi ve core application fi elds 

and six advanced application fi elds required by CBRC, 

as well as the Bank’s unique application fi elds, with a 

focus on the quantifi cation and communication of risk 

appetite. The Bank completed the quantifi cation of the 

Group’s risk appetite, improved its risk quantifi cation 

and analysis report system and expanded the 

application of stress testing. The Bank strengthened 

the communication of the Group’s risk appetite, 

advanced the construction of the economic capital 

model under the New Basel Capital Accord, deepened 

its performance appraisal of economic capital and 

included such indicators as risk-adjusted return 

on capital (“RAROC”) and economic value added 

(“EVA”) into the performance appraisal system of the 

branches and business lines of the Bank. The Bank 

also substantially reinforced the use of various risk 

measurement tools across the entire credit procedure, 

including the two-dimensional rating matrix, the 

RAROC/EVA analysis matrix, the RAROC measurement 

tool, risk mitigation measurement tool, and trade 

fi nance and letter of guarantee measurement 

tool, in order to support the Bank’s transformative 

development.
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Re-enrolment as a G-SIFI

The Financial Stability Board (“FSB”) has twice announced lists of Global Systemically Important Financial Institutions (“G-SIFIs”) 

on 4 November 2011 and 1 November 2012. The Bank was enrolled for both times as the only fi nancial institution from China or 

any emerging economy to be recognised as such. The G-SIFIs list is determined by the FSB and the Basel Committee on Banking 

Supervision (“BCBS”). The Bank’s inclusion as a G-SIFI is recognition of China’s economic development and fi nancial reform by 

the international community, and recognition of the Bank’s business performance by international fi nancial regulators.

Being selected as a G-SIFI has provided opportunities for the Bank to deepen its reform and step up its development. Meanwhile, 

as a G-SIFI, the Bank is subject to stricter international supervision and higher regulatory requirements, and is faced with fi ercer 

global competition. The Board of Directors and the senior management of the Bank have paid close attention to G-SIFIs related work 

and integrated such work with the New Basel Capital Accord implementation in order to push forward related work. The Bank set 

up a special team to formulate its recovery and resolution plan and was cooperative in regulatory assessments and estimations. The 

Bank continuously strengthened its capabilities in risk management, consolidated management at the Group level and updated its 

risk identifi cation and measurement tools. It continuously improved its cross-border and trans-sector data integration ability, so as to 

consolidate its databases.

In response to the G-SIFIs programme, the Bank will push forward its development strategies, comprehensively enhance its risk 

management and internal control and continue to improve its market competitiveness, customer service capability and sustained 

profi tability. Moreover, it will highlight its business features, expand its brand reach and accelerate towards its goal of becoming a 

premier multinational bank, with the aim of safeguarding global fi nancial stability and development.

Capital Management

The Bank strictly conformed to supervisory regulations, 

fi rmly established the developmental concept of 

“capital-effi cient profi tability”, continuously enhanced 

capital planning management and asset structure 

optimisation and proactively explored various channels 

for replenishing capital to ensure that the capital 

adequacy ratio satisfi ed the regulatory requirements, 

accommodated to changes in its risk situation and 

supported the Bank’s sustainable development.

Guided by latest capital regulations, the Bank has 

continuously optimised its on- and off-balance asset 

structure. It introduced a bank-wide capital constraint 

concept and encouraged proactive efforts to optimise 

business structure by intensifying capital budgeting 

and assessment. Specifi c measures included increasing 

capital allocation to the capital-lite business, devoting 

great efforts to developing fee-based business, 

reasonably controlling the rise of off-balance sheet risk 

assets, strictly limiting the size of high-risk-weighted 

assets, and requiring more guarantee and pledge risk 

mitigation during the credit process, etc., so as to 

effi ciently reduce capital charges.

The Bank successfully issued RMB23 billion of 

subordinated bonds in China’s inter-bank bond market 

on 27 November 2012. The Bank has been paying 

close attention to capital regulations, promoting 

research on innovative capital instruments, and 

proactively exploring fi nancing channels to replenish 

capital under new capital regulations.

As at the end of 2012, the Bank’s capital adequacy 

ratio, core capital adequacy ratio and leverage ratio 

stood at 13.63%, 10.54% and 5.15% respectively, 

all within the target range. The return on economic 

capital increased steadily. The Bank has satisfi ed 

regulatory requirements and realised a sustained 

appreciation in shareholders’ value at the same time. 

Please refer to Note VI.7 to the Consolidated Financial 

Statements for more details.


