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Fundamental Risk Management Policies

With the diversification of financial services and businesses, the risks to which banks are exposed are becoming more complex and
diverse, heightening the importance of risk management. Hyakugo Bank is working to strengthen and enhance risk management. Its
fundamental risk management policy is to gain an accurate understanding and awareness of each type of risk, and to establish an
appropriate risk management framework to maintain the soundness and adequacy of management and secure stable income.

Comprehensive Risk Management System

Hyakugo Bank has a comprehensive system to understand and In addition, Hyakugo Bank quantifies risks according to consis-

manage the risks it faces in conducting its banking operations. tent criteria and executes “comprehensive risk management” that
Specifically, risks are grouped into categories such as “credit controls the amount of risk within a scope appropriate to the Bank'’s
risk,” “market risk” and “operational risk,” and some headquar- operating capabilities. Based on this approach, Hyakugo Bank
ters divisions are designated as having principal responsibility sets limits for the amount of credit risk, market risk and operational
for managing a specific type of risk. In addition, the ALM Risk risk, as well as for their total combined amount, in working to both
Management Committee and the Operational Risk Manage- maintain sound operations and generate stable earnings.

ment Committee regularly meet to comprehensively gauge, Moreover, by conducting internal audits through auditing
evaluate and monitor the status of each risk and its manage- units that are independent from business divisions, the Bank
ment status, and consider risk management policies and mea- has established a mechanism for examining the appropriate-
sures, as well as submit major deliberation and reporting mat- ness and effectiveness of management within each of its divi-

ters to the Management Committee and Board of Directors. sions and for encouraging improvement.
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Credit risk management

One of the most important management tasks for a bank is
maintaining the soundness of loans and other assets. Hyakugo
Bank has therefore implemented a credit rating system that em-
ploys consistent criteria to evaluate the credit risk of each bor-
rower and loan, and formulates lending policies and sets inter-
est rates taking creditworthiness into account. In addition, the
Bank has established a credit policy that limits the concentra-
tion of credit in any specific company, corporate group or indus-
try, and strives to diversify risk associated with loans by under-
standing their distribution by industry, region, credit rating, credit
amount and other categories from the standpoint of credit port-
folio management.

Hyakugo Bank uses the Foundation Internal Ratings-Based
(FIRB) approach to calculate the capital adequacy ratio, with
the aim to develop an appropriate risk management structure to
respond to diversification and sophistication of financial trans-
actions and to enhance risk management.

In internal control, Hyakugo Bank uses Value at Risk (VaR)
to measure credit risk in a way that includes credit concentra-
tion risk, which is not included in calculation of the capital ade-
quacy ratio, based on a framework for integrated risk manage-
ment. By managing risk within specified limits, the Bank aims to
avoid overexposure and secure stable earnings.

In terms of its organizational structure, Hyakugo Bank has
always clearly separated its sales promotion and credit investi-
gation divisions to carry out rigorous assessment and control of
credit risk.

For borrowers facing issues such as deteriorating business
conditions, Hyakugo Bank appropriately determines management
status and administers guidance for the formulation of revitaliza-
tion plans as required to resolve problems and recover loans.

Market risk and liquidity risk management

The influence of changes in interest rates, foreign exchange
rates, stock prices and other market movements on bank earn-
ings has increased steadily. Consequently, Hyakugo Bank has
strengthened its asset and liability management (ALM) capabil-
ities with the objective of securing stable earnings. Specifically,
the ALM Committee meets monthly to analyze the composition
and changes in the composition of assets, such as loans and

For market risks, Hyakugo Bank primarily uses the VaR
measurement to quantify various risks such as “interest rate
risk,” “foreign exchange risk,” and “stock price risk,” based on
the framework of “Integrated Risk Management,” and controls
the amount of risks within the range of the limit set for each risk.
In addition, we monitor risk to profit decline following interest
rate fluctuations based on Interest Rate Risk in the Banking
Book (IRRBB) concepts.

In its organization, Hyakugo Bank clearly separates trade
execution department (front office) and administrative process-
ing department (back office), and also has established a risk
management department (middle office), thus creating a sys-
tem of mutual checks and balances.

Hyakugo Bank deals with liquidity risk by appropriately mon-
itoring and managing yen-denominated and foreign curren-
cy-denominated cash management, and maintains a fixed min-
imum level of highly liquid assets to prepare for contingencies.
In addition, the Bank regularly confirms how much liquidity can
be procured in the market and formulates measures in advance
according to the tightness of credit.

Operational risk management

The environment in the financial industry is undergoing constant
change, including diversification of businesses, products and
services, and the systemization of business processing.
Therefore, Hyakugo Bank sets operational risk management
rules to comprehensively manage the risks accompanying its
business operations. The Operational Risk Management
Committee comprehensively gauges, evaluates and monitors
these risks, and conducts cross-organizational consultation on
risk reduction measures, as well as submits major deliberation
and reporting matters to the Management Committee and
Board of Directors.

Hyakugo Bank considers operational risk to encompass a
wide range of risks consisting of administrative risk, systems
risk, information asset risk, ethical and legal risk, human risk,
fixed asset risk, reputation risk, and other operational risks. The
Bank is working to upgrade the level of both qualitative and
quantitative risk management.

With regard to organization, a department is assigned re-
sponsibility for managing each type of risk, including administra-
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Regional Headquarters, Branches, Retail Banking Centers, headquarters divisions and group companies

as new viruses. In addition, Hyakugo Bank is reinforcing its capability to respond to crises by formulating various contingency plans
and conducting regular drills.

Note) The Risk Management division refers to the Risk Management Section within the Risk Management Division.
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