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1 MAIN FEATURES OF RISK MANAGEMENT AND INTERNAL CONTROL

The Board has overall responsibility for evaluating and determining the nature and extent of the risks it is 
willing to take in achieving the company’s strategic objectives and ensuring that the company establishes 
and maintains appropriate and effective risk management and internal control systems. Such risks 
include, amongst others, material risks relating to ESG. The Board oversees management in the design, 
implementation and monitoring of the risk management and internal control systems. In this connection, 
the Board ensures there is adequacy of resources, staff qualifications and experience, training programs 
and budget for the accounting, internal audit and financial reporting functions, as well as those relating 
to the company’s ESG performance and reporting.

The system of internal control is designed to achieve a high level and strong management of key types 
and overall risks in pursuit of the Company’s business objectives.

The Board operates within clearly defined terms of reference, and has appropriate committees 
established, namely, Strategy Committee, Audit Committee, Nomination Committee and Remuneration 
Committee to oversee risk and internal control activities. These Committees also have clearly defined 
terms of reference.

The Board aims at achieving an appropriate balance between taking risks and generating returns for 
shareholders while executing its responsibility for ongoing monitoring of risk and internal controls.

Our Audit Committee is designated to oversee the risk management and internal control process, 
particularly, standards of financial reporting, risk management and internal controls.

On the operational level, we have a Risk Management team overseeing the operational and business 
risks of the aircraft leasing business. On the Group level, we have an Internal Audit function, which 
is directly reporting to the Audit Committee for independent monitoring and reporting of risks and 
controls.

The Company has the objectives of risk management and internal control as follows:

(i) Continue to optimize its business model, integrating it with its enhanced corporate governance 
structure to reduce the inherent risks in its business activities, such as liquidity risk and credit risk;

(ii) Continue to utilize its business network to effectively enhance its industry knowledge so as to 
reduce the probability of and the impact from defaulted and discontinued lease transactions; and

(iii) Continue to cultivate a strong risk management corporate culture throughout the organization. 
The Company has implemented its risk management system and policies from the business model 
and strategic dimension.
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Business model dimension

The Group’s business is organized and operated on transaction basis so as to ensure each transaction is 
reviewed from different perspectives to ensure stringent selection of suitable aircraft assets and stringent 
review of credit assessment and approval.

Strategic dimension

Risk management initiatives are led by the Board (through its Audit Committee) and executed by CEO 
and his senior management team, through an independent Risk Management team.

The Company’s risk management and internal control framework is designed to minimize the risks in the 
delivery of the Company’s strategic objectives. The key principles of the framework are as follows:

– The Board and the Management shall promote a culture to identify, assess and report risks in an 
open, transparent and objective manner.

– The priority of the Company is to protect its long-term and sustainable interests.

Risk management is embedded within all businesses and operations of the Company. The Company 
expects all individual behavior to mirror and share the culture and core values of the Company. All 
employees have the responsibility of upholding the Company’s risk and control culture and supporting 
effective risk management to deliver its strategy.

The Company operates a “three lines of defense” framework for managing and identifying risks.

The first line of defense against undesirable outcomes is undertaken by the business function and the 
respective line managers. Department heads of all business areas are responsible for implementing and 
maintaining appropriate controls.

Line management is supported and monitored by middle and back office functions like, Transaction 
Support, Finance and Accounting, Legal, Company Secretarial, Human Resources, Information 
Technology and Risk Management, which constitute the second line of defense. This line of defense 
monitors and facilitates implementation of effective risk management practices by risk owners and 
reports risk related information throughout the organization.

The third line of defense is carried out by our Internal Audit function. It provides independent review on 
the operation of controls.

In addition, the Board reviews the effectiveness of the Group’s risk management and internal control 
system with the assistance of Audit Committee, which covers all material controls including financial, 
operational and compliance controls, and the risk management system.
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2 ANNUAL REVIEW OF THE RISK MANAGEMENT AND INTERNAL CONTROL

The Internal Audit team carried out the annual review of the effectiveness of the Group’s risk 
management and internal control system. The results were reported to our Audit Committee and the 
Board. The Board acknowledged that the risk management and internal control system of the Group 
during the review period were effective and adequate.

2.1 Ongoing Monitoring of Risk and Internal Control

2.1.1 Scope and quality

During the year, the Board reviewed the business of the Company through its regular 
meetings in order to ensure that business risks had been considered, assessed and managed 
as an integral part of the business. There was an ongoing process for identifying, evaluating 
and managing the Company’s significant risks. The Company’s risk assessment process 
included the monitoring of key strategic and financial risks. In addition, the Company 
reviewed the impact of any changes and developments on its risk profile, strategic risk and 
reputation.

The impact and likelihood of each significant risk was evaluated with reference to associated 
measures and key performance indicators. The adequacy of the risk mitigation plans was 
assessed and, if necessary, improvements were made.

