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Abstract

A fact of the past few years that commercial banks have been suffered from
material losses caused by non-performing loans credited to associates of group
companies and family businesses has put the banks under singnificant threat of asset
risks. Such big names of the borrowers behind these non-performing loans include
Lam Shares (M H11), GUANG XIA (YIN CHUAN) INDUSTRY () %),
Associates of Zhengyi Zhou (the high wealth value individual from Shanghai),
Shenzhen Pang Brothers associates (RIIIEZ A UL 26 L HK A2k), Delong Group (£
F%), Tiebeng Steel Group (#A%), and etc. Under such a worriable circumtances,
banks feel urgent to improve and optimize their loan approval system, especially in
terms of invistigation of related parties and associate deals, in a hope to keep the risk
at lowest level. However, with the economic boom and a material change in macro
envioronment, and becasue of a interest driven need in expansion and funding,
privately owned businesses have begun to seek bank loans using new ways of
oganizational structuring and expoliting flaws of loan approval system. By taking
advantage of blind spots in regulatory policies and credit management, these
businesses have successfully taken funds away from banks with financial levergages
and invested in those high-risk industries with entry barriers. Once credit crisis arose,
explosion of non-performing loans would eventually take place and materailly impact
the security of bank assets, and therefore cause significant loses to banks and put them
under regulatory punishment. These facts have urged banks to work harder in
analyzing credit risks and optimizing the risk management system. Hopefully, a
flawless system with no blind spot could be set up to proactively prevent these risks
from eventually happening.

Purpose of this writing is to advising commercial banks with constructive
suggestions how to improve credit risk management and remove those blind spots
from the existing system by analyzing the real cases the writer has actually worked on
as a banker.

This writing will consist of three chapters.Chapter One will be a summary of
how to manage credit risks of associate lending. The writer will give definitions,
classfications and atributes of associates. A brief introduction of how different China's

associte credit risk management is from that of other countries will be prepared. The



writer will also make it clear some inevitable shortcomings caused by the existing
regulatory system.

Chapter Two will be discussed in two parts. Part one will focus briefly on what
commercial banks are currently doing to manage the credit risks. In part two the
writer will make analysis on some real cases where borrowers used new ways seeking
bank loans and got unreasonbally financed by taking advantage of flaws in risk
management system.

Chapter Three will be a conclusion and summary based on the analysis in
Chapter Two. The writer will put together a series of advices how commercial banks
can do to improve their credit risk management and proactively prevent such risks

from happening.

Key words: associates, credit risks, risk management
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