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Total capital adequacy ratio 19.8636 BA700 LINE 17 COL 3 

   

 
R '000 

 
Total ZAR qualifying capital and reserve 
funds 4,140,291 BA700 LINE 88 COL 1 

Aggregate risk weight exposure 20,843,574 BA700 LINE 4 COL 7 

Credit risk - Risk weighted exposure 18,533,501 BA700 LINE 1 COL 1 

Operational risk - Risk weighted 
exposure 982,443 BA700 LINE 1 COL 3 

Market risk - Risk weighted exposure 2,275 BA700 LINE 1 COL 4 

 

Credit Risk: 

Risk appetite is limited to clients falling in either Corporate or upper Commercial 
segments which the Branch is geared to accommodate, and we adopt a controlled 
approach to the management of risk through reporting lines and committee structures.  

The majority of BOC’s client base are either branches or subsidiaries of large China-
based business concerns or entities with a Chinese shareholding or control, with the 
remainder made up of blue-chip local entities with the majority of names JSE listed. 

The Branch has adopted the Standardised approach for credit risk and has applied 
the prescribed methodology to its calculation of risk.  The Branch considers that 
assessment of credit risk is adequately captured in the aforementioned process.  

Furthermore, the IRB and Advanced approaches towards economic capital based on 
PD, LGD and EAD data would not be practical nor would it provide a reasonable 
outcome since to date the Branch has not encountered non-performing loans.  

The fact that the Branch has not experienced any such defaults since its inception +-
12 years ago is indeed supportive evidence of the prudent management and control 
of credit risk within the Branch.  

The Branch utilizes an internal credit rating system for credit scoring purposes and 
the inclusion of this system in the calculation of economic capital remains an option 
for possible future consideration. 

The Branch recognizes that concentration risk and residual risks are not captured 
within the Pillar 1 requirement and therefore these risks are addressed separately. 

 



Operational Risk: 

Operational risk is assessed under nine risk categories which are combined and 
divided accordingly to provide a composite capital charge.              

It is relatively straightforward for the Branch to set and observe specific, measurable 
levels of market risk and credit risk, but by contrast it is relatively difficult to identify or 
assess levels of operational risk and its many sources. Historically organizations 
have accepted operational risk as an unavoidable cost of doing business.  

The Branch has elected to follow the Basel Committee’s classification of operational 
risks which pertain to the Branch. As stated, the maximum capital charge for 
operational risk is set at 1% in terms of the Branch’s ICAAP.  

 Operational risk is defined as: 

“the risk of loss resulting from inadequate or failed internal processes, people and 
systems or from external events. This definition includes legal risk, but excludes 
strategic and reputational risk.” 

From this definition, the significant internal and external risks are identified and 
assessed in terms of the aforementioned risk matrix.   

The rating for each sub-category risk is combined to provide the average percentage 
capital charge for operational risk which amounted to a 0.18% capital charge. 

Market Risk: 

Market risk is included in the Pillar 1 capital calculation and on the basis that the 
Branch does not participate in trading activities, it is considered that this risk is 
adequately captured in terms of the banking operations of the Branch. 

Market risk: 

• Capital requirement comparison of SA with VaR and stressed VaR: because of 
the simplicity of products, and small VAR value, the capital requirement of market 
risk is relatively low. 

• Risk management policies and procedures 
• FMD is responsible for monitoring the market risk of the bank  
• ALCO,CRMD,AMD all jointly take their own responsibility 

• Risk measurement, monitoring, control and mitigation 
• Products authorization 
• Counterparties authorization 
• Market risk limit 
• System control                       
• Hedge purpose 
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