2.1.2 Extent and frequency of communication

Our Audit Committee held regular meetings, at least quarterly for assessing control of the 
Company and the effectiveness of risk management.

Risk and risk events are captured by the business and reported to the second line of defense. 
Specific reports and periodic updates are submitted to the Board after the review by our Audit 
Committee, if necessary. Issues would be raised when there were control failings, weaknesses 
and inefficient processes identified or through continuous monitoring reviews by the second 
and third line of defense teams.

2.2 Significant Control Failings or Weaknesses

The Company has underlying procedures to handle significant control failings or weaknesses, which 
include material adverse event assessment, mitigation plan and follow up action. Significant control 
failing is required to be reported by senior management to our Audit Committee and the Board. No 
significant control failings or weaknesses were identified during the year.

2.3 Effectiveness of Financial Reporting and Listing Rule Compliance

With the support and input from the External Auditors, our Audit Committee carried out its 
review and assessment of the Company’s financial reporting, covering key areas such as whether 
suitable accounting policies were adopted, whether management made appropriate estimates 
and judgments and whether disclosures in published financial statements were fair, balanced and 
understandable.
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Our Audit Committee carries out its compliance review to assess whether the Company has been 
complying with the relevant regulatory requirements on a quarterly basis. The compliance review 
summarized the compliance status, corrective actions and the enhancement recommendations.

In regard to the above, our Audit Committee considered the Company’s processes for financial 
reporting and Listing Rules’ Compliance were effective.

2.4 Risk Mitigating Measures and Key Changes

Risk management and internal controls are the day-to-day responsibility of every employee. The 
Company is exposed to various risks including but not limited to financial market risk, counterparty 
risk, compliance risk and business risk.

In order to cope with these risks, the Company monitors and implements mitigating measures.

Due to the strong average credit quality of the Company’s portfolio, counterparty risk has 
historically not been material. The COVID-19 had an adverse impact on the world’s airlines, 
including the Company’s customers. The Risk Management team has been in constant dialogue 
with customers that did not receive substantial governmental or shareholders’ support, or did 
not possess Investment Grade balance sheets with which to tap capital/debt markets and have 
invariably been obliged to seek accommodations with major suppliers including banks and lessors. 
The company sought to consider each such request on its individual merits. Features of such 
support, where agreed were i) maximize cash flow in the near term; ii) protect the Company’s 
assets and iii) compensate for financial concessions through lease amendments or interest 
payments.

As COVID-19 restrictions eased, demand for travel has returned strongly. In 2022, total demand as 
reported by IATA (measured by Revenue Passenger Kilometres) recovered to 68.5% of 2019 levels. 
The improvement gathered pace toward year end as China re-opened to travel, with December 
demand at 76.9% of the same month in 2019. As a result, most of the Company’s customers are 
reporting positive cashflows in 2022. Deferral agreements, where applicable, are being repaid – 
with a significant number fully repaid before the end of the year. The airline operating environment 
is expected to remain challenging in the near term. However, the Company has limited exposure 
to troubled airline companies and actively monitors concentration risk at a lessee and jurisdiction 
level. The status of receivables is reported to the Management on a regular basis and remedial 
actions are discussed frequently between relevant departments. Where required to protect the 
integrity of Company assets, Risk Management, Legal and Technical teams coordinate to appoint 
local representatives to act on behalf of the Company.

During the year, the Company undertook the following measures in order to further mitigate 
finance/portfolio related risks:

(i) Took new delivery of 28 aircraft and disposed of 5 aircraft to reduce geographical and 
portfolio concentration risks.

(ii) With the relatively stable interest rate environment and abundant liquidity supply in China, 
the Company managed to issue RMB1.2 billion corporate bonds, RMB1.5 billion medium-term 
notes, and RMB1 billion super short-term debentures.
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(iii) Continues to maintain abundant standby credits and committed working capital facilities from 
commercial banks to ensure sufficient liquidity.

(iv) The Company continues to obtain the same level of credit ratings from two international 
credit rating agencies as 2021. Moody’s affirmed CALC’s Corporate Family Rating at Ba1 
with a stable outlook, while Fitch affirmed CALC’s Long-Term Issuer Default Rating at BB+ 
with a stable outlook. These updates will help the Company reach a wider investor base and 
continue to improve the debt structure and lower financing costs.

(v) The Company closely monitors currency exchange risks and hedges the exposure where 
necessary and appropriate. In order to mitigate RMB exchange rate risks, the Company 
uses the currency swaps and currency forward contracts to hedge its exposure to currency 
exchange risk.

(vi) With the interest rate swap arrangement, the Company’s floating interest rate borrowings 
were hedged as per its prudent interest rate hedging policy. The interest rate risk would be 
monitored on an ongoing basis.
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