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File Ref: B&M/2/1/63C 
 

LEGISLATIVE COUNCIL BRIEF 
 

BANKING ORDINANCE 
(Chapter 155) 

 
Banking (Capital) (Amendment) Rules 2017 

 
Banking (Liquidity) (Amendment) Rules 2017 

 
Banking (Specification of Multilateral Development Bank) 

(Amendment) Notice 2017 
 
 
INTRODUCTION 
 

For the purpose of implementing Basel III related standards on 
banking regulation in Hong Kong, the Monetary Authority (“MA”) has 
made – 

 
(a) the Banking (Capital) (Amendment) Rules 2017 (“BCAR 2017”) 

(Annex A) to introduce three revised sets of capital standards as 
promulgated by the Basel Committee on Banking Supervision 
(“BCBS”), covering regulatory treatment of an authorized 
institution1 (“AI”)’s securitisation exposures, leverage ratio, and 
expected loss provisions;  

    
(b) the Banking (Liquidity) (Amendment) Rules 2017 (“BLAR 

2017”) (Annex B) to introduce requirements for an AI to 
maintain a net stable funding ratio (“NSFR”) or a core funding 
ratio (“CFR”) as applicable; and  

 
(c) the Banking (Specification of Multilateral Development Bank) 

(Amendment) Notice 2017 (“the Notice”) (Annex C) to update 
the list of multilateral development banks (“MDBs”) within the 

                                                       
1  Authorized institutions refer to licensed banks, restricted licence banks, and deposit-taking 

companies authorized under the Banking Ordinance.  
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meaning of the Banking Ordinance. 
 
 
JUSTIFICATIONS 
 
Overview 
 
2. The BCBS is an international standard-setter of banking 
regulation.  In 2010, the BCBS endorsed a phased-in approach to 
implement a series of revised regulatory capital, disclosure and liquidity 
standards (known as the “Basel III” framework), in a bid to strengthen the 
resilience of banks in the aftermath of the global financial crisis.  
Following the Basel III transitional arrangements, Hong Kong has been 
implementing the relevant capital, disclosure and liquidity standards in 
phases starting from 1 January 2013, through amending the Banking 
(Capital) Rules (Cap. 155 sub. leg. L) (“BCR”) and the Banking 
(Disclosure) Rules (Cap. 155 sub. leg. M), and making the Banking 
(Liquidity) Rules (Cap. 155 sub. leg. Q) (“BLR”), from 2012 to 2014. 
 
3. The BCAR 2017 and the BLAR 2017 seek to implement the 
remaining Basel III standards relating to the leverage ratio and the NSFR 
requirements, as well as two recent BCBS capital standards relevant to 
the application of Basel III covering securitisation exposures and 
expected loss provisions.  Meanwhile, following the BCBS’s 
promulgation in November 2016 of the International Development 
Association (“IDA”) as a “multilateral development bank” eligible for 
preferential treatment under the capital regime, we need to specify the 
same under the Banking Ordinance. 

 
4. The above requirements and standards are expected to take effect 
from 1 January 2018 according to the BCBS timetable.  It is incumbent 
upon Hong Kong, a member of the BCBS, to implement these 
requirements and standards in accordance with the internationally agreed 
timeline.  This will ensure the robust development of our banking 
system, and add to our credibility as an international financial centre. 
 
 
 



3 

Banking (Capital) (Amendment) Rules 2017 
 
5. The BCAR 2017 seeks to implement the latest BCBS capital 
standards set out in its promulgations entitled – 
 

(a) Revisions to the securitisation framework issued in December 
2014 (further revised in July 2016), which provides for a revised 
framework for the calculation of the credit risk for banks’ 
securitisation exposures; and 
 

(b) Basel III leverage ratio framework and disclosure requirements 
issued in January 2014, which sets out a leverage ratio 
framework providing for the computation methodology for the 
leverage ratio and associated disclosure requirements.  

 
6. The revised securitisation framework will replace the existing 
regime in the BCR for the capital treatment of banks’ securitisation 
exposures.  It introduces new calculation methodologies designed to 
reduce mechanistic reliance by AIs on external credit ratings when they 
calculate the risk-weighted capital required for securitisation exposures.  
In addition, it increases the risk sensitivity of the framework by putting 
more focus on the risk characteristics of the underlying exposures of a 
securitisation transaction and taking into account more risk drivers, such 
as the seniority and maturity of a securitisation tranche, for calculating 
the risk-weighted capital.   
 
7. As regards the leverage ratio framework, it is a new requirement 
introduced under Basel III awaiting codification into the BCR in the 
current exercise.  Calculated as a percentage of an AI’s Tier 1 capital to 
its exposure measures, the leverage ratio is designed to supplement the 
risk-based capital adequacy ratios in preventing the excessive build-up of 
leverage by banks.  Following the BCBS’s transitional arrangements, we 
have required AIs to report their leverage ratio to the MA regularly since 
2013, and are expected to codify the minimum leverage ratio 
requirements into the statute by 1 January 2018.  
 
