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INTRODUCTION

For the purpose of implementing Basel Il related standards on

banking regulation in Hong Kong, the Monetary Authority (“MA”) has

made —

(a)

(b)

(©)

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
institution® (“Al”)’s securitisation exposures, leverage ratio, and
expected loss provisions;

the Banking (Liquidity) (Amendment) Rules 2017 (“BLAR
2017”) (Annex B) to introduce requirements for an Al to
maintain a net stable funding ratio (“NSFR”) or a core funding
ratio (“CFR”) as applicable; and

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

! 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 111" framework), in a bid to strengthen the
resilience of banks in the aftermath of the global financial crisis.
Following the Basel 11l 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 11l standards relating to the leverage ratio and the NSFR
requirements, as well as two recent BCBS capital standards relevant to
the application of Basel Ill 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.
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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 Il 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 Als 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 11l awaiting codification into the BCR in the
current exercise. Calculated as a percentage of an Al’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 Als 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



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 entity?, to update the quantitative threshold of annual turnover for
defining “small business” from HK$50 million to HK$100 million®, and
to refine some existing provisions to enhance the clarity of terminology in
certain areas.
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10. The BLAR 2017 seeks to prescribe NSFR requirements for
certain Als in accordance with the Basel 11l framework. Calculated as a
ratio of an Al’s “available stable funding” to its “required stable funding”,
the NSFR is designed to reduce Als’ 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 Als, 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.

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.



will be applied in full to Als which are most sizable or internationally
active, referred to as “category 1 institutions” * 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™ 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 20109.

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 Al.

*  Category 1 institutions are Als specified by the MA under section 3(1) of the BLR. The MA has
specified those Als 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.

All non-category 1 institutions are known as category 2 institutions. Category 2A institutions are
Als 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 —

(@) 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.



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

(@) 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 Als and the bases of consolidation
an Al 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;



(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

() 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 new Part 3A is added to prescribe the minimum required level
of NSFR and CFR to be maintained by different categories of
Als;

(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 Als’ resilience, thereby contributing to the overall stability of
the banking system. The specification of the IDA as an MDB will allow
Als 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
Als.



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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Section 1

Banking (Capital) (Amendment) Rules 2017

Banking (Capital) (Amendment) Rules 2017

(Made by the Monetary Authority under section 97C of the Banking
Ordinance (Cap. 155) after consultation with the Financial Secretary, 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)

1. Commencement

These Rules come into operation on 1 January 2018.

Banking (Capital) Rules amended

The Banking (Capital) Rules (Cap. 155 sub. leg. L) are amended as
set out in sections 3 to 62,

)

2

Section 2 amended (interpretation)

Section 2(1), definition of asset sale with recourse, after “,
means’—

Add

“an off-balance sheet exposure to the credit risk of an asset
sold under”.

Section 2(1)>—
Repeal the definition of collective provisions
Substitute

“collective provisions (%58 * {5 4), in relation to the
exposures of an authorized institution, means provisions
that—

(a) are held against future and presently unidentified
losses; and
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(b)  are freely available to meet those losses when they
materialize in future;”.

(3) ' Section 2(1), definition of credit conversion factor—
Repeal
“, 139(1) or 227(1)” (wherever appearing)
Substitute
“or 139(1)”.

(4) - Section 2(1), definition of credit derivative contract,
paragraph (a), before “forward”—
Add
“futures contract,”.

(5) Section 2(1)—
Repeal the definition of credit protection
Substitute

“credit protection ({5 F {~E)—

(a) in relation to an exposure of an authorized
institution, means = the protection against ‘the
exposure afforded to the institution by—

(i) if the -exposure is a . non-securitization
exposure—rtecognized credit risk mitigation;
or

(ii)  if the exposure is a securitization exposure—
Part 7 credit risk mitigation (within the
meaning of section 227(1)); or

(b). in any other case—means the protection provided
by a party against a credit exposure: incurred by
another party;”.

(6)  Section 2(1), definition of default risk exposure, paragraph
(a)—

Section 3 3
Repeal
«,139(1) or 227(1)”
Substitute
“or 139(1)”.
(7). Section 2(1)—
Repeal the definition of direct credit substitute
Substitute
“direct credit substitute (HH {58 IEH), in relation to
an authorized institution, means an off-balance sheet
exposure of the institution arising from an irrevocable
transaction or instrument that carries the same credit risk
to the institution as a direct extension of credit by the
institution, including such an exposure arising from—
(a) aguarantee given by the institution;
(b) a standby letter of credit serving as a financial
guarantee for a loan;
(c¢) - an acceptance; or
(d) a credit protection sold under a credit derivative
contract in the form of a total return swap or credit
default swap booked in the institution’s banking
book;”.
(8)  Section  2(1), definition of ECAI issue specific rating,
paragraphs (a) and (d)—
Repeal
‘L’ 74,!'
(9) Section 2(1)—

Repeal the definition of exchange rate contract
Substitute
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(0

(11

(12)

“exchange rate contract ([FE2254Y) means a futures contract,
forward  contract, swap contract, option contract or
similar derivative ' contract the -value of which is
determined by reference to the value of, or any
fluctuation in the value of—

(a) anunderlying currency (including gold); or

(b) an undetlying currency index (being an index
calculated by reference to a basket of currencies);”.

Section 2(1)—
Repeal the definition of forward asset purchase
Substitute

“forward asset purchase (GRHRIEENEE), in relation to an
authorized = institution, means an off-balance sheet
exposure to the credit risk of a loan, security or other
asset (other than currency) that the institution has a
contractually binding commitment to purchase from
another party under a contract (including a put option
contract written by the institution) on a specified future
date;”,

Section 2(1), definition of forward forward deposits placed—
Repeal

“agreement between the institution and another”

Substitute

“off-balance sheet exposure to:the credit risk of a party under
an agreement between the institution and the”.

Section 2(1)—
Repeal the definition of interest rate contract
Substitute

(13)

(14)

(15)

“interest rate contract (FI|ZR54) means a futures contract,
forward . contract, swap contract, option contract or
similar derivative contract the value of which changes in
response to changes in interest rates;”.

Section 2(1), definition of nettable—

Repeal

everything after “institution”

Substitute

“, means that the exposure is subject to a recognized netting;”,
Section 2(1)—

Repeal the definition of note issuance and revolving
underwriting facilities

Substitute

“note issuance and revolving underwriting facilities (215 3%
T R{iEER= A #FE#E), in relation to an authorized

institution, means an off-balance sheet exposure of the
institution arising from a facility provided in respect of
the issue of debt securities by an issuer to-the market
where the institution and other underwriters under the
facility are committed to—
(a) purchase any of those debt securities that cannot be
placed in the market; or
(b) provide funding of an equivalent amount to the
issuer;”.
Section 2(1), definition of partly paid-up shares and
securities—
Repeal
everything after “means”

Substitute
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(16)

(17

(18)

(19)

“an off-balance sheet exposure to the credit risk of the shares
or securities purchased from an issuer where—

(a) only a part of the issue price or nominal face value
of the shares or securities has been paid by the
institution; and

(b)  the institution will be required to pay the unpaid
amount in the future;”.

Section 2(1), definition of potential exposure—

Repeal

“,139(1) or 227(1)”

Substitute

“or 139(1)”.

Section 2(1), definition of recognized credit risk mitigation—
Repeal

“an exposure”

Substitute

“a non-securitization exposure”.

Section 2(1), definition of recognized credit risk mitigation,
paragraphs (c) and (d)—

Repeal

¢, 139(1) or 232A”

Substitute

“or 139(1)”.

Section 2(1)}—

Repeal the definition of securitization exposure

Substitute

Banking (Capital) (Amendment) Rules 2017

“securitization exposure (F53LJERIEEAIE) means an
exposure of a person to a securitization transaction,
including such an exposure arising from—

(a) the purchase or repurchase of securitization issues;

(b)  the provision of credit = protection or credit
enhancement to any of the parties to the
transaction;

(c)  the retention of one or more than one exposure to a
tranche in the transaction;

(d) the provision of a liquidity facility (within the
meaning of section 227(1)) or servicer cash
advance ' facility (within the meaning of that
section) for the transaction; or

(e) - the obligation to acquire any investors’ interest in
the underlying exposures of the transaction if the
transaction is subject to an early amortization
provision;”.

(20)  Section 2(1), definition of specific provisions—

Repeal paragraphs (a), (b) and (c)
Substitute

“(a) - the institution reasonably considers that one or more
than one event has occurred causing the impairment loss;

(b) the event or events exist on the initial recognition of the
exposure or occur after the exposure is originated or
acquired by the institution; and

(c). the allowance is assessed by the institution by reference
to the impact that the event or events have on the cash
flows in respect of the exposure insofar as that impact
can be reliably estimated;”.

(21). Section 2(1)—
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22)

(23)

Repeal the definition of trade-related contingency
Substitute

“trade-related contingency (& 5 RV =2FTEH), in relation
to ‘an authorized institution, means an off-balance sheet
exposure of the institution arising from a short-term self-
liquidating trade-related obligations associated with the
movement of goods, including such an exposure arising
from issuing or confirming a letter of credit, from
acceptance on a trade bill or from shipping guarantee;”.

Section 2(1)—
Repeal the definition of transaction-related contingency
Substitute

“transaction-related contingency (XS RAEETEH), in
relation to an authorized institution, means an off-
balance sheet exposure of the institution to a customer
arising from an irrevocable obligation of the institution
to pay a beneficiary when the customer fails to perform a
contractual and non-financial obligation, including such
an exposure arising from a performance bond, bid bond,
warranty or standby letter of credit;”.

Section 2(1), definition of valid bilateral netting agreement—
Repeal paragraph (b)
Substitute

“(b) the agreement creates a single legal obligation for all
individual : contracts or transactions covered by the
agreement, and provides, in effect, that—

(i) the institution would have a single claim or
obligation to receive or pay only—

(A) - for derivative contracts—the net amount of
the sum of the positive and negative mark-to-

Section 3
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(24)

25

(26)

market values of the individual contracts
covered by the agreement;

(B) - for SFTs—the net amount of the sum of the
gains andlosses on the individual transactions

(including the value of any collateral) covered
by the agreement; or

(C) for other transactions giving rise to on-
balance sheet exposures or liabilities—the net
amount owed to or by the institution in
respect of the individual transactions covered
by the agreement; and

(ii) - the institution would have the claim or obligation
in the event that a counterparty to the agreement, or
a counterparty to whom the agreement has been
validly assigned, fails to comply with any
obligation under the agreement due to default,
insolvency, bankruptcy or similar circumstance;”’;

Section 2(1), definition of valid bilateral netting agreement,
paragraph (c)(ii), after “contracts”—

Add

“or transactions”.

Section 2(1), definition of valid bilateral netting agreement,
paragraph (e), after “manages the”—

Add

“contracts or”.

Section 2(1), definition of valid bilateral netting agreement,
paragraph (f)—

Repeal

“covered by the agreement; and”

Substitute



Banking (Capital) (Amendment) Rules 2017

Section 3 10
“or transactions covered by the agreement;”.
(27) - Section 2(1), definition of valid bilateral netting agreement,
paragraph (g), after the semicolon—
Add
“and35-
(28) Section 2(1), definition of valid bilateral netting agreement,
after paragraph (g)—
Add
“(h) if the agreement covers the netting of SFTs—the
agreement allows for prompt liquidation or setting-off of
collateral on the occurrence of an event referred to in
paragraph (b)(ii);”.
(29) Section 2(1)—

(a)  definition of excess spread,

(b) definition of internal ratings-based - (securitization)
approach;

(c) definition of investors’ interest;

(d) definition of IRB(S) approach;

(e) definition of liguidity facility;

(f) . definition of ratings-based method;

(g) definition of regulatory reserve;

(h) definition of securitization position;

(i) definition of servicer cash advance facility;
(j) - definition of standardized (securitization) approach;
(k)  definition of STC(S) approach;

(1) definition of supervisory formula method—
Repeal the definitions.

Section 3
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(30)

Section 2(1)—
Add in alphabetical order

“attachment point (FLEEEL), in relation to a tranche of a
securitization transaction, means the threshold at which
losses in the underlying exposures (within the meaning
of section 227(1)) of the transaction would first be
allocated to the tranche;

credit-enhancing interest-only strip ($&e7{Z R F| B0
4H) means an on-balance sheet asset of the originator of
a securitization transaction that—

(a) represents a valuation of cash flows related to
future margin income (being the gross finance
charges and other income expected to be received
by the SPE in the transaction in excess of the
expenses, including interest payments, charge-offs,
fees, and other expenses arising from the SPE, that
are expected to be incurred under the transaction);
and

(b) - is subordinated to claims from other parties to the
~ transaction in terms of the priority of payment or
repayment;

detachment point ((-E8E), in relation to a tranche of a

securitization transaction, means the threshold at which

losses in the underlying exposures (within the meaning

of section 227(1)) of the transaction would result in the
total loss of principal for the tranche;

exposure amount (& & 7K & #%H), in relation to a
securitization transaction, has the meaning given by
section 227(1);
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IRB pool (IRB 4H#r) means a pool of underlying exposures
of a securitization transaction classified as an IRB pool
under section 16;

mixed pool (CE£r4HEr) means a pool of underlying exposures
of a securitization transaction classified as a mixed pool
under section 16;

regulatory reserve for general banking risks (—f%ERTTHS
JE\ZEE & #5{#), in relation to an authorized institution,
means that portion of the institution’s retained earnings
which, for the purposes of paragraph 9 of the Seventh
Schedule to the Ordinance, is earmarked or appropriated
to maintain adequate provision for losses which the
institution will or may incur;

SA pool (FZ#E4H &) means a pool of underlying exposures of
a securitization transaction classified as an SA pool
under section 16;

SEC-ERBA means the securitization external ratings-based
approach;

SEC-FBA means the securitization fall-back approach;

SEC-IRBA means the securitization internal ratings-based
approach;

SEC-SA means the securitization standardized approach;
securitization external ratings-based approach (F§35/E5NER
SPaR RSB %) means the method of determining the

risk-weight of a securitization exposure set out in
Division 8 of Part 7;

Securitization fall-back approach (5L ETER)
means the method of determining the risk-weight of a
securitization exposure set out in Division 10 of Part 7;

Securitization internal ratings-based approach (F535{ENES
PR FL#EZTELE) means the method of determining the
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risk-weight of a securitization exposure set out in
Division 7 of Part 7;

securitization standardized approach (F§77{bAEAETELE)
means the method of determining the risk-weight of a
securitization exposure set out in Division 9 of Part 7;

tranched credit protection (53{7%8(Z R =) means a credit
protection under which—

(a) a party transfers a portion of the credit risk of a
securitization exposure or a non-securitization
exposure in one or more than one tranche to one or
more than one other party, and retains the
remaining portion of the credit risk of the exposure;
and

(b) the portion transferred and the portion retained are
of different seniority;”.

4. Section 3F amended (distribution payment requirements)
Section 3F(2)—

Repeal

everything after “unless”

Substitute
“all of the following provisions are complied with—
(a).  this section;
(b) - if applicable, section 3J or 3K;

(c)  if the payment is made on or after | January 2018,
section 3Z7.”.

5. Part 1C added
After Part IB—
Add
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Section 5 14 Section 5 15
“Part 1C 3ZB. Determination of exposure measure
(1) An authorized institution must determine its exposure
Leverage Ratio measure in accordance with this section.
(2)  The exposure measure is the sum of the following—
3Y. Interpretation of Part1C S
; (a) the institution’s ‘on-balance sheet exposures,
In this Part— excluding those arising from derivative contracts or
exposure measure (JE\ [ & EET &), in relation to an SFTs (other than collateral for derivative contracts
authorized institution, means its exposure measure or for SFTs recognized as an on-balance sheet asset
determined in accordance with section 3ZB; under the applicable accounting standard);
leverage ratio (f512LL¥), in relation to an authorized (b) the institution’s exposures arising from derivative
institution, means the ratio, expressed as a percentage, of contracts (other than collateral recognized as an on-
its Tier 1 capital to its exposure measure. balance sheet asset under the applicable accounting
standard);
3Z. Minimum leverage ratio for authorized institutions (c) the institution’s exposures arising from SFTs (other
(1) An authorized institution must not at any time have a than collateral recognized -as an on-balance sheet
leverage ratio of less than 3%. asset under the applicable accounting standard);
(2) The ratio must be calculated on the same basis as that and
adopted for the calculation of capital adequacy ratio (d) the institution’s off-balance sheet exposures (other
under Division 7 of Part 2. than those falling within paragraph (b) or (c)).
h ts of th menti in subsecti
3ZA.  Authorized institution must notify Monetary Authority of (3)  The amounts OF the exposures mentioned in » .sectlon
failure to have minimm leve i (2)(a), (b), (c) and (d) are calculated by using the
9 nay lmhm ‘everage ralo standard calculation methodology set out in the standard
An authorized institution that fails to comply with section 37 return template relating to leverage ratio Speciﬁed by the
must— Monetary Authority.
(a) on .becoming aware of the failure, immediately (4) The institution may deduct from the sum calculated
notify the Monetary Authority of the fact; and under subsection (2) its on-balance sheet exposures
(b) if requested by the Monetary Authority to provide (other than liability items) deducted from Tier 1 capital.
the particulars of the failure to the Monetary (5) If the institution is a note-issuing bank, in determining

Authority—provide the particulars.

the institution’s on-balance sheet exposures for the
purposes of this section, certificates of indebtedness
issued by the Financial Secretary under section 4 of the
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Exchange Fund Ordinance (Cap. 66) to, and held by, the
institution must not be included.

(6)  In this section—

note-issuing bank (2$)$R1T) has the meaning given by
section 2 of the Legal Tender Notes Issue Ordinance
(Cap. 65).”.

6. Section 4 amended (interpretation of Part 2)
Section 4, definition of IRB coverage ratio, paragraph (b)—
Repeal
“IRB(S) approach”
Substitute
“SEC-IRBA?”,

7. Section 12 amended (exemption for exposures)
Section 12(4)(a)(ii)—
Repeal
“STC(S) approach”
Substitute
“SEC-ERBA, SEC-SA or SEC-FBA”.

8. Section 15 substituted
Section 15—
Repeal the section
Substitute

“15.

Authorized institution must use SEC-IRBA, SEC-ERBA,
SEC-SA or SEC-FBA to determine risk-weight of
securitization exposure

(1) An authorized institution must use the SEC-IRBA to
determine the risk-weight of a securitization exposure to
a securitization transaction that is not a re-securitization
exposure if—

)

(a)

(b)

the pool of underlying exposures of the transaction
is classified as an IRB pool; or

all of the following conditions are met—

®

(i)

the pool of underlying exposures of the
transaction is classified as a mixed pool;

the institution is able to calculate the Kizp in
accordance with section 254(1) for at least
95% of the total nominal -amount of the
underlying exposures.

An authorized institution must use the SEC-ERBA to
determine the risk-weight of a securitization exposure to
a securitization transaction that is not a re-securitization
exposure if—

(@)

(®

the securitization exposure is rated and the pool of
underlying exposures of the transaction is classified
as an SA pool; or

all of the following conditions are met—

®

(i)

the securitization exposure is rated and the
pool - of - underlying exposures of the
transaction is classified as a mixed pool;

the institution is unable to calculate the Kizp
in accordance with section 254(1) for at least
95% of the total nominal amount of the
underlying exposures.
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(3)  An authorized institution must use the SEC-SA to
determine the risk-weight of a securitization exposure to

a securitization transaction if—

(a) the securitization exposure is unrated and the pool
of underlying exposures of the. transaction is
classified as an SA pool;

(b) = all of the following conditions are met—

(i)  the securitization exposure is unrated and the
pool ‘of underlying exposures of the
transaction is classified as a mixed pool;

(ii) - the institution is unable to calculate the Kizp
in accordance with section 254(1) for at least
95% of the total nominal amount of the
underlying exposures; or

(c). the securitization exposure is a re-securitization
exposure (whether rated or not).

(4) Despite subsections (1), (2) and (3), an. authorized
institution must use the SEC-FBA to determine the risk-
weight of a securitization exposure to'a securitization
transaction if—

(a) any of the due diligence requirements in section
15A is not complied with in respect of the exposure
or the transaction; or

(b) the institution is unable to use the SEC-IRBA,
SEC-ERBA and SEC-SA to determine the risk-
weight.””.

9. Section 15A added

After section 15—

Add

Section 9
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“15A. Due diligence requirements for using SEC-IRBA, SEC-
ERBA or SEC-SA

€))

@)

3)

“

The due diligence requirements for the purposes of
section 15(4)(a) are set out in subsections (2), (3) and
.

The authorized institution concerned must have a
comprehensive understanding, on a continuous basis, of
the risk characteristics of~—

(a) the securitization exposure concerned (whether on-
balance sheet or off-balance sheet); and

(b) the pool of underlying exposures of  the
securitization transaction that gave rise to the
securitization exposure.

The institution must be able to access the following
information on a continuous basis and in a timely
manner—

(a) if the transaction is not a  re-securitization
transaction—performance = information - on the
underlying exposures (including issuer name and
credit quality); and

(b)  ifthe transaction is a re-securitization transaction—

(i) performance information on the underlying
exposures (including ‘issuer name and credit
quality); and

(i) - information on the 'risk characteristics and
performance of the underlying exposures of
the original securitization transaction being
re-securitized through  the re-securitization
transaction.

The institution must have a thorough understanding of
each structural feature of the transaction that has the
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potential to materially affect the performance of the
securitization exposure referred to in subsection (2).”.
10. Section 16 substituted
Section 16—
Repeal the section
Substitute
16, Classification of underlying exposures

€8)

)

(€))

An authorized institution must classify the pool of
underlying exposures of a securitization transaction in
accordance with this section.

Subject to subsection (5), the institution must classify
the pool of underlying exposures of a securitization
transaction as an IRB. pool if—

(a) - all the underlying exposures in the pool are IRB
underlying exposures; and

(b): the institution has all the data and information
necessary ~ for - calculating the risk-weighted
amounts of all the IRB underlying exposures in
accordance with Part 6.

The institution must classify the pool of underlying

exposures of a securitization transaction as a mixed pool

if—

(a) some or all of the underlying exposures in the pool
are IRB underlying exposures; and

(b) the institution has all the data and information
necessary  for calculating the risk-weighted
amounts of some, but not all, of the underlying
exposures in the pool in accordance with Part 6.

Section 10
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)

®

©)

The institution must classify the pool of underlying
exposures of a securitization transaction as an SA pool
if—

(a) - the institution uses, or if the underlying exposures
were held directly by the institution, it would use,
the STC approach or BSC approach to calculate the
credit risk for all the underlying exposures in the
pool;

(b) some or all of the underlying exposures in the pool
are IRB underlying exposures, but the institution is
unable to calculate the risk-weighted amount of
any of the IRB underlying exposures in accordance
with Part 6 due to a lack of necessary data and
information;

(c) - the securitization transaction is a re-securitization
transaction; or

(d) the institution is required by a notice given to it
under subsection (5).to do so.

Even if the conditions in subsection (2)(a) and (b) are
met, the Monetary Authority may, by notice in writing
given to the institution, require it to classify the pool of
underlying exposures as an SA pool if the Monetary
Authority considers that the classification of the pool as
an IRB pool would result in a less prudent estimate of
the capital charge: for the institution’s securitization
exposure to the transaction given—

(a)  the particular structure of the transaction; or

(b) the characteristics of the underlying exposures of
the transaction.

An authorized - institution must  comply with the
requirement of a notice given to it under subsection (5).



Banking (Capital) (Amendment) Rules 2017

Section 11 22

11.

12.

13.

(7) - In this section—

IRB underlying exposures (IRB 4HR%E H) means underlying
exposures that fall, or would fall if they were held
directly by the authorized institution concerned, within
an IRB class or IRB subclass for which the institution
has an approval granted under section 8 to use the IRB
approach to calculate the credit risk.”,

Section 29 amended (solo basis for calculation of capital
adequacy ratio)

Section 29(1)(b)(i)—
Repeal
“or both, and to the STC(S) approach”
Substitute
“and to'the SEC-ERBA, SEC-SA or SEC-FBA”.

Section 30 amended (solo-consolidated basis for calculation of
capital adequacy ratio)
Section 30(1)(b)(i}—

Repeal

“or both, and to the STC(S) approach”

Substitute

“and to the SEC-ERBA, SEC-SA or SEC-FBA”.

Section 31 amendeq (consolidated basis for calculation of
capital adequacy ratio)
Section 31(1)(b)(1)—

Repeal

“or both, and to the STC(S) approach”
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14.

15.

16.

Substitute
“and to the SEC-ERBA, SEC-SA or SEC-FBA”.

Section 38 amended (CET1 capital)
Section 38(2)(e)—

Repeal

“referred to in section 40(1)(£)”.

Section 40 amended (Tier 2 capital)
Section 40(1)—
Repeal paragraph (f)
Substitute

“(f) . the amount of the institution’s regulatory reserve for
general banking risks and collective provisions that may
be included in its Tier 2 capital under section 42;

(g) the amount of the excess of the institution’s total eligible
provisions over its total EL amount that may be included
in its Tier 2 capital under section 42(3)(c).”.

Section 42 amended (provisions supplementary to section

40(1)(D)
(1) Section 42, heading—

Repeal

4‘40(1)(1)”

Substitute

“40(1)(f) and (g)".
(2)  Section 42(1)—

Repeal

everything before “must not”
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3)

)

(%)

Substitute

“(1). An authorized institution that uses only the STC
approach or BSC approach to calculate its credit risk for
non-secutitization exposures”.

Section 42(1)(a)}—

Repeal

“STC approach or BSC approach, or both”
Substitute

“approach”.

Section 42(1)(b)—

Repeal

“STC(S) approach”

Substitute

“SEC-ERBA, SEC-SA or SEC-FBA”.
Section 42—

Repeal subsection (2)

Substitute

*2) An authorized institution that uses only the IRB.

approach; or a combination of the STC approach and
IRB approach, to calculate its credit risk for non-
securitization exposures—

(a) subject to paragraph (b), must apportion its total
regulatory reserve for general banking risks and
collective provisions between the STC approach,
IRB approach, SEC-IRBA, SEC-ERBA, SEC-SA
and SEC-FBA on a pro rata basis in accordance
with the proportions of the institution’s risk-
weighted amount for credit risk calculated by using
those approaches;

(b) may, with the prior consent of the Monetary
Authority, use its own method to apportion its total
regulatory reserve for general banking risks and
collective provisions between the STC approach,
IRB approach, SEC-IRBA, SEC-ERBA, SEC-SA
and SEC-FBA; and

(c) must, after it has carried out the apportionment
referred to in paragraph (a) or (b)}—

(i) comply with subsection (1) in respect of the
portion apportioned to the STC approach,
SEC-ERBA,; SEC-SA and SEC-FBA as if it
were an authorized institution that uses only
the STC approach to calculate its credit risk
for non-securitization exposures;

(ii) . comply with subsection (3) in respect of the
portion apportioned to the IRB approach; and

(iii)  comply with subsection (4) in respect of the
portion apportioned to the SEC-IRBA.”.

(6) = Section 42—

Repeal subsection (4)
Substitute

“(4) An authorized institution may include that portion of its
total regulatory reserve for general banking risks and
collective provisions that is apportioned to the SEC-
IRBA under subsection (2)(a) or (b) in its Tier 2 capital
up to 0.6% of its risk-weighted amount for credit risk
calculated by using the SEC-IRBA.”,

17. Section 43 amended (deductions from CET1 capital)
(1) Section 43(1)(e)—

Repeal
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18.

“gain-on-sale”
Substitute

“credit-enhancing interest-only strip, and any gain-on-sale and
other increase in the CET 1 capital of the institution,”.

(2) Section 43(1)(f), before “the amount”—
Add
“subject to section 44A,”.

Section 44A added
After section 44—
Add

“44A. Provisions supplementary to section 43(1)(f)

(1) If an authorized institution is required by a notice given
to it under section 43(1)(f) to deduct from its CET1
capital a securitization exposure specified in the notice,
the institution. must make the deduction based on ‘the
exposure amount of the exposure determined under
section 235.

(2)  An authorized institution may, for the purposes of
subsection (1), deduct from the exposure amount
determined under section 235 for a securitization
exposure—

(a) the specific provisions or partial write-offs made
by the institution for the exposure; and

(b) if applicable, the non-refundable purchase price
discounts provided to the institution by the seller of
the exposure.”.

Section 19
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19.

20.

Section 51 amended (interpretation of Part 4)

M

@

Section 51(1), definition of principal amount, paragraph
(b)(i)—

Repeal

“which is”

Substitute

“arising from”,

Section 51(1), definition of small business, paragraphs (a)(i)
and (ii) and (b)—

Repeal

“$50”

Substitute

“$100”,

Section 68 amended (credit-linked notes)

(M

@

3)

Section 68(a)—

Repeal

“(ey?

Substitute

“(e)”.

Section 68—

Repeal paragraph (c).

Section 68(e)—

Repeal

“falls within paragraph (d) and it”
Substitute

“(whether having an ECAI issue specific rating or not)”.
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21.

22.

Section 71 amended (off-balance sheet exposures)

M

@

3)

Section 71, Table 10, item 9, column 2—
Repeal

“Commitments which do not fall within any of items 1, 2, 3,
4,5,6,7 and 8 and”

Substitute

“Off-balance sheet exposures that do not fall within any of
items 1, 2, 3, 4, 5, 6, 7 and 8 and arise from commitments”.

Section 71, Table 10, item 9(d), column 3—

Repeal

“commitment based on its original maturity”

Substitute

“exposure based on the original maturity of the commitment”.
Section 71, Table 10, item 9, column 2, definition of original
maturity—

Repeal

everything after “in relation to”

Substitute

“a commitment of an authorized institution, means the period
between the date on which the institution enters into the
commitment and the earliest date on which the institution can,
at its option, unconditionally cancel the commitment.”.

Section 72 amended (provisions supplementary to section 71)

€5)

Section 72(e}—
Repeal

“which is”
Substitute

Section 23
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23.

2

€))

“arising from”’.
Section 72(H)(1))—
Repeal

“calculated in accordance with section 74 has been provided
in respect of”

Substitute

“has been held in respect of the risk-weighted amount
calculated in accordance with section 74 or Part 7 for”,

Section 72(f)(ii), after “and 10,”—
Add :
“or Division 5 of Part 7,7,

Section 74 amended (determination of risk-weights applicable
to off-balance sheet exposures)

M

@

3

Section 74(2)(e)—

Repeal

“assets” (wherever appearing)
Substitute

“assets sold or purchased”.
Section 74(2)(g)—

Repeal

“exposure”

Substitute

“credit derivative contract”.
Section 74(3)—

Repeal

“institution is”
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“)

(%

(6)

@)

®)

®

(10

Substitute

“institution arises from”.
Section 74(3)—

Repeal paragraph (a).
Section 74(3)(b)—
Repeal

“if the contract does not have an ECAI issue specific rating,”.
Section 74(4)—

Repeal

“institution is”
Substitute

“institution arises from”.
Section 74(4)—

Repeal paragraph (a).
Section 74(4)(b)—
Repeal

“if the contract does not have an ECAI issue specific rating,”.
Section 74(5)—

Repeal

“institution is”
Substitute

“institution arises from”.
Section 74(6)—

Repeal

“institution is”
Substitute
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24,

25.

“institution arises from”,

(11). Section 74, Formula 1, heading, after “Risk-weight of’—

Add
“Off-balance Sheet Exposure Arising from”.

(12) . Section 74(7)—

Repeal

“institution is”
Substitute

“institution arises from”.

Section 80 amended (collateral which may be recognized for
purposes of section 77(i)(ii))

Section 80(1)(d)—
Repeal
everything after “under a”
Substitute

“repo-style transaction that is booked in the institution’s
trading book.”.

Section 82 amended (determination of risk-weight to be
allocated to recognized collateral under simple approach)

(1) - Section 82(1)(a)(ii)—
Repeal
“section 237”
Substitute
“Part 77,

(2) Section 82(2)—
Repeal
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“which falls within paragraph (c) or (d) of the definition of
repo-style transaction in section 2(1)”.
26. Section 91 amended (minimum holding periods)
Section 91(2)—
Repeal ‘
“(5)” (wherever appearing)
Substitute
“Dr.
27. Section 97 amended (use of value-at-risk model instead of
Formula 9)
Section 97(4)(c)(ii)—
Repeal
“(5)”
Substitute
“(D.
28. Section 101 amended (provisions supplementary to section 100)
Section 101—

Repeal subsection (7)
Substitute

“(7) - If an authorized institution has obtained tranched credit
protection for its exposure, it must—
(a) decompose the exposure into a protected sub-
tranche and an unprotected sub-tranche; and

(b) determine the risk-weighted amount of the
exposure in accordance with Part 7.”.

Section 29
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29.

30.

Section 105 amended (interpretation of Part 5)
Section 105, definition of principal amount, paragraph (b)(ii)—

Repeal
“which is”
Substitute

“arising from”,

Section 118 amended (off-balance sheet exposures)

(1)

@

3

Section 118, Table 14, item 9, column 2—
Repeal

“Commitments -which do not fall within any of items 1, 2, 3,
4,5,6,7and 8 and”

Substitute

“Off-balance sheet exposures that do not fall within any of
items 1, 2, 3,4, 5,6, 7 and 8 and arise from commitments”.

Section 118, Table 14, item 9(d), column 3—

Repeal

“commitment based on its original maturity”

Substitute

“exposure based on the original maturity of the commitment”.

Section 118, Table 14, item 9, column 2, definition of original
maturity—

Repeal
everything after “in relation to”
Substitute

“a commitment of an authorized institution, means the period
between the date on which the institution enters into the
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31.

32.

commitment and the earliest date on which the institution can,
at its option, unconditionally cancel the commitment.”.

Section 119 amended (provisions supplementary to section 118)
(1) Section 119(e)}—

Repeal

“which is”

Substitute

“arising from”.
(2) Section 119(H(1)—

Repeal

“calculated in accordance with section 121 has been provided
in respect of”

Substitute

“has been held in respect of the risk-weighted amount
calculated in accordance with section 121 or Part 7 for”.

(3) . Section 119(f)(ii), after “and 8,”—
Add
“or Division 5 of Part 7,”.

Section 121 amended (determination of risk-weights applicable
to off-balance sheet exposures)

(1)  Section 121(2)(e)—
Repeal
“assets” (wherever appearing)
Substitute
“assets sold or purchased”.
(2)  Section 121(2)(g)—

Section 32
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3

R

6))

(6)

(N

Repeal

“exposure”

Substitute

“credit derivative contract”.
Section 121(3)—

Repeal

“institution is”

Substitute

“institution arises from”,
Section 121(4)—

Repeal

“institution is”

Substitute

“institution arises from”.
Section 121(5)—
Repeal

“institution 1s”
Substitute

“institution arises from”,

Section 121(6)—

Repeal

“Institution is”

Substitute

“institution arises from”.

Section 121, Formula 13, heading, after “Risk-weight of”—
Add
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33.

34,

35.

)

“Off-balance Sheet Exposure Arising from”.
(8) Section 121(7)—

Repeal

“Institution is”

Substitute

“institution arises from”,

Section 126 amended (calculation of risk-weighted amount of
exposures taking into account credit risk mitigation effect of
recognized collateral)

Section 126(4)(b)—
Repeal
“sections 237, 238 and 239”
Substitute
“Part 77,

Section 135 amended (provisions supplementary to section 134)
Section 135—

Repeal subsection (7)

Substitute

“(7) If an authorized institution has obtained tranched credit
protection for its.exposure, it must—

(a). decompose the exposure into- a protected sub-
tranche and an unprotected sub-tranche; and

(b) determine the  risk-weighted amount of the
exposure in accordance with Part 7.”.

Section 139:amended (interpretation of Part 6)
Section 139(1), definition of principal amount, paragraph (b)(iv)}—
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36.

37.

Repeal
“which is”
Substitute

“arising from”.

Section 163 amended (exposure at default under foundation
IRB approach—on-balance sheet exposures and off-balance
sheet exposures other than OTC derivative transactions and
credit derivative contracts)

(1)  Section 163, Table 20, item 6—
Repeal everything in column 2
Substitute

“Partly paid-up securities (being an  off-balance sheet
exposure to the credit risk of the securities purchased from an
issuer where only a part of the issue price or nominal face
value of the securities has been paid by the institution and the
institution will be required to pay the unpaid amount in the
future)”.

(2)  Section 163, Table 20, item 9, column 2—
Repeal

“Commitments which do not fall within any of items 1, 2, 3,
4,5,6,7 and 8 and”

Substitute

“Off-balance sheet exposures that do not fall within any of
items 1, 2, 3,4, 5,6, 7 and 8 and arise from commitments”.

Section 209 amended (recognized netting)
(1) Section 209(1), after “agreement”—
Add
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38.

39.

“or valid cross-product netting agreement”.

(2) = Section 209(3), Chinese text—

Repeal
S
Substitute
SRR

Section 216 amended (provisions supplementary to section
214(1)—substitution framework for corporate, sovereign and
bank exposures under foundation IRB approach and for equity
exposures under PD/L.GD approach)

Section 216(2)—
Repeal paragraph (b)
Substitute

“(b) . if the institution has obtained tranched credit protection
for its exposure, it must—

(i) decompose the exposure into a protected sub-
tranche and an unprotected sub-tranche; and

(ii) = determine: the risk-weighted ‘amount of the
exposure in accordance with Part 7.7,

Section 221 amended (determination of eligible provisions for
calculation of total eligible provisions)

(1) - Section 221—
Repeal
“or BSC approach, or both, to”
Substitute
“t0”,
(2): Section 221—
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Repeal
“those eligible provisions”
Substitute

“those ' regulatory reserve for general banking risks and
collective provisions”.

(3) Section 221—
Repeal
“or BSC approach, or both, as the case requires,”.

Section 224 amended (application of scaling factor)
Section 224(1)—

Repeal

everything after ““amount of”

Substitute

“its non-securitization exposures as calculated under the IRB
approach in accordance with Divisions 1, 2, 3, 4, 5,6, 7, 8, 9
and 10 by a scaling factor of 1.06 to arrive at its risk-weighted
amount for credit risk calculated under the IRB approach.”.

Section 226 amended (calculation of capital floor)
(1) - Section 226(3A)(a)(ii) and (5)(a)(ii}—

Repeal

“STC(S) approach”

Substitute

“SEC-ERBA; SEC-SA or SEC-FBA”.
(2) - Section 226(7)(e)(ia)—

Repeal

“IRB(S) approach”
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42.

43.

Substitute

“SEC-IRBA”,
(3) Section 226(7)(e)(iil}—

Repeal

“STC(S) approach”

Substitute

“SEC-ERBA, SEC-SA or SEC-FBA”.
(4)  Section 226(8), Chinese text, definition of £/ &7

Repeal

“zE o ¥

Substitute

(13— SR e T}
=7

(5) ~ Section 226(8)—
Add in alphabetical order

“STC(S) approach (STC(S)z1 ;%) has the meaning given by
section 2(1) as in force immediately before 1 January
2018;”.

Section 226A amended (interpretation of Part 6A)
Section 226A, definition of recognized credit derivative contract—
Repeal
“232A”
Substitute
“227(1).

Section 2261 amended (treatments for certain credit derivative
contracts)

(1) Section 2261(a)—
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Repeal

“calculated in accordance with Part 4, 5 or 6, as the case may
be, has been provided”

Substitute

“has been held in respect of the risk-weighted amount
calculated in accordance with Part 4, 5, 6 or 7, as the case may
be,”.

(2) Section 2261(b)—
Repeal
“3,50r6”
Substitute
“57,

Section 226M amended (margin period of risk)
(1) - Section 226M(1)—

Repeal

«(5)”

Substitute

“«ND
(2) ~ Section 226M—

Repeal subsection (5).
(3) At the end of section 226M—

Add

7 If—
(a) - anetting set is one referred to in subsection (1), (2),
(3) or (6); and

(b)  there have been more than 2 margin call disputes
over the netting set during the previous 2 quarters
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and the disputes have lasted longer than the margin
period :of risk applicable to that netting set under
that subsection,

an authorized institution  must use a margin period of
risk that is at least double the margin period of risk
applicable to that netting set under that subsection for
the subsequent 2 quarters.”.

45. Section 226ZB amended (exposures of clients to CCPs)
After section 226ZB(4)—

Add

“(5) In determining whether the condition set out in section
226ZA(6)(a) is met for the purposes of subsections (2),
(3) and (4), that section is to have effect as if the words
“the offsetting transaction for the relevant transaction is
identified by the CCP as a client transaction and the
collateral for supporting the offsetting transaction” were
substituted the words “the collateral for supporting the
relevant transaction”.”.

46. Section 227 amended (interpretation of Part 7)

(1

@

Section 227(1), definition of first loss tranche—
Repeal

“discount on the purchase price of the receivables provided by
the seller of the receivables”

Substitute

“purchase price discount”.

Section 227(1)—

Repeal the definition of implicit support
Substitute

Section 46
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3)

“

©)

“implicit support (f&M57#5), in relation to a securitization
transaction—

(a) - means any direct or indirect :support that an
authorized institution provides (or has provided) to
investors in the transaction in excess of its
predetermined contractual obligations, with a view
to reducing potential or actual losses that they may
suffer; and

(b) includes any clean-up call the exercise of which is
found ‘to provide credit enhancement to the
transaction;”.

Section 227(1)—
Repeal the definition of inferred rating
Substitute

“inferred rating (HEEEF4K), in relation to a securitization
exposure that does not have an ECAI issue specific
rating (principal exposure), means the credit assessment
rating—

(a) attributed to the principal exposure by making
reference to another securitization exposure that
has an ECAI issue specific rating; and

(b) the use of which to risk-weight the principal
exposure under the SEC-ERBA is allowed under
section 268:”.

Section 227(1), definition of liguidity facility—
Repeal

“an off-balance sheet securitization exposure of the institution
arising from”.

Section 227(1), definition of principal amount—

Repeal paragraph (a)
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Substitute

“(a) in relation to an on-balance sheet securitization exposure
of an authorized institution—

(i). if the exposure is measured at fair value—means
the value of the exposure determined in accordance
with section 4A; and

(i) if the exposure is not measured at fair value—
means the book value of the exposure; or”,

(6) Section 227(1), definition of rated—
Repeal paragraph (a)
Substitute
“(a) an BECAI issue specific rating issued by an ECAI
nominated by the authorized institution for the purposes
of section 267(1)(a); or”.
(7) = Section 227(1)—
Repeal the definition of re-securitization exposure
Substitute

“re-securitization exposure (F5555 18R B\ &S —

(a) means a securitization exposure that is an exposure
to a re-securitization transaction; but

(b) - does not include a securitization exposure of an
authorized institution or another person resulting
from retranching another securitization exposure
where ‘the institution has verified that the cash
flows to and from the institution or the person
could be replicated, in all circumstances and
conditions, by an exposure to a securitization
transaction of which the underlying exposures
contain no securitization exposures;”.

(8)  Section 227(1), definition of servicer cash advance facility—
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Repeal

“an’ off-balance sheet securitization exposure of the institution
arising from”.

(9) . Section 227(1), English text, definition of unrated—

Repeal the semicolon

Substitute a full stop.

(10) -~ Section 227(1)—

(a) - definition of committed credit line;

(b) - definition of credit-enhancing interest-only strip;
(c) - definition of credit equivalent amount,

(d) definition of drawn balance;

(e) - definition of early amortization period,

(f)  definition of excess spread,

(g)  definition of investment grade;

(h) definition of investors’ interest;

(i) definition of look-through treatment;

(j)  definition of ratings-based method,

(k)  definition of second loss tranche;

(1) - definition of securitization position;
(m)  definition of supervisory formula;

(n) = definition of supervisory formula method,
(o) definition of uncommitted credit line;

(p) definition of undrawn balance;

(@) definition of weighted average risk-weight—
Repeal the definitions.

(11) - Section 227(1)}—
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Add in alphabetical order

“AP, in relation to a tranche in a securitization transaction,
means the value of the attachment point of the tranche
determined in accordance with section 247;

DP, in relation to a tranche in a securitization transaction,
means the value of the detachment point of the tranche
determined in accordance with section 247;

eligible securitization transaction (& E&&2521532 5))—see
section 229;

eligible synthetic securitization transaction (& & ERES

#4bE3Z 5h)—see section 229;
eligible traditional securitization transaction (£ &8 {EHEE
#4232 5))—see section 229;

exposure amount (JB\[& A IEELEE)—

(a) in relation to a securitization exposure—means the
amount determined in accordance with section 235;

(b) in relation to an underlying exposure of a
securitization transaction (including an exposure,
collateral or asset regarded as an underlying
exposure of the transaction for the purposes of this
Part) that is a securitization exposure—means the
amount determined in accordance with section 235;

(c) in relation to an underlying exposure of a
securitization transaction (including an exposure
regarded as an underlying exposure of the
transaction for the purposes of this Part) that is an
exposure to the counterparty default risk of a
counterparty in respect of a derivative contract
(other than a credit derivative contract}—means the
current exposure of the derivative contract; or
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(d) in relation to an underlying exposure of a
securitization transaction (including an exposure,
collateral. or asset regarded as an underlying
exposure of the transaction for the purposes of this
Part) that is not an underlying exposure mentioned
in paragraph (b) or (c)—

(i) in the case where the risk-weight of the
underlying exposure ‘is required under this
Part to be determined in accordance with Part
4o
(A) if the underlying exposure is an on-

balance sheet exposure—means the
principal amount of the underlying
exposure determined in accordance with
Part 4; and

(B) if the underlying exposure is an off-
balance sheet exposure-—means the
credit equivalent amount of the
underlying = exposure determined ' in
accordance with Part 4; and

(i) in the case where the risk-weight of the
underlying exposure is required under this
Part to be determined in accordance with Part
6—means the EAD of the underlying
exposure determined in accordance with Part
6;

maturity mismatch (ZHIHEAIREEEED), in relation to a credit
protection in the form of recognized collateral,
recognized guarantee or recognized credit derivative
contract afforded to an authorized institution against one

or more than one exposure—



Section 46

Banking (Capital) (Amendment) Rules 2017

48

(a)  if there is only one exposure covered by the credit
protection—means that the residual maturity of the
credit protection determined in the manner set out
in section 103(3) and (4) is shorter than the residual
maturity of the exposure determined in the manner
set out in section 103(3); or

(b) if there is more than one exposure with different
residual = maturities  covered by the - credit
protection—means that the residual maturity of the
credit protection determined in the manner set out
in section 103(3) and (4) is shorter than the longest
residual maturity of any of the exposures
determined in the manner set out in section 103(3);

non-eligible securitization transaction (FEEEMEEHFEAT

B)—see section 229;

non-eligible synthetic securitization transaction (JE&ERE
A LA B))—see section 229;

non-eligible traditional securitization transaction (JE& &%
B4 28 5/E3T 5))—see section 229;

non-senior tranche (3E/54R {7 88)—see section 228;

Part 4 credit risk mitigation (55 4 EVF{E(S B EEEHSH), in
relation to the calculation of the risk-weighted amount of
an underlying exposure of'a securitization transaction in
accordance with Part 4, means—

(a)  recognized netting;
(b)  recognized collateral as defined by section 51(1);

(c) recognized credit derivative contract as defined by
section 51(1); or

(d)  recognized guarantee as defined by section 51(1);
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Part 6 credit risk mitigation (55 6 0 {E(S B &S E), in
relation to the calculation of the risk-weighted amount of
an underlying exposure of a securitization transaction in
accordance with Part 6, means—

(a) recognized netting;

(b) recognized collateral as defined by section 139(1);

(c). recognized credit derivative contract as defined by
section 139(1); or

(d) recognized guarantee as defined by section 139(1);

Part 7 credit risk mitigation (58 7 Z0RME(S A ESEHE), in
relation to the calculation of the risk-weighted amount of
a securitization exposure to a securitization transaction
in accordance with this Part, means—

(a) recognized collateral as defined by this section;

(b) = recognized credit derivative contract as defined by
this section; or
(c).. recognized guarantee as defined by this section;
recognized collateral (58 FJ1E# ) means collateral referred
to in section 243(2)(a) or (b);
recognized credit derivative contract GER[EHITAETES
#) means a contract referred to in section 243(2)(d);

recognized guarantee (53 F]E{#) means a guarantee referred
to in section 243(2)(c);

refundable purchase price discount (R[3RZHIE AEHTH),
in relation to the sale of receivables by a seller to a
buyer, means the portion of the discount on the purchase
price that—

(a) is provided by the seller to the buyer for the
purpose of providing protection to  the buyer
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47.

against - default risk or dilution risk, or both,
associated with the receivables; and

(b) may be refunded to the seller based on the
performance of the receivables;

senior tranche (5 4% {7%8)—see section 228;”,

Part 7, provisions after section 227 substituted

Part 7—

56228.

Repeal everything after section 227
Substitute

Meaning of senior tranche, etc.

€3]

@

3)

“

©))

For the purposes of this Part, a senior tranche is a
tranche in, 'or a  securitization exposure to, a
securitization transaction that is effectively backed or
secured by a first legal claim on the entire amount of the
underlying exposures of the transaction.

However, if a tranche or securitization exposure that is a
senior tranche under subsection (1) (original senior
tranche) is retranched or partially hedged, the new
senjor part formed as a result, instead of the original
senior tranche, is the senior tranche.

Fees or other similar payments due under a securitization
transaction- that could be regarded as falling within
subsection (1) or (2) in a technical sense is not a senior
tranche.

A reference in this Part to a non-senior tranche is a
reference to a tranche or securitization exposure that is
not a senior tranche.

A reference in this Part to a securitization exposure in a
senior or non-senior ' tranche is not construed as
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excluding a securitization exposure that is the only
securitization exposure in a senior or non-senior tranche.
Therefore the ‘securitization ' exposure itself is also
regarded as a senior or non-senior tranche.

229.  Meaning of eligible securitization transactions, etc.

(1) For the purposes of this Part—

(a) a traditional securitization transaction is an eligible
traditional securitization transaction if all of the
following criteria are met—

(i)  all the requirements.set out in Schedule 9 that
are applicable to, or in relation to, the
transaction and .its originating institution are
satisfied;

(i) the transaction is not one specified in
subsection (2); and

(b) - a synthetic securitization transaction is an eligible
synthetic securitization transaction if all of the
following criteria are met—

(1) -all the requirements set out in Schedule 10
that are applicable to, or in relation to, the
transaction or its originating institution are
satisfied;

(ii) = the transaction is not one specified in
subsection (2).

(2) - The transaction is a transaction that—

(a) = at least one underlying exposure of which is
revolving . in = nature - (revolving underlying
exposure); and
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(b)

contains an early amortization provision, or a
provision of similar nature, that, if triggered,
would—

(i) subordinate the institution’s senior or equally
ranked interest in the revolving underlying
exposures to the interests of other parties to
the transaction;

(ii) = subordinate the institution’s subordinated
interest to an even greater degree relative to
the interests of other parties to the transaction;
or

(iii) in other ways increase the institution’s
exposure to losses associated with the
revolving underlying exposures.

(3)  For the purposes of this Part—

(@)

(b)

(©)

(d

a reference to a  non-eligible traditional
securitization transaction is a reference to a
traditional securitization transaction that is not an
eligible traditional securitization transaction;

a reference to a non-eligible synthetic securitization
transaction . is a reference to a synthetic
securitization transaction that is not an eligible
synthetic securitization transaction;

a reference to an eligible securitization transaction
is a reference to an. eligible - traditional
securitization transaction or an eligible synthetic
securitization transaction; and

a reference to a non-eligible securitization
transaction is a reference to a securitization
transaction that is not an eligible securitization
transaction.
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Division 2—Recognition of Credit Risk Transfer
under Securitization Transaction
230. Treatment of underlying = exposures  of  eligible

securitization transactions: general

&)

@

Subject to subsections (3), (4) and (5), an originating
institution of an eligible traditional . securitization
transaction may exclude the underlying exposures of the
transaction from the calculation of the risk-weighted
amount of its credit exposures under Part 4; 5 or 6 or this
Part, as the case requires.

Subject to subsections (3), (4) and (5), an originating
institution ‘of an eligible synthetic = securitization
transaction may—

(a) * calculate the risk-weighted amount of the
underlying - exposures of the transaction ' in
accordance with Part 4, 5 or 6 or this Part, as the
case requires, as if the underlying exposures were
not securitized; and

(b) = subject to section 231, take into account the effect
of the credit risk mitigation used for transferring
the credit risk of the underlying exposures to the
other parties: to the transaction in accordance
with—

(i) if the credit risk mitigation is in the form of
tranched credit protection and the underlying
exposures are non-securitization exposures—
this Part as if the institution’s credit exposure
to the underlying = exposures were a
securitization exposure;

(i)  if the credit risk mitigation is not in the form
of ftranched credit protection and the
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3)

“4)

underlying exposures are non-securitization

exposures—

(A) Divisions 5, .6, 7,9 and 10 of Part 4 (if
the calculation mentioned: in paragraph
(a).is made in accordance with Part 4);

(B) Divisions 5, 7 and 8 of Part 5 (if the
calculation mentioned in paragraph (a)
is made in accordance with Part 5); or

(C) - Division 10 of Part 6 (if the calculation
mentioned in paragraph (a) is made in
accordance with Part 6); or

(iii)  if the underlying exposures are securitization

exposures—Division 5.

The originating institution of the transaction must give

notice to the Monetary Authority of its intention to apply

the treatment under subsection (1) or (2) to the

underlying exposures of the transaction for the purpose

of calculating its capital adequacy ratio when—

(a). the institution applies the treatment for the first
time; or

(b) if the transaction ceases to become an. eligible
securitization transaction after the institution has
applied the treatment—the institution reapplies the
treatment.

The notice must—

(a)  be given at least one month before the treatment is
applied; and

(b) be accompanied by—
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(i) the information on the particulars of the credit
risk to:the underlying exposures retained by
the institution; and

(ii) ~a written confirmation that the transaction is
an eligible securitization transaction, provided
by a person who has sufficient seniority and
authority and is independent of the persons
(whether inside or outside the institution)
responsible for originating the transaction or
the underlying exposures.

However, the Monetary Authority may, by notice in
writing, require an originating institution not to apply, or
to discontinue the application of; the treatment under
subsection (1) or (2) to the underlying exposures of the
transaction if the Monetary Authority is of the view
that—

(a) - the confirmation under subsection (4)(b)(ii) is not
based on an adequate assessment of the degree of
credit risk transfer against the criteria set out in
section 229(1)(a) or (b); or

(b) - the transaction contains features that render the
criteria inadequate to determine whether significant
credit risk transfer is achieved.

To avoid doubt, an originating institution that applies the
treatment under subsection (1) or (2) to the underlying
exposures of a securitization transaction must—

(a) calculate in accordance with this Part the risk-
weighted amounts of the securitization exposures
to the transaction retained, held or purchased by the
institution; and

(b) include the amounts in the calculation of the
institution’s capital adequacy ratio.
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231.

Treatment of underlying exposures of eligible synthetic
securitization transactions in case of maturity mismatch or
call option

(1)  This section applies if—

(a) - an originating. institution of an eligible synthetic
securitization transaction intends to take into
account, under section 230(2)(b), the effect of the

credit risk mitigation used for transferring the

credit risk of the underlying exposures of the
transaction;

(b) where the credit risk mitigation is in the form of
tranched  credit = protection—the  risk-weight
assigned to the unprotected sub-tranche concerned
under this Part is below 1,250%; and

(c). - either—
(i) there is a maturity mismatch between the
underlying exposures of the transaction and

the credit protection through which the credit
risk is transferred under the transaction; or

(i) ~the transaction incorporates a call option
(other than a clean-up call) which is capable,
when exercised, of terminating the transaction
and the credit protection on a specified date.

(2)  The institution may take into account the effect of the
credit protection in its calculation of the risk-weighted
amount of the underlying exposures if—

(a) - the credit protection has an original maturity of not
less than 1 year and a residual maturity of more
than 3 months; and

(b)  the institution takes into account the effect of the
maturity mismatch or the call option by adjusting
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232.

€))

the value of the credit protection by using Formula
12, with the residual maturity of the ‘underlying
exposures determined ' as the longest residual
maturity of any of the underlying exposures of the
transaction.

To avoid doubt, for credit risk mitigation referred to in
section 230(2)(b)(ii), the institution must apply the
treatment under subsection (2) instead of the treatments
for maturity mismatch under Parts 4, 5 and 6.

Treatment of expected losses and provisions in respect of
underlying exposures

€]

@

This section applies to an authorized institution if—
(a) it is the originating institution of an eligible
securitization transaction;

(b) - it applies the treatments under section 230(1) or (2)
to the underlying exposures of the transaction;

(c) the underlying exposures are still held on the
balance sheet of the institution; and

(d) ' the institution would use the IRB approach to
calculate the credit risk for  the underlying
exposures if they were not securitized.

The institution—

(a).  must not, in. determining the institution’s total
eligible provisions for the purposes of sections
42(3)(c) and 43(1)(i), include any specific
provisions, partial write-offs, regulatory reserve for
general banking risks and collective provisions
made for, or any non-refundable purchase price
discounts on, the underlying exposures; and
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(b)

must not, in determining the institution’s total EL
amount for the purposes of those sections, include
the EL amount estimated for the underlying
exposures.

233. Treatment of underlying exposures of non-eligible
securitization transactions

(1) An originating institution of a non-eligible traditional
securitization transaction—

(2)

@

(b)

must calculate the risk-weighted amount of ‘the
underlying exposures of the transaction in
accordance with Part 4, 5 or 6 or this Part, as the
case requires, as if the underlying exposures were
not securitized; and

must not, in .its capital base determined in
accordance with Part 3, include any gain-on-sale or
any other increase in its CET1 capital arising from
the transaction.

An originating institution of a non-eligible synthetic
securitization transaction—

@

(b)

must calculate the risk-weighted amount of the
underlying exposures = of the transaction in
accordance with Part 4, 5 or 6 or this Part, as the
case requires, as if the credit risk of the underlying
exposures were not transferred to the other parties
to the transaction; and

must not, in the calculation under paragraph (a),
take into account the effect of the credit risk
mitigation used for transferring the credit risk of
the underlying exposures to the other parties to. the
transaction.
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(3) An originating institution of a non-eligible securitization
transaction that has—

(@

(b)

calculated =~ the ' risk-weighted amount of the
underlying = exposures of ' the ftransaction in
accordance with subsection (1) or (2); and

included the amount in the calculation of its capital
adequacy ratio,

is not required to calculate risk-weighted amounts for
any securitization ~exposures it may have to the
transaction.

234. Measures for authorized institution providing implicit

support

(1) If an authorized institution provides implicit support to a
securitization transaction, it—

(a)

(b)

(©)

must, in calculating its capital adequacy ratio,
include the risk-weighted amounts calculated for
all the underlying exposures of the transaction
under these Rules as if the underlying exposures
were not securitized;

must not, in its capital base determined in
accordance with Part 3, include any gain-on-sale or
any other increase in its CET1 capital arising from
the transaction;

must notify the Monetary Authority, within 1
month from the date on which the support is
provided, of the particulars of the following
matters— k

(i). the support provided; and

(i) the impact of the support on the institution’s
capital adequacy ratio; and
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4

(d) must disclose publicly the particulars mentioned in
paragraph (c)(i) and (ii).

If an authorized institution provides or has provided

implicit  support to more than one securitization

transaction (whether at the same time. or not), the

Monetary Authority may, by notice in writing given to

the institution—

(a) require the institution not to apply the treatment
under section 230(1) and (2) to other securitization
transactions for the period, or until the occurrence
of the event, specified in the notice; or

(b) advise the institution that the Monetary Authority
is considering exercising the power under section
97F of the Ordinance to vary any capital
requirement rule applicable to  the  institution,
including by increasing all or any of its CET]I
capital ratio, Tier 1 capital ratio and Total capital
ratio.

The originating institution of a securitization transaction
must comply with the requirement of a notice given to it
under subsection (2)(a).

To avoid doubt, subsection (2)(b) does not operate to
limit the circumstances in respect of which the Monetary
Authority may exercise the power under section 97F of
the Ordinance in relation to an authorized institution to
which that subsection applies.
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Division 3—General Requirements for Risk-

weighting Securitization Exposures

235.  Determination of exposure amount of securitization
exposure

M

@

An authorized institution must determine the exposure
amount of an on-balance sheet securitization exposure
as—

(a)  if the exposure arises from a funded credit
protection provided by the institution—the amount
determined under subsection (4) or (5)(b); or

(b) in any other case—the principal amount of the
exposure (net of purchase price discounts if
applicable).

An authorized  institution must determine the exposure
amount of an off-balance sheet securitization exposure
as—

(a) if the exposure is a default risk exposure—the
amount calculated by using the same approach or
method the institution is required under section
10A to use to calculate its default risk exposure;

(b) if the exposure arises from an unfunded credit
protection provided by the institution—the amount
determined under subsection (4) or (5)(b); or

(c) in-any other case, the amount calculated by
multiplying the principal amount of the exposure
by—

(i) if the exposure arises from the undrawn
portion of a qualified servicer cash advance
facility provided by the institution—a factor
that is the same as the CCF under the STC
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approach applicable to a commitment that
may be cancelled at any time unconditionally
by the institution; or

(ii)  in any other case—a factor of 100%.

For the purposes of subsection (2)(c), a servicer cash

advance facility is a qualified servicer cash advance

facility if—

(a) the facility documentation clearly identifies and
limits' the circumstances under which the facility
may.-be drawn;

(b) the authorized institution providing the facility is
entitled to full reimbursement of cash advanced
under the facility, and the entitlement—

(i) = ranks senior to payment or repayment of other
claims on cash flows from the  underlying
exposures of the transaction; and

(ii) - is not subject to any deferral or waiver by the
institution;

(c) drawings under the facility are limited to the
amount assessed by the institution as likely to be
repaid fully from the cash flows generated by the
underlying exposures or through realization of the
underlying exposures or any credit' enhancement
available in the transaction;

(d) - the facility is not able to be drawn so as to provide
credit support to cover: losses already incurred in
respect of the pool of underlying exposures prior to
the drawing;

(e). there are no regular or continuous drawings under
the facility to indicate that the facility is either—
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)

6))

(i) used to provide permanent or regular funding
to. investors in the securitization issues; or

(i) = structured such that drawdown is certain; and

(f) the facility is unconditionally cancellable by the
institution without prior notice to the person to
whom the facility is provided.

If an authorized institution provides full or proportional
credit protection to a securitization exposure, it must
determine  the exposure amount of its securitization
exposure arising from the credit protection as the amount
of the portion of the securitization exposure on which it
has provided the credit protection.

If an authorized institution provides tranched credit
protection to a securitization exposure or non-
securitization exposure, it must—

(a) decompose the exposure into-a protected sub-
tranche and an unprotected sub-tranche; and

(b) determine the exposure amount of its securitization
exposure arising from the credit protection as the
amount of the protected sub-tranche.

Calculation of risk-weighted amount of securitization
exposure

(1)

)

Subject to subsections (2) and (3) and Division 5, an
authorized institution must calculate the risk-weighted
amount of a securitization exposure by multiplying the
exposure - ‘amount of the exposure determined ' in
accordance with section 235 by the risk-weight of the
exposure determined in accordance with Division 4, 7, 8,
9 or 10.

For the purposes of subsection (1), if the institution—
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(b

©

provides full or proportional credit protection to a
securitization = exposure, the institution - must
calculate the risk-weighted amount of the credit
protection as if it directly held the portion of the
exposure on which it has provided the credit
protection;

provides - tranched credit protection to a
securitization  exposure, the institution ~must
calculate the risk-weighted amount of the credit
protection as if it had direct exposure to the sub-
tranche of the securitization exposure on which it
has provided the credit protection;

provides tranched credit protection to, or obtains
tranched credit protection for, a non-securitization
exposure, the institution must calculate the risk-
weighted amounts of the protected sub-tranche and
the  unprotected sub-tranche as if they were
tranches of a securitization transaction of which the
underlying . exposure is the ' non-securitization
exposure.

For the purposes of subsection (1), the exposure amount
of a securitization exposure determined in accordance
with section 235—

(@)

(b

may be reduced by any specific provisions or
write-offs made for the securitization exposure; and

if the securitization exposure is subject to a risk-
weight of 1,250% and the institution is the
originating - institution - of the  securitization
transaction concerned, may be further reduced
by—

Section 47

Banking (Capital) (Amendment) Rules 2017

65

(i) the amount of any specific provisions made
by the institution for the underlying exposures
of the transaction; and

(ii) if the underlying exposures of the transaction
consist of purchased receivables—the amount
of any non-refundable purchase price
discounts on the receivables provided to the
institution by the seller.

(4)  To avoid doubt—

(a)

(b

collective: provisions made in respect of the
underlying exposures of a securitization transaction
must not be included in any calculation under this
Part; and

if only the drawn portion of a revolving facility has
been securitized—

(i) only that portion is subject to the
requirements under this Part; and

(ii) - the risk-weighted amount of the undrawn
portion of the facility must be calculated in
accordance with Part 4, 5 or 6, as the case
requires.

237. Treatment of refundable purchase price discount
provided, and first-loss protection obtained, by authorized
institution for purchased receivables

(1)  If an authorized institution has, as a seller of receivables,
provided a refundable purchase price discount to the
buyer of the receivables, the institution must calculate
the risk-weighted amount of the discount in accordance
with this Part as if it were a first-loss tranche of a
securitization transaction,
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If an authorized institution is a buyer of receivables and
the seller of the receivables has provided a refundable
purchase price discount to the institution in respect of
the receivables, the institution may— :

(a) treatthe discount as a first-loss protection; and

(b) calculate the risk-weighted amount of its credit
exposure to the receivables in accordance with this
Part as if the credit exposure were a securitization
exposure.

If any recognized collateral or recognized guarantee
obtained by an authorized institution for its purchased
receivables provides first-loss protection to the default
risk or dilution risk, or both, in respect of the
receivables, the institution may take into account the
first-loss protection in the caleulation of the risk-
weighted amount of its credit exposure to the receivables
in accordance with this Part as if the credit exposure
were a securitization exposure.

Treatment of derivative contract for mitigating market
risk in securitization transaction

The risk-weight of a securitization exposure to a securitization
transaction arising from a derivative contract used for
mitigating market risk in the transaction must be inferred
from—

(a) a securitization exposure (reference exposure) to
the transaction that ranks: equally in respect of
payment or repayment with the derivative contract;
or

(b)  if such a reference exposure does not exist—the

next tranche in the transaction that is subordinated
to the derivative contract.
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239. Treatment of overlapping securitization exposures

(1

@)

€))

This section applies if—

(a) -~ an authorized institution has more than one
securitization exposure to the same securitization
transaction; and

(b) the institution is able to verify that fulfilling its
obligations with respect to a  securitization
exposure (exposure A) will preclude all or part of
the institution’s losses on another securitization
exposure (exposure B) under all circumstances.

The institution may, after determining the amount with
which exposure ‘A overlaps exposure B (overlapping
portion), apply the treatments set out in subsection (3)
instead of calculating the risk-weighted amount of each
of the securitization exposures - based on the  full
exposure amount of each of the securitization exposures.

The treatments are—

(a) - if both exposures are booked in the institution’s
banking book—

(1) calculating the risk-weighted -amount of the
overlapping portion in accordance with. this
Part by attributing it to exposure A; and

(ii) =~ calculating the risk-weighted amount of the
portion of each of the exposures that is not the
overlapping portion in accordance with this
Part; and

(b) if one of the exposures is- booked in  the
institution’s  banking . book  (banking  bhook
exposure) and the other is booked in the trading
book (trading book exposure)—
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(i) if the institution is able to determine whether
attributing the. overlapping portion to the
banking book exposure or to the trading book
exposure will result in a higher regulatory
capital for the overlapping portion—

(A) calculating the regulatory capital for the
overlapping portion by attributing it to
the exposure that will result in a higher
regulatory capital for the overlapping
portion; and

(B)  calculating the regulatory capital for the
portion of each of the exposures that is
not the overlapping portion in
accordance with this Part or Part 8, as
the case requires; or

(ii) if the institution is unable to so determine—
calculating the regulatory capital for the
exposures in accordance with both this Part
and Part 8 as if thete were no overlapping
portion.

(4): - To avoid doubt, subsection (3)(b) does not operate to

exclude the following amounts from the calculation of
total market risk capital charge for specific risk under
Part 8—

(a) the regulatory capital calculated under subsection
(3)(b)(I)A) for the overlapping portion that has
been attributed to the trading book exposure of the
institution; and

(b) . the regulatory capital calculated under subsection
(B)(b)(i)(B) for that portion of the trading book
exposure of the institution that is not the
overlapping portion.
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In this section—

regulatory capital (B5/5%&7K), in relation to a securitization

exposure booked in the trading book or an overlapping
portion that has been attributed to the exposure, means
the market risk capital charge for specific risk calculated
in accordance with the provisions in Part 8 that are
applicable to securitization exposures.

Division 4—Floors and Caps on Capital

Requirements for Securitization Exposures

240. - Floors on risk-weights determined by using SEC-IRBA,
SEC-ERBA or SEC-SA

(€3]

)]

)

)

Subject to subsections (3) and (4), if the risk-weight of a
securitization exposure (other than a re-securitization
exposure) determined by using the SEC-IRBA, SEC-
ERBA or SEC-SA, as the case requires, is lower than
15%, a risk-weight of 15% must be assigned to the
exposure.

Subject to subsection (4), if the risk-weight of a re-
securitization exposure determined by using the SEC-SA
is lower than 100%, a risk-weight of 100% must be
assigned to the exposure.

The risk-weight determined for a rated securitization
exposure by using the SEC-ERBA - (after applying
subsection (1) if applicable) must not be lower than the
risk-weight determined by using the: SEC-ERBA (after
applying that subsection if applicable) for a senior
tranche in the same securitization transaction with the
same rating and maturity.

If—
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(a) the risk-weight of an unrated securitization
exposure in a non-senior tranche of a securitization
transaction is determined by using the SEC-SA;
and

(b) the next more senior tranche or securitization
exposure in the same securitization transaction is
rated,

the risk-weight determined by using the SEC-SA (after
applying subsection (1) if applicable) for the unrated
securitization exposure is subject to a floor which is
equal to the risk-weight determined by using the SEC-
ERBA (after applying that subsection if applicable) for
the rated tranche or securitization exposure.

241. Caps on risk-weights for exposures in senior tranches
determined by using SEC-IRBA, SEC-ERBA or SEC-SA

(M

)

An authorized institution may apply the treatment set out

in subsection (2) to a securitization exposure in a senior

tranche (senior exposure) of a securitization transaction
only if—

(a) it has the information on the composition of the
underlying exposures of the transaction at all times
so that it is able to determine the risk-weights of
the underlying exposures in accordance with these
Rules; and

(b): the senior exposure is not a re-securitization
exposure,

If the risk-weight of the senior exposure determined by
using the SEC-IRBA, SEC-ERBA or SEC-SA (after
applying section 240 if applicable) is higher than the
weighted average risk-weight of the underlying
exposures. (risk-weight cap) calculated in accordance
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with subsection (3), (4), (5) or (6) (using the exposure
amounts of the underlying exposures for weighting the
risk-weights), the institution may assign to the senior
exposure a risk-weight equal to the risk-weight cap
(regardless of whether the risk-weight cap is lower than
15% or not).

If the senior exposure is backed by an IRB pool; the risk-
weight cap is calculated by using the following risk-
weights—

(a) the risk-weights derived by multiplying the risk-
weights of the underlying exposures in the IRB
pool determined under Part 6 by a scaling factor of
1.06; and

(b) the risk-weight applicable to the expected loss
(within the meaning. of section 139(1)) of the
underlying exposures in the IRB pool derived by
multiplying the expected loss by 12.5.

If the senior exposure is backed by an SA pool, the risk-
weight cap is calculated by using the risk-weights of the
underlying exposures in the SA pool determined under
Part 4.

If the senior exposure is-backed by a mixed pool and the
institution is required under section 15 to use the SEC-
IRBA to determine the risk-weight of. the senior
exposure, the risk-weight cap is calculated by using the
following risk-weights—

(a) for the portion of the underlying exposures in the
mixed pool for which the institution is able to
calculate a Kgg in accordance with section
254(1)—the risk-weights of ‘the underlying
exposures calculated under subsection (3); and
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(b) - for the portion of the underlying exposures in the
mixed pool for which the institution is unable to
calculate a Kigg 1n accordance with section
254(1)—the = risk-weights = of - the . underlying

exposures determined under Part 4.

) If—
(a) = the senior exposure is backed by a mixed pool; and
(b) the institution is required under section 15 to use
the SEC-ERBA or SEC-SA to determine the risk-
weight of the senior exposure,

the risk-weight cap is calculated by using the risk-
weights of the underlying exposures (including those
that would be subject to the IRB approach if they were
not securitized or if they were held by the institution) in

the mixed pool determined under Part 4.
242, Maximum capital charge for all securitization exposures

to securitization transaction

M

€))

The maximum capital charge calculated in accordance
with this section does not apply to—

(a) = securitization exposures held by an investing
institution; and

(b) re-securitization exposures.

If the total capital charge calculated by an originating
institution of a securitization transaction under the SEC-
IRBA, SEC-ERBA or SEC-SA (after applying sections
240 and 241, if applicable) for all its securitization
exposures to the transaction is higher than the maximum
capital charge calculated for the transaction under
subsection (3), the institution may use the maximum
capital charge so calculated as the total capital charge for

€))

(€]

6))

(6)

the exposures in the calculation of its. capital adequacy
ratio.

The maximum . capital charge for a securitization
transaction ‘to which an originating institution has
securitization exposures is calculated as the product of—

(a) the capital charge factor (K,) for the pool of
underlying exposures of the transaction determined
under subsection (4), (5) or (6);

(b) - the largest proportion of interest that the institution
holds in one or more than one tranche of the
transaction (P) determined under subsection (7);
and

(c) the total exposure ‘amount of the underlying
exposures.

If the securitization exposures are backed by an IRB
pool and the risk-weights for the exposures are
determined by using the SEC-IRBA, K, is the Kizs
calculated for the pool in accordance with section
254(1).

If the securitization exposures are backed by an SA pool
and the risk-weights for the exposures are determined by
using the SEC-ERBA or SEC-SA, K, is the Ksa
calculated for the pool in accordance with section 273.

If the securitization exposure are backed by a mixed pool
and the risk-weights for the exposures are determined by
using the SEC-IRBA, SEC-ERBA or SEC-SA, K, is the
weighted average of the following 2 ratios (using the
exposure amounts of the underlying exposures as the

weights)—
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(a). the Kprp calculated in accordance with section
254(1) for the portion of the pool for which the
institution is able to calculate the Kizg; and

(b) the K, calculated in accordance with section 275
for the portion of the pool for which the institution
is unable to calculate the Kizg in accordance with
section 254(1).

An originating ‘institution must determine P (expressed
as a percentage) as follows—

(a) if the institution has at least one securitization
exposure in a single tranche of a securitization
transaction—P is equal to the total nominal amount
of its securitization exposures in  the tranche
divided by the nominal amount of the tranche; or

(b) if the institution has securitization exposures in
different tranches of a securitization transaction—
the institution must calculate a P for each tranche
in accordance with paragraph (a) and take the one
with the largest value as the P for the purpose of
calculating the maximum capital charge under
subsection (3).

Despite the application of the maximum capital charge
calculated under this section by an originating institution
of a securitization transaction to its securitization
exposures to the transaction, the entire amount of any
gain-on-sale and other increase in the CET1 capital, and
the entire amount of any credit-enhancing interest-only
strips, arising from the transaction are subject to the
deduction required under section 43.

e
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Division 5—Use of Credit Risk Mitigation for
Securitization Exposures
243. Credit risk mitigation recognized for purpose of

calculating the risk-weighted amounts of securitization
exposures

(1) = An authorized institution may only take into account the
credit risk mitigations specified in subsection (2) in
calculating the risk-weighted amount of its securitization
exposure.

(2) = The credit risk mitigations are—

(a) if the risk-weight of the securitization exposure is
determined by using the SEC-IRBA-—collateral,
including . collateral pledged by SPEs, that is
recognized financial collateral or recognized IRB
collateral as defined by section 139(1);

(b) - if the risk-weight of the securitization exposure is
determined by using the SEC-ERBA, SEC-SA or
SEC-FBA-—collateral, including collateral pledged
by SPEs, that is recognized collateral as defined by
section 51(1);

(c) a guarantee provided by a person (other than an
SPE) falling within section 98(a)(i), (ii), (iii), (iv)
or (v), or a corporate (other than an SPE) specified
in subsection (3); that fulfils the requirements set
out in section 98(b), (c), (d), (e), (D), (g), (h), (i) and
(j); and

(d)  a credit derivative contract provided by a person
(other than an SPE) falling within section
99(1)(b)(i), (ii), (iii), (iv) or (v), or a corporate
(other than an SPE) specified in subsection (3), that



Banking (Capital) (Amendment) Rules 2017

Section 47 76

fulfils the requirements set out in section 99(1)(a),
(c) to (@), (2) and (3).
(3). . The corporate is one that—
(a)  ifitisincorporated outside India—

(i)- -has an ECAI issuer rating that, if mapped to
the scale of credit quality grades in Part 1 of
Table C in Schedule 6, would result in the
corporate being assigned a credit quality
grade of 1,2 or 3; and

(ii). - had an ECAI issuer rating at the time the
credit protection was given that, if mapped to
the scale of credit quality grades in Part 1 of
Table C in Schedule 6, would result in the
corporate being assigned a credit quality
grade of 1 or 2; or

(b) ifitisincorporated in India—
(i) has an ECAI issuer rating that—
(A) if mapped to the scale of credit quality
grades in Part 1 of Table C in Schedule
6—would result in the corporate being

assigned a credit quality grade of 1, 2 or
3;0r

(B) if mapped to the scale of credit quality
grades in Part 2 of that Table—would
result in the corporate being assigned a
credit quality grade of 1, 2, 3 or 4; and

(i) ~had an ECAI issuer rating at the time the
credit protection was given that—

(A) if mapped to the scale of credit quality
grades in Part 1 of Table C in Schedule
6-—would result in the corporate being
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assigned a credit quality grade of 1 or 2;
or

(B) if mapped to: the scale of credit quality
grades in Part 2 of that Table—would
result in the corporate being assigned. a
credit quality grade of 1, 2 or 3.

244, Treatment of Part 7 credit risk mitigation—full or
proportional credit protection

(1) This section applies if—

(a) an authorized institution obtains a Part 7 credit risk
mitigation for its securitization exposure; and

b) the credit risk mitigation provides full or
g p
' proportional credit protection against the exposure.

(2) The institution may take into account the credit risk
mitigation effect of the credit protection in calculating
the risk-weighted amount of the exposure only if the
effect is taken into account in accordance with
subsection (3), (4), (5) or (6).

(3)  Subject to subsection (7), if—

(a). the institution uses the IRB approach to calculate
its credit risk for non-securitization exposures; and

(b) - the risk-weight of the securitization exposure is
determined by using the SEC-IRBA,

the credit risk: mitigation effect of the credit protection
must be taken into account by applying the treatments
under the foundation IRB approach set out in Division
10 of Part 6.

4) If—

(a) - the institution uses the IRB approach to calculate
its credit risk for non-securitization exposures; and
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(b) the risk-weight of the securitization exposure is
determined by using the SEC-ERBA, SEC-SA or
SEC-FBA,

the credit risk mitigation effect of the credit protection
must be taken into account by applying the treatments
set out in Divisions 7, 9 and 10 of Part 4.

If the institution uses the STC approach to calculate its
credit risk for non-securitization exposures, the credit
risk mitigation effect of the credit protection must be
taken into account by using the same approaches that it
uses for recognized credit risk mitigation obtained for
non-securitization exposures under Part 4.

If the institution uses the BSC approach to calculate its
credit risk for non-securitization exposures, the credit
risk mitigation effect of the credit protection must be
taken into account—

(a) for recognized collateral—by using the simple
approach (within the meaning of section 51(1));

(b)  in any other case—in accordance with Part 4.

In applying the treatment under subsection (3) in respect
of recognized. collateral, the institution must, instead of
taking into account the credit risk mitigation effect of the
collateral through the determination of the LGD of the
securitization exposure, take into account the effect by
applying Formula 19 in the manner set out in section
160(3) with the following modifications—

(a). the reference to EAD in component E of Formula
19 is to be construed as a reference to the exposure
amount of the securitization exposure determined
in = accordance with = section 235 (after the
adjustments set out in section 236(3) if applicable);
and
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(b) . the net credit exposure (E*) calculated under
Formula 19 for the securitization exposure is to be
taken as the exposure amount of the securitization
exposure for the purposes of section 236(1).

Treatment of Part 7 credit risk mitigation—tranched
credit protection

€3]

@)

3)

This section applies if—

(a) - an authorized institution obtains a Part 7 credit risk
mitigation for its securitization exposure; and

(b)  the credit risk mitigation provides tranched credit
protection against the exposure.

The institution must—

(a)  decompose the: exposure into a protected sub-
tranche and an unprotected sub-tranche; and

(b)  determine the risk-weighted amount of each sub-
tranche in accordance with subsection (3).

The institution must—

(a) determine the risk-weighted amount of the
protected sub-tranche by taking into account the
credit risk mitigation effect of the tranched credit
protection in accordance with section 244; and

(b) - determine the ' risk-weighted amount of the
unprotected sub-tranche by using the SEC-IRBA,
SEC-ERBA, SEC-SA or SEC-FBA, as the case
requires, and in accordance with sections 240, 241
and 249.
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246. - Treatment of maturity mismatch between securitization
exposures and credit protection

For the purposes of sections 244 and 245, if there is a maturity
mismatch between the credit protection and the securitization
exposure; section 231(2) applies to the exposure and the credit
protection as it applies to—

(a) the underlying exposures of @ a synthetic
securitization transaction; and

(b) the credit protection through which the credit risk
of the underlying exposures is transferred under the
transaction.

Division 6—Determination of Certain Inputs Used in
Risk-weighting Approach

247. Value of attachment point and value of detachment point
of tranche in securitization transaction

(1)  Subject to subsection (3), the value of the attachment
point (4P) of a tranche in a securitization transaction
(relevant tranche) is the greater of the following—

(a) the ratio (expressed in decimals) of the amount
specified in subparagraph (i) to the amount
specified in subparagraph (ii}—

(i) the total outstanding amount of all the
underlying exposures of the transaction minus
the total outstanding amount of the relevant
tranche and all other tranches in ‘the
transaction that are senior to, or rank equally
with, the relevant tranche;

(i) - the total outstanding amount of all the
underlying exposures of the transaction;
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(b) zero.

Subject to subsection (3), the value of the detachment
point (DP) of a relevant tranche is the greater of the
following—

(a) the ratio (expressed in decimals) of the amount
specified ' in. subparagraph (i) to ‘the amount
specified in subparagraph (ii}—

(i) the total outstanding amount of all the
underlying exposures of the transaction minus
the total outstanding amount of all tranches in
the transaction that are senior to the relevant
tranche;

(ii) the total outstanding amount of all the
underlying exposures of the transaction;

(b)  zero.

In determining the AP or DP of a tranche in a
securitization transaction—

(a) over-collateralization and the loss-absorbing part of
funded reserve accounts that provide  credit
enhancement must be included as tranches of the
transaction;

(b). the assets forming the loss-absorbing part of the
funded reserve accounts must be included as
underlying exposures of the transaction; and

(c)  any unfunded reserve accounts (including those to
be funded by future receipts from underlying
exposures) and any facilities, derivative contracts
or assets that do not provide credit enhancement
must not be included in the calculations of the AP
and DP.
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For the purposes of subsection (3), an authorized
institution - must  take ‘into account the = economic
substance of the securitization transaction so as to
determine conservatively whether there are. anything
falling within the items that must or must not be
included under subsection (3)(a), (b) or (c)-in light of the
structure of the transaction.

248.  Tranche maturity of tranche in securitization transaction

M

Subject to subsections (2), (3), (4) and (5), an authorized
institution must calculate the tranche maturity of a
tranche in a securitization transaction by using Formula
24 or 25.

Formula 24

Tranche Maturity Based on Contractual Cash Flows

My = zt-CFt/ZCFt
t

t

where—

(a) Mr is the tranche maturity of the
tranche; and

(b) CF, is the cash flows (including
principal, interest payments and fees)
contractually payable under the tranche
by the issuer in' the securitization
transaction in period t.

Formula 25
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Tranche Maturity Based on Final Legal Maturity
Mr=1+M-1) - 80%

where—

(a) M is the tranche maturity of the
tranche; and

(b) M is the final legal maturity of the
tranche.

An authorized institution must use Formula 25 to
calculate the tranche maturity of a tranche in a
securitization transaction if—

a) the contractual payments under the tranche—
P
(i) are not unconditional; or

(i) depend on the actual performance of the
underlying exposures of the transaction; or

(b) the dates on which the contractual payments under
the tranche will be paid are unknown or uncertain.

However, if the securitization exposure to the transaction
is an off-balance sheet exposure or the securitization
exposure arises from an instrument where the risk of the
securitization exposure is not limited to the losses
realized until the maturity of the instrument, the tranche
maturity of the securitization exposure is the maximum
period of time (which may be longer than the contractual
maturity of the exposure) the institution is exposed to the
potential losses from the pool of underlying exposures of
the transaction.

If the exposure mentioned in subsection (3) arises from a
commitment = provided by the institution to the
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transaction, the tranche maturity of the exposure must be
calculated as the sum of—

(a) the contractual maturity of the commitment; and
(b) either of the following—

(i) for underlying exposures in the pool that are
not revolving in nature—the longest maturity
of the underlying exposures in the pool to
which the institution would be exposed after a
draw of the commitment has occurred;

(i) - for underlying exposures in the pool that are
revolving in nature—the longest contractually
possible remaining maturity of assets that
might be added to the pool in future during
the revolving period of the securitization
transaction.

If—

(a) ~a securitization exposure. . of an - authorized
institution arises from—

(i) a credit protection provided by the institution
to a securitization exposure or securitization
transaction; or

(ii) a tranched credit protection provided by the
institution to a non-securitization exposure;
and

(b) = the institution is only exposed to losses that occur
up to the maturity of the credit protection,
the institution may use the contractual maturity of the

credit protection as the tranche maturity of the exposure
and does not need to comply with subsections (3) and

(4).
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(6) - The tranche maturity is measured in years and subject to

a floor of 1 year and a cap of 5 years.
249. Supplementary provisions to sections 236 and 245 in

relation to tranched credit protection

M

2

3

This section applies to an authorized institution that uses
the SEC-IRBA, SEC-ERBA or SEC-SA to determine the
risk-weight of the protected sub-tranche or unprotected
sub-tranche = of = a - securitization = exposure to a
securitization transaction (original exposure) covered by
tranched credit protection obtained or provided by the
institution.

If the institution uses the SEC-IRBA or SEC-SA to
determine the risk-weights of the sub-tranches, it must—

(a) calculate the AP and DP separately for each sub-
tranche as if the sub-tranche were directly issued as
a separate tranche under the transaction at its
inception; and

(b) . calculate the Kizp in accordance with section 254
(in the case of the SEC-IRBA) or the Ksa in
accordance with section 275 (in the case of the
SEC-SA), based on the entire pool of the
underlying exposures of the transaction for the
purpose of determining the risk-weights of the sub-
tranches.

If the institution uses the SEC-ERBA to determine the
risk-weights of the sub-tranches, it must—

(a) assign the risk-weight of the original exposure
determined by using the: SEC-ERBA to the sub-
tranche that has the highest priority of repayment
among the sub-tranches; and

(b) - for a sub-tranche of lower priority of repayment—
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(i) determine the risk-weight of the sub-tranche
by using the SEC-ERBA by—

(A).  regarding the ECAI issue specific rating
or the inferred rating of a tranche in the
same securitization . transaction that is
subordinated to the tranche within which
the original exposure falls as if the
rating were that of the sub-tranche; and

(B) using the tranche thickness for the sub-
tranche calculated by subtracting AP of
the sub-tranche from the DP of the sub-
tranche, where the AP and the DP are
calculated separately for the sub-tranche
as if the sub-tranche were directly issued
as .a separate tranche under the
transaction at its inception; or

(ii) if there is no rated subordinated tranche
available for applying the treatment set out in
subparagraph (i), determine the risk-weight of
the sub-tranche as the greater of—

(A) the risk-weight of the sub-tranche
determined by using the SEC-SA, based
on the AP and DP calculated separately
for the sub-tranche as if the sub-tranche
were directly issued as a separate
tranche under the transaction at its
inception; and

(B)  the risk-weight of the original exposure
determined by using the SEC-ERBA
without taking into account any credit
protection  afforded  to the original
exposure,
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For the purposes of subsections (2) and (3), a sub-
tranche of lower priority of repayment must be treated as
a non-senior tranche regardless of whether the original
exposure, prior to any credit protection, is an exposure in
a senior tranche or not.

Division 7—Risk-weighting Requirements under

SEC-IRBA

250. Application of Division 7

251.

This Division applies to an authorized institution that is
required to use the SEC-IRBA to determine the risk-weight of
a securitization exposure to a securitization transaction under
section 15.

Determination of risk-weights of securitization exposures

(1

2

3)

Subject to subsection (5), an authorized institution must
determine the risk-weight of a securitization exposure in
a ftranche of a securitization transaction (relevant
tranche) in accordance with subsection (2), (3).or (4).

If the DP of the relevant tranche is less than or equal to
the Kgg calculated in accordance with section 254 for
the .pool of underlying exposures of the transaction
(relevant Kgp value), the institution must assign a risk-
weight of 1,250% to the exposure.

It

(a) the AP of the relevant tranche is less than the
relevant Kigg value; and

(b) . the DP of the relevant tranche is greater than the
relevant Kzg value,

the institution must determine the risk-weight (expressed
in decimals) of the exposure by using Formula 26.
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(a) RW is the risk-weight of the exposure;

Formula 26 and

(b)  Kgsr AKpp) is the capital charge per unit
Risk-weight Formula when DP > Kizg > AP of securitization exposure calculated in
accordance with  section 253 for the

Kirgs — AP relevant tranche.
RW= [(m) ! 12'5] + (5) If the underlying exposures of the transaction consist of
purchased receivables, the dilution risk in respect of the
DP - Krp receivables must be taken into account in accordance
[(m) 129 'KSSFA(KIRB)] with section 252 in the determination of the risk-weight

of the securitization exposure unless the institution has
assessed prudently that the dilution risk faced by it in
where— respect of the receivables is immaterial.

(a)  RW is the risk-weight of the exposure;

(b) Kirg is the relevant Kigp value; and 252. Treatment of dilution risk of underlying exposures for

purposes of section 251

(1) For the purposes of section 251, if the underlying
exposures of a  securitization transaction consist -of
purchased receivables—

(¢} Kssr AKipg) is the capital charge per unit
of securitization exposure calculated in
accordance with section 253 for -the

relevant tranche.
(a) a separate Kizg must be calculated for the dilution

risk (K irpaimeion)) Of the receivables in accordance
with section 254(1) and Divisions 9 and 10 of Part
6; and
(b). a separate Kjrg must be calculated for the default
risk (Kigpemuy) Of the receivables in accordance
Formula 27 with section 254(1) and Divisions 9 and 10 of Part
6.

(2) If the default risk and dilution risk of the purchased
receivables are treated in an aggregate manner within the
transaction such that losses from both risks are covered
by the same credit enhancement or credit protection, the
authorized institution concerned must calculate the Kirp

(4) 1If the AP of the relevant tranche is greater than or equal
to the relevant Kizg value, the institution must determine
the risk-weight (expressed in decimals) of the exposure
by using Formula 27.

Risk-weight Formula when AP > Ky
RW= KSSFA(KmB) +12.5

where—
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of the purchased receivables covering both risks by
adding together the 2 figures obtained under subsection
.

If the credit enhancement or credit protection within the
transaction is only available to cover losses from either
the default risk or the dilution risk of the purchased
receivables but not both, the authorized institution
concerned must, for the purposes of determining the AP,
DP and tranche maturity of the tranche in respect of each
of the 2 risks and whether a Kirpitution) OF Kirgdetautty OF
both is to be used in calculating the risk-weight of a
securitization exposure to the transaction—

(a) ascertain how the losses arising from default risk
and dilution risk would be allocated to the tranche
within which the securitization exposure falls; and

(b) make conservative assumptions about the extent to
which the securitization exposure would benefit
from the credit enhancement or credit protection.

Capital charge per unit of securitization exposure under
SEC-IRBA

An authorized institution must calculate the capital charge per
unit of securitization exposure for a tranche of a securitization
transaction (relevant tranche) by using Formula 27A.

Formula 27A

Capital Charge per Unit of Securitization Exposure under

SEC-IRBA

asu a-]

. € ~—C
KssrA®pe) = o
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where—

(a) KSSFA(KmB) is the capital charge per unit of
securitization = exposure - for the relevant
tranche;

b a=—(l/(p i KIRB)) , where p is the p-
parameter for the relevant tranche calculated
in accordance with section 260;

(C) u=DP - I<IR.B,

(d) - 1=max (AP — Kpg; 0);

(e) e is a constant that is the base of the natural
logarithm; and

(f) Kirs is the Kigg calculated in accordance with
section 254 (and section 252 if applicable) for
the pool of underlying exposures of the
transaction.

254. Calculation of Kgp for underlying exposures

(1) If the pool of underlying exposures of a securitization

transaction (including assets or exposures that are treated
as the underlying exposures of the transaction under
section 256 or 257) is an IRB pool, the Kirp (expressed
in decimals) of the pool is the ratio of the amount
specified in paragraph (a) to the amount specified in
paragraph (b)—
(a)  the IRB capital charge calculated for the
underlying exposures in the pool in accordance
with section 255;

(b) the total exposure amount of the underlying
exposures in the pool.



Section 47

Banking (Capital) (Amendment) Rules 2017

92

@

If the pool of underlying exposures of a securitization
transaction (including assets or exposures that are treated
as the underlying exposures of the transaction under
section 256 or 257) is a mixed pool, the Ky of the pool
must be calculated by using Formula 27B.

Formula 27B

Calculation of Kzg of Mixed Pool
KIRB -d- Kgs{u]‘;)pool D + (1 - d) : I((SSXbPOOI 2)

where—

(a). d is the percentage of the total exposure
amount of the underlying exposures in
the pool for which the authorized
institution concerned is able to calculate
a Kigp in accordance with subsection (1)
over the total exposure amount of all the
underlying exposures in the pool;

(b) Kﬁ{};’p D is the Kis calculated in
accordance with subsection (1) for those
underlying -exposures in the pool for
which the institution is able to so
calculate a Kigp; and

(©) K(Ssxbp 12 s the Ksy calculated in
accordance with section 275 for those
underlying exposures in the pool for
which the institution is unable to
calculate a Kgg in accordance with
subsection (1).
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256.

Calculation of IRB capital charge for underlying
exposures in IRB pool

)

@

Subject to subsection (2) and sections 256, 257, 258 and
259, the IRB capital charge for the underlying exposures
(including defaulted underlying exposures) in an IRB
pool is calculated as the sum of—

(a)  the product of—

(i) the risk-weighted amount (after applying the
scaling factor of 1.06) of the underlying
exposures calculated in accordance with Part
6 (as if the underlying exposures were held
directly by the authorized institution
concerned if they are not held by the
institution); and

(i) 0.08; and

(b) the EL amount of the underlying exposures
calculated in accordance with Part 6.

For the purposes of subsection (1), 'an authorized
institution  may. take into account the credit risk
mitigation effect of ‘any Part 6 credit risk mitigation
afforded to individual underlying exposures, or tothe
entire pool of the underlying exposures, in the manner
set out in Part 6.

Specific requirements applicable to calculation of Kygp—
SPE’s exposure

(D

If a securitization transaction involves an SPE, all
exposures. incurred by the SPE (SPE’s exposure) in
respect of the transaction (including assets in which the
SPE may have invested a reserve account or cash
collateral account, and claims on counterparties resulting
from derivative contracts entered into by the SPE with
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3)

the counterparties) must be  treated as underlying
exposures of the transaction in calculating the Kizg in
accordance with section 254(1).

However, the authorized institution concerned is not
required to comply with subsection (1) in respect of an
SPE’s exposure if the institution has assessed prudently
that the risk of the exposure—

(a) isimmaterial; or

(b) does not have any -adverse effect on ' the
securitization exposure concerned.

If the SPE’s exposure arises from a derivative contract
other than a credit derivative contract, in calculating the
IRB capital charge for the underlying exposures in the
pool concerned in accordance with section 255, the risk-
weighted amount of the SPE’s exposure is the product
of—

(a) the current exposure of the derivative contract; and

(b) the risk-weight: of the counterparty concerned
determined in accordance with Part 6.

Specific requirements. applicable to calculation of Kigg—
collateral for funded synthetic securitization transaction

M

This section applies to the calculation of the Kjgg in

accordance with section 254(1) for a pool of underlying

exposures =~ of * a funded  synthetic - securitization

transaction if—

(a) = assets are held under the transaction as collateral
for the repayment of the securitization exposure
concerned; and

(b). the default risk of the collateral is subject to
tranched loss allocation.
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The authorized institution concerned must—

(a)  treat the collateral as an underlying exposure of the
transaction; and

(b) include the risk-weighted amount of the collateral
(calculated as the product of the exposure amount
of the collateral ‘and its risk-weight determined in
accordance with Part 6 or this Part) in the
calculation of the IRB capital charge for the
underlying exposures. in the pool under section 255.

However, the institution is not required to comply with
subsection (2) if it has assessed prudently that the
exposure amount of the collateral or the default risk of
the collateral is immaterial.

258. Further provisions to sections 256 and 257

M

2

A derivative contract or collateral that has been included
in the calculation of the IRB capital charge for the
underlying exposures in a pool under section 256(3) or
257(2) must not be included in the calculation of the
total exposure amount of the underlying exposures in the
pool under section 254(1)(b).

The Krp of the pool of underlying exposures (including
those exposures referred to in section 256(1) or 257(2))
must be calculated by using the: exposure amounts of
those underlying exposures without deducting—

(a) any specific provisions or partial write-offs made
for such exposures; or

(b) any non-refundable purchase price discounts on
such exposures.
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259. Treatment of default risk of underlying exposures in
calculation of Kizp

(1)  Subject to subsection (4), an authorized institution may

@

calculate the risk-weighted amount for default risk in
respect of underlying exposures (regardless of whether
they are purchased receivables or not) for the purposes
of section 255(1)(a)(i) by using the top-down approach
referred to in section 198(3) in accordance with the
provisions in Divisions 9 and 10 of Part 6 that are
applicable to the approach if—

(a) the underlying exposures fall or would fall within
the IRB class of retail exposures under the IRB
approach;

(b) the institution is unable to use internal data as the
primary source of information for estimating the
risk characteristics for the underlying exposures
under section 177(2)(a); and

(c) all other requirements under Part 6 (except section
177(2)(b)) and Schedule 2 applicable to the IRB
class of retail exposures are met by the institution
in respect of the underlying exposures.

If the institution. uses the top-down approach under
subsection (1)—

(a) references to “purchased receivables”, ‘retail
receivables” or “receivables” in the provisions in
Divisions 9 and 10 of Part 6 that are applicable to
the top-down approach are to be construed as
references to the underlying exposures; and

(b)  the institution may use external data to estimate the
PD and LGD of the underlying exposures provided
that the institution has verified in a prudent manner
that—
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(i) there is a strong link between the institution’s
process of grouping the underlying exposures
into portfolios under section 200(a) and the
classification process used by the external
data source; and

(ii) . there is a strong link between the credit risk
profile. of the underlying exposures and the
composition of the external data.

(3)  For the purposes of subsection (1)(c)—

(a) the institution is regarded as having met the
requirement of section 200(d) if it meets the
requirement through a party to the securitization
transaction concerned acting for and in the interest
of the investors in the transaction in accordance
with the terms of the related securitization
documents; and

(b) - in the document referred to in section 200(d)—

(i) references to “a bank purchasing receivables”
or “the bank” are to be construed as
references to the institution, except in the first
bullet point of paragraph 496 of the document
where the references are to be construed as
references to the securitization transaction
concerned; and

(i) references to  ‘purchased receivables”,
“receivables” or ‘receivable” are to be
construed as references to the underlying
exposures concerned.

(4) If the Monetary Authority considers that—
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(a)  any of the requirements referred to in subsection
(1)(c) is not met in respect of any of the underlying
exposures; or

(b) the institution uses external data to estimate the PD
and LGD but has not verified in a prudent manner
the matter mentioned in subsection (2)(b)(i) or (ii);

the Monetary Authority may give a notice in writing

specified in subsection (5) to the institution.
(5)  The notice may—

(a). require the institution not to use the top-down
approach to calculate the risk-weighted amount for
default risk in respect of the underlying exposures;
and

(b) - require the institution to use the SEC-ERBA, SEC-
SA or SEC-FBA to determine the risk-weight of a
securitization exposure backed by the underlying
exposures.

(6). An authorized institution must  comply with the

requirements of a notice given to it under subsection (4).

260. Calculation of p-parameter

(1). The p-parameter for a tranche in a securitization
transaction is calculated by using Formula 27C.,

Formula 27C

p-parameter under SEC-IRBA

B
p =max [0,3; (A + (ﬁ) +C-Kgrp+D:LGDggc +E- MT)]
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where—

(a) . p.is the p-parameter for the tranche;

(b) = N is the effective number of underlying
exposures of the pool of underlying
exposures of the transaction calculated
in accordance with section 261 or 263;

(¢) Kigs isthe Kigp calculated in accordance
with section 254 (and section 252 if
applicable) for the pool;

(d) LGDgge  is the exposure-weighted
average LGD of the pool calculated in
accordance with section 262 or 263;

(e) Mr is the tranche maturity of the tranche
calculated ‘in accordance with section
248; and

(#) A, B,C,D, and E are values determined
in accordance with Part 1 or 2 of Table
24 based on whether the tranche is a
senior tranche or a non-senior tranche,
the type of underlying exposures and the
value of N.

Table 24
Inputs for Calculation of p-parameter
Part 1

Applicable to Underlying Exposures that are
Wholesale Exposures
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@

Senior tranche, 0 3.56 -1.85 0.55 0.07

N2=>25

Senior tranche, 0.11 261 -291 0.68 0.07
N <25

Non-senior 0.16 2.87 -1.03 .0.21 - 0.07
tranche, N>25

Non-senior 022~ 235 -246 048 0.07

tranche, N < 25

Part 2

Applicable to Underlying Exposures that are
Retail Exposures

A B C D E

Senior tranche 0 0 -7.48  0.71 024

Non-senior 0 0 -5.78 - 0.55  0.27

tranche

In Table 24—

(@) retail exposures (BERE & HE) mean underlying 261.

exposures that would fall within the IRB class of
retail exposures under ‘the IRB approach if they
were not securitized; and

(b) wholesale exposures (#t 3% B f7K &) mean
underlying exposures that are not retail exposures.

(3)  For a pool of underlying exposures of a securitization
transaction that consists of both retail exposures and
wholesale exposures—

(a) . if the pool is an IRB pool, an authorized institution
must—

(i)  divide * the pool into 2 sub-pools, one
comprising - retail - exposures and the other
comprising wholesale exposures;

(ii) - calculate separate p-parameters for the 2 sub-
pools by using Formula 27C; and

(iii)  then calculate the p-parameter for the tranche
concerned as the weighted average of the 2
separate p-parameters using the nominal
amount of the underlying exposures in each
sub-pool as the weight; or

(b) - -if the pool is a mixed pool, an authorized institution
must calculate the p-parameter for the tranche
concerned based only on the underlying exposures
in the pool for which the institution is able to
calculate a Kz in accordance with section 254(1).

(4)  To avoid doubt, in calculating the p-parameter for a sub-
pool by using Formula 27C under subsection (3)(a)(ii),
the N, Kprp and LGDgge in that Formula must be
calculated based only on the underlying exposures in the
sub-pool.