8. Apart from the above, the BCAR 2017 also seeks to implement 
the regulatory capital treatment of certain accounting provisions under the 
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new International Financial Reporting Standard 9, which will be enforced 
locally next year vide the Hong Kong Financial Reporting Standard 9 
(“HKFRS 9”).  The new standard requires firms to provide for the 
impairment of financial assets based on an “expected loss” approach 
instead of the existing “incurred loss” approach.  On the banking front, 
pending finalisation of a long-term treatment framework, the BCBS 
published in March 2017 an interim approach for treating the expected 
loss provisions made by banks.  The BCR therefore needs to be updated 
to provide for interim treatment of the expected loss provisions to tie in 
with the implementation of HKFRS 9.  

 
9. Taking this opportunity, the MA further proposes to introduce 
miscellaneous amendments to the BCR, such as to designate the Hong 
Kong Science and Technology Parks Corporation as a domestic public 
sector entity2, to update the quantitative threshold of annual turnover for 
defining “small business” from HK$50 million to HK$100 million3, and 
to refine some existing provisions to enhance the clarity of terminology in 
certain areas.  
 
Banking (Liquidity) (Amendment) Rules 2017  
 
10. The BLAR 2017 seeks to prescribe NSFR requirements for 
certain AIs in accordance with the Basel III framework.  Calculated as a 
ratio of an AI’s “available stable funding” to its “required stable funding”, 
the NSFR is designed to reduce AIs’ funding risks over time by requiring 
them to finance activities with sufficiently stable sources of funding.   
 
11. Taking into account the varying size and liquidity risk of AIs, the 
MA proposes to adopt a two-tier approach for applying the NSFR 
requirements.  Following the BCBS standard, the NSFR requirements 

                                                       
2  An entity designated as a domestic public sector entity is eligible for preferential risk-weighting 

treatment under the BCR.  The designation is based on the criteria that the entity is (i) majority-
owned and established by the Government, (ii) set up for public policy objectives, and (iii) of high 
credit-worthiness. 

3  Under the BCR, exposures to “small business” (subject to some conditions being met) are eligible 
for certain preferential risk-weighting treatment.  In terms of the size of annual turnover, the 
definition of “small business” under the BCR follows that for defining small and medium-sized 
enterprises covered by the commercial credit database.  The proposed amendment follows a 
corresponding expansion of the coverage of commercial credit database to take effect from 1 
December 2017 as jointly announced by the Hong Kong Association of Banks, the Hong Kong 
Association of Restricted Licensed Banks and Deposit-Taking Companies, and the Hong Kong 
Monetary Authority in August 2017.   
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will be applied in full to AIs which are most sizable or internationally 
active, referred to as “category 1 institutions” 4 in the BLR.  These 
institutions have to maintain an NSFR of at least 100%, subject to a self-
rectification mechanism (in the new rule 8B to be added to the BLR).  
For certain “category 2 institutions”5 which have a considerable business 
size or material liquidity risk profile (referred to as “category 2A 
institutions”), they will be subject to the CFR requirements, which are 
NSFR requirements in a simplified form.  The minimum CFR level  
will be set at 50% from 1 January 2018, which will increase to 75% 
starting from 1 January 2019.   

 
12. The two-tier approach is adopted for consideration that category 
2A institutions may encounter significant operational issues if they have 
to observe in full the NSFR requirements, and yet they play a significant 
role in the local banking system and hence should be subject to a 
commensurate form of stable funding requirements.  
 
Banking (Specification of Multilateral Development Bank) 
(Amendment) Notice 2017 
 
13. Under section 2(19) of the Banking Ordinance, the MA may by 
notice published in the Gazette specify to be an MDB for the purposes of 
the Ordinance any bank or lending or development body established by 
agreement between, or guaranteed by, two or more countries, territories 
or international organizations other than for purely commercial purposes.  
Exposures to MDBs are treated more favourably for the purposes of 
calculating the regulatory capital and liquidity requirements of an AI.  

                                                       
4  Category 1 institutions are AIs specified by the MA under section 3(1) of the BLR.  The MA has 

specified those AIs that are most sizable (with total asset size of HK$250 billion or more) or 
internationally active (with external claims and liabilities of HK$250 billion or more).  Currently 
there are 14 category 1 institutions. 

5  All non-category 1 institutions are known as category 2 institutions.  Category 2A institutions are 
AIs to be specified by the MA under the new section 3A(1) of the BLR (added by the BLAR 2017). 
The BLAR 2017 seeks to require category 2A institutions to comply with the CFR requirements.  
The MA intends to specify category 2 institutions with the following total asset size as category 2A 
institutions –  
(a) HK$20 billion or more (in case of a locally incorporated institution); or  
(b) HK$100 billion or more (in case of a foreign bank branch). 
We expect that around 34 institutions will meet these criteria and be subject to the CFR 
requirements.  Apart from size, the MA will also take into account the liquidity risks associated 
with an institution when considering whether to require it to observe the CFR requirements.  The 
MA will develop supervisory guidelines to elaborate on the application of these criteria for 
specifying category 2A institutions. 
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Following the BCBS’s promulgation of the IDA, a member of the World 
Bank Group, as an MDB eligible for the preferential treatment, the MA 
considers it appropriate to specify the IDA to be an MDB for the purposes 
of the Ordinance.  The opportunity is also taken to incorporate the 
Chinese names of certain MDBs in the existing Notice.  
 