Effective number of underlying exposures

The effective number of underlying exposures of a pool of
underlying exposures of a securitization transaction is
calculated by using Formula 27D.
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Formula 27D

Effective Number of Underlying Exposures

_ G EAD;)?
% EAD}

where—

(a) N is the effective number of underlying
exposures of the pool; and

(b) EAD; is the EAD associated with the i"
obligor in the pool determined by regarding
all the underlying exposures to the i obligor
as one single exposure.

262. Exposure-weighted average LGD

(1) The exposure-weighted -average LGD of ‘a pool of
underlying exposures of a securitization: transaction is
calculated by using Formula 27E.

Formula 27E

Exposure-weighted Average LGD

leabl Y LGD; - EAD;
SEC Y EAD;
where—

(a) LGDggc is - the - exposure-weighted
average LGD of the pool;
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@) If—

3)

(2)

()

(b). LGD; is the average LGD associated
with all the underlying exposures to the
i obligor in the pool; and

(c) EAD; is the EAD associated with the i"
obligor in the pool determined by
regarding all the underlying exposures
to the i™ obligor as one single exposure.

the underlying exposures of a securitization
transaction to the i™ obligor are purchased
receivables whose default risk and dilution risk are
treated in an aggregate manner as described in

section 252(2); or

the SEC-IRBA is used to determine the risk-weight
of the purchased receivables covered by the first-
loss protection mentioned in section 237(3), and
both default risk and dilution risk of the receivables
are covered by the same recognized collateral or
recognized guarantee,

the LGD; in Formula 27E must be calculated as the
weighted average of the LGD: for the default risk of the
i"™ obligor and the 100% LGD for the dilution risk in
respect of the receivables.

For the purposes of subsection (2)—

(@)

(b

the LGD for default risk must be weighted by using
the IRB capital charge calculated for the default
risk; and

the LGD for dilution risk must be weighted by
using the IRB. capital charge calculated for the
dilution risk.
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263.

Simplified method for calculating N and LGDggc
(1) - In this section—

(a) C,, in relation to a pool of underlying exposures of
a securitization transaction; is the ratio of the
amount specified in subparagraph (i) to the amount
specified in subparagraph (ii}—

(i) the nominal amount of the largest underlying
exposure in the pool;

(ii) . the total nominal amount of all the underlying
exposures in the pool; and

(b) C,, inrelation to a pool of underlying exposures of
a' securitization transaction, is the ratio of the
amount specified in subparagraph (i) to the amount
specified in subparagraph (ii)}—

(i)  the sum of the nominal amounts of the largest
m underlying exposures in the pool, where m
is a number set by an authorized institution
for the purposes of this section;

(i1)  the total nominal amount of all the underlying
exposures in the pool.

(2) If C, calculated for a pool of underlying exposures of a
securitization  transaction is not more than 0.03, the
authorized institution concerned may-—

(a) instead of calculating the exposure-weighted
average LGD (LGDggc) of the pool in accordance
with section 262, set the LGDggc of the pool at 0.5;
and

(b) instead of using Formula 27D to calculate the
effective number of underlying exposures (V) of
the pool—
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(i) if both C; and C, are known: to the
institution—-calculate N in accordance: with
Formula 27F; or

Formula 27F

Calculation of N when C; and C,;, are Known

Cu— C -
N=(c1 . Ct (ﬁ) -rnax{l—m-Cl,O})

(ii): if only C; is known to the institution—
calculate N as 1/C;.

Division 8—Risk-weighting Requirements under
SEC-ERBA

264. Application of Division 8

This Division applies to an authorized institution that is
required to use the SEC-ERBA to determine the risk-weight
of a securitization exposure to a securitization transaction
under section 15.

265. Determination of risk-weights of securitization exposures
with long-term ratings

(1) = An authorized institution must determine the risk-weight
of a securitization exposure that has a long-term ECAI
issue specific rating or a long-term inferred rating: by
applying the following steps—

(a) map the rating of the exposure to a scale of credit
quality grades specified in Table A in Schedule 11;
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@)

3)

(b)  determine whether the exposure is in a senior
tranche or a non-senior tranche and calculate the
tranche maturity applicable to the exposure in
accordance with section 248;

(¢) determine a risk-weight = in accordance with
subsection (4) or (5), as the case requires, based on
the results obtained under paragraphs (a) and (b);
and

(d) allocate to the exposure the risk-weight determined
in accordance with subsection (2) or (3).

If the exposure is in a senior tranche, the risk-weight of

the exposure is the one determined under subsection

(1)(c).

If the exposure is in a non-senior tranche, the risk-weight

of the exposure is the one calculated by using. Formula

27G.

Formula 27G

Risk-weight Formula for Non-senior Tranche
RW = (RWLT) : [1 = min(T;SO%)]

where—
(a) RW is the risk-weight of the exposure;

(b) RW;r is the risk-weight determined
under subsection (1)(c); and

(c) T is the tranche thickness of the tranche,

which is equal to the DP of the tranche
minus the AP of the tranche.
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(4) If the exposure is in a tranche with a tranche maturity of
1 year or 5 years, the institution must determine the risk-
weight in accordance with Table 25 based on the credit
quality grade, tranche maturity and seniority of the

exposure.

Table 25

Risk-weights for Long-term Credit Quality Grades

Long-term
credit quality

grade Senior tranche
Tranche Trahche
maturity - maturity
of 1 year of 5 years
1 15% 20%
2 15% 30%
3 25% 40%
4 30% 45%
5 40% 50%
6 50% 65%
7 60% 70%
8 75% 90%

Non-senior tranche

Tranche

Tranche

maturity  maturity
of 1 year of 5 years

15%

15%

30%

40%

60%

80%

120%

170%

70%

90%

120%

140%

160%

180%

210%

260%
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Long-term
credit quality
grade Senior tranche Non-senior tranche

Tranche = Tranche Tranche = Tranche
maturity maturity maturity maturity
of 1 year of 5 years of 1 year of 5 years

9 90% 105% 220% 310%
10 120% 140% 330% 420%
11 140% 160% 470% 580%
12 160% 180% 620% 760%
13 200% 225% 750% 860%
14 250% 280% 900% 950%
15 310% 340% - 1,050%  1,050%
16 380% 420%  1,130% . 1,130%
17 460% 505%  1,250% 1,250%
18 1,250%  1,250%  1,250% - 1,250%

(5) If the exposure is in a tranche with a tranche maturity of
neither 1 year nor 5 years, the institution must—

(a) = determine the risk-weights for a tranche maturity of
1 year and a tranche maturity of 5 years that are
corresponding to the credit quality grade and the
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seniority of the exposure in accordance with
subsection (4); and

(b) - “calculate the risk-weight applicable to the tranche
maturity  of the exposure by using linear
interpolation:  between  the 2. - risk-weights
determined under paragraph (a).

266. Determination of risk-weights of securitization exposures

with short-term ratings

An authorized institution must determine the risk-weight of a
securitization: exposure that has a short-term ECAI issue
specific rating or a short-term inferred rating by applying the
following steps—

@)

(b)

map the rating of the exposure to a scale of credit
quality grades specified in Table B in Schedule 11;
and

allocate ~a risk-weight' to the exposure in
accordance with Table 26 ‘based on the grade so
mapped.

Table 26

Risk-weights for Short-term Credit Quality Grades

Short-term credit quality grade Risk-weight
1 15%
2 50%
3 100%
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Short-term credit quality grade Risk-weight
4 1,250%

267. Use of ECAI issue specific ratings for determination of
risk-weights

(1) An authorized institution must, ‘in using an ECAI issue

2

specific rating issued by an ECAI for the purposes of
determining the risk-weight of a securitization exposure
to a securitization transaction—

(a) ensure that it has nominated the ECAI for the
purposes of this Part in accordance with section
70(1), (2) and (3) and that it complies with
subsections (4), (5) and (6) of that section and for
this purpose—

(1) references in that section to “each of its ECAI
ratings  based portfolios”?, “ECAI  ratings
based portfolio” and “that portfolio” are to be
construed as references to securitization
exposures; and

(i1) references in that section to “this Part’ are to
be construed as references to this Part; and

(b)  if 2 or more ECAIs have different ECAI issue
specific. ratings . applicable to the exposure—
determine the rating applicable to the exposure in
the manner set out in section 69(2)(b).

If credit protection is provided to specific underlying
exposures, or the entire pool of underlying exposures, of
the transaction and the credit protection has been
reflected in the ECAI issue specific rating assigned to a
securitization exposure to the transaction—
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©))

)

6]

(a) for credit protection provided by a credit protection
provider falling within section 98(a) or 99(1)(b),
the institution—

(i), must determine.  the risk-weight of the
exposure by reference to that rating; and

(ii) must not include the credit risk mitigation-
effect of that credit protection in any other
calculations under this Part; or

(b) - for credit protection not provided by a credit
protection provider falling within section 98(a) or
99(1)(b)—the institution must treat the exposure as
unrated for the purposes of this Part.

If Part 7 credit risk mitigation is provided to protect only
a specific securitization exposure within a given
structure or tranche of the transaction and has been
reflected in the ECALI issue specific rating assighed to
the exposure, the institution must—

(a) regard the exposure as unrated for the purposes of
this Part; and

(b). take into account the credit risk mitigation effect of
the Part 7 credit risk mitigation in accordance with
Division 5.

If an ECAI issue specific - rating assigned to a
securitization exposure to the transaction is wholly or
partly based on unfunded support (including a liquidity
facility or credit enhancement) provided by the
institution to  the transaction, the institution ‘must
calculate the risk-weighted amount of the exposure in
accordance with this Part as if it were unrated.

To avoid doubt, ‘an authorized institution falling within
subsection (4) must continue to hold regulatory capital
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for its other securitization exposures (including the
unfunded support) to the transaction.

268. Inferred ratings

An authorized institution may use the credit assessment rating
attributed by it to a securitization exposure (principal
exposure) by making reference to another securitization
exposure that has an ECAI issue specific rating (reference
exposure) to risk-weight the principal exposure only if—

(a) the principal exposure has no applicable ECAI
issue specific rating;

(b) the reference exposure, in all respects, ranks
equally with, or is subordinated to, the principal
exposure, after taking into. .account  credit
enhancements, if any, in the assessment of the
relative subordination of the principal exposure and
the reference exposure;

(c) the maturity of the reference exposure is not shorter
than that of the principal exposure;

(d) the reference exposure has not ceased to exist;

(e)  the credit assessment rating attributed to the
principal exposure is updated on an ongoing basis
in order to reflect any subordination of the
principal exposure or any changes in the ECAI
issue specific rating of the reference exposure;

(f) the ECAI issuing the ECAI issue specific rating of
the reference exposure has been nominated for the
purposes of section 267(1)(a) and, if applicable, the
rating is determined in compliance with section
267(1)(b); and

Banking (Capital) (Amendment) Rules 2017

Section 47 113
(g) the reference exposure is not required to be treated
as an unrated securitization exposure under section
267(2), (3) or (4).
Division 9—Risk-weighting Requirements under
SEC-SA
269. Application of Division 9

This Division applies to an authorized institution that is

required to use the SEC-SA to determine the risk-weight of a

securitization -exposure to a securitization transaction under

section 15.

270. Determination of risk-weights of securitization exposures

(1) If an authorized institution knows the delinquency status
for more than 5% of the total nominal amount of the
entire pool of underlying exposures of a securitization
transaction, the institution must determine the risk-
weight of the securitization exposure to the transaction
in accordance with section 271.

(2) If an authorized institution knows the delinquency status
for not more than 5% of the total nominal amount of the
entire pool of underlying exposures of a securitization
transaction, the institution must allocate a risk-weight of
1,250% to the securitization exposure to the transaction.

271. Risk-weights of securitization exposures falling within

section 270(1)

(1) The risk-weight of a securitization exposure in a tranche
of a securitization  transaction: falling within section
270(1) (relevant tranche) must be determined  in
accordance with this section.
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2

3)

If the DP of the relevant tranche is less than or equal to
the K, calculated in accordance with section 273 for:the
pool of underlying exposures of the transaction (relevant
K, value), the institution must assign a risk-weight of
1,250% to the exposure.

If—

(a) the AP of the relevant tranche is less than the

relevant K, value; and

(b) the DP of the relevant tranche is greater than the
relevant K, value,

the institution must determine the risk-weight (expressed
in decimals) of the exposure by using Formula 27H.

Formula 27H

Risk-weight Formula when DP > K, > AP

RW = [(KA_AP) 12 5] +
" |\DP_AP :

DP - K,
|(Gr=ap) 125 Kssmaceo

where—
(@) RW is the risk-weight of the exposure;
(b) K, is the relevant K4 value; and

(¢) Kssrack,)is the capital charge per unit of
securitization exposure calculated in
accordance with section 272 for the
relevant tranche.
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(4) If the AP of the relevant tranche is greater than or equal
to the relevant K, value, the institution must determine
the risk-weight (expressed in decimals) of the exposure
by using Formula 271.
Formula 271
Risk-weight Formula when AP > K,
RW= I<SSFA(KA) -12.5
where—
(a)  RW is the risk-weight of the exposure;
and
(b) Kgsrak,) is the capital charge per unit
of securitization exposure calculated in
accordance with section 272 for the
relevant tranche.
272. Capital charge per unit of securitization exposure under

SEC-SA

An authorized institution must calculate the capital charge per
unit of securitization exposure for a tranche of a securitization
transaction (relevant tranche) by using Formula 27J,

Formula 27J

Capital Charge per unit of Securitization Exposure under

SEC-SA
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ed U ea~l
Kssra,) = oD

where—

(a) KSSFA(KA) is the capital charge per unit of
securitization exposure for the relevant
tranche;

(b) =—(1/ (p- KA)), where p is equal to—

(i) 1 if the securitization exposures in the
tranche are = not re-securitization
exposures; or

(i) 1.5 if the securitization exposures in the
tranche are re-securitization exposures;

() u=DP-Ky;
(d) l=max (AP —Ky;0);

(e) e is a constant that is the base of the natural
logarithm; and

(f) K, is the capital charge factor for the pool of
underlying exposures of the transaction
calculated in accordance with section 273.

273. Calculation of capital charge factor for underlying
exposures

(1)

If an authorized institution knows the delinquency.: status
for the entire pool of underlying exposures of a
securitization transaction, the institution must calculate
the capital charge factor for the pool by using Formula
27K.
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Formula 27K

K4 when Delinquency Status for all of Total Nominal
Amount of Pool of Underlying Exposures is Known

KA:'(I—W)'I(SA+W'O.5

where—
(@) K, is the capital charge factor for the
pool;
(b) Ksa is the Kga calculated in accordance
with section 275 for the pool; and
(c) W is the delinquency ratio of the pool.

If an authorized institution knows the delinquency status
for ‘more than 5%, but not all, of the total nominal
amount of the entire pool of underlying exposures of a
securitization transaction, the institution must determine
the capital charge factor for the pool by applying the
following steps—

(a) = divide the entire pool into 2 subpools so that—

(i) subpool 1 comprises underlying exposures of
which the delinquency status is known; and

(if) subpool 2 comprises underlying exposures of