 
SUBSIDIARY LEGISLATION  
 
Banking (Capital) (Amendment) Rules 2017  
 
14. The key amendments proposed in the BCAR 2017 are as 
follows – 

 
Revised securitisation framework 
 

(a) The existing section 2, Part 7, Schedules 9, 10 and 11 are 
amended to incorporate the revised BCBS requirements on the 
calculation of the capital requirements for securitisation 
exposures;  

 
Leverage ratio framework 
 

(b) A new Part 1C is added to prescribe the minimum leverage ratio 
that should be maintained by AIs and the bases of consolidation 
an AI should use for calculating its leverage ratio;  
 
Interim capital treatment of expected loss provisions 
 

(c) The existing section 2 is amended to revise the definitions of 
“collective provisions” and “specific provisions” to align with 
the implementation of the expected loss provisions under the 
HKFRS 9; 

 
Miscellaneous amendments 
 

(d) Section 51 is amended to revise the definition of “small business” 
by increasing the current threshold on annual turnover from 
HK$50 million to HK$100 million; 
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(e) Part 1 of Schedule 1 is amended to include the Hong Kong 
Science and Technology Parks Corporation as a domestic public 
sector entity; and 

 
(f) Schedule 7 is amended to clarify the requirements on the 

mapping of external credit ratings for the purposes of 
determining the percentage of standard supervisory haircuts 
applicable to the debt securities issued by MDBs or under 
securitisation transactions.  

 
Banking (Liquidity) (Amendment) Rules 2017 
 
15. The key amendments proposed in the BLAR 2017 are as 
follows – 

 
(a) A new Part 3A is added to prescribe the minimum required level 

of NSFR and CFR to be maintained by different categories of 
AIs;  
 

(b) The existing section 14 is amended to specify that failure to 
comply with the NSFR and CFR requirement constitutes a 
“relevant liquidity event” for which the MA must be notified 
immediately; and  
 

(c) A new Part 9 and Schedule 6 are added to specify the calculation 
methodology of the NSFR and CFR.  

 
Banking (Specification of Multilateral Development Bank) 
(Amendment) Notice 2017 
 
16. The Notice specifies the IDA as an MDB for the purpose of 
section 2(19) of the Banking Ordinance, and incorporates into the 
Chinese text the Chinese names of seven MDBs. 
 
 
LEGISLATIVE TIMETABLE 
 
17. The three pieces of subsidiary legislation will be published in the 
Gazette on 20 October 2017 and tabled at the Legislative Council at its 
sitting of 25 October 2017.  Subject to negative vetting by the 
Legislative Council, they will come into operation on 1 January 2018.  
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IMPLICATION OF THE PROPOSALS 
 
18. The amendments proposed in the three pieces of subsidiary 
legislation are consistent with international standards for banking 
supervision.  The enhanced capital and liquidity requirements will 
strengthen AIs’ resilience, thereby contributing to the overall stability of 
the banking system.  The specification of the IDA as an MDB will allow 
AIs to apply the same capital and liquidity treatment to their exposures to 
it as applied internationally. 
 
19. The three pieces of subsidiary legislation are in conformity with 
the Basic Law, including the provisions concerning human rights.  The 
proposed amendments will not affect the current binding effect of the 
Banking Ordinance. 
 
 
PUBLIC CONSULTATION  
 
20. At the meeting of the Legislative Council Panel on Financial 
Affairs on 29 May 2017, we briefed members on the key features of the 
BCAR 2017 and the BLAR 2017. 
 
21. The Hong Kong Monetary Authority (“HKMA”) has closely 
engaged the banking industry in formulating the legislative proposals and 
conducted statutory consultation with the Banking Advisory Committee, 
the Deposit-taking Companies Advisory Committee, the Hong Kong 
Association of Banks, and the Hong Kong Association of Restricted 
Licence Banks and Deposit-taking Companies.  There is general support 
for the proposals.  The finalised rules have taken into account relevant 
technical or drafting comments from the industry as appropriate. 
 
 
PUBLICITY 
 
22. We will issue a press release upon the issuance of this 
Legislative Council brief.  HKMA will also issue a circular letter to all 
AIs.   
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ENQUIRIES 
 
23. Enquiries should be directed to Ms Eureka Cheung, Principal 
Assistant Secretary for Financial Services and the Treasury (Financial 
Services), at 2810 2067, or to the following officers of HKMA: (i) Mr. 
Richard Chu, Head (Banking Policy), at 2878 8276 for matters 
concerning the BCAR 2017 and the Notice; and (ii) Ms Gillian Hui, Head 
(Banking Policy), at 2878 1629 for matters concerning the BLAR 2017.  
 
 
 
Financial Services and the Treasury Bureau 
Hong Kong Monetary Authority 
17 October 2017 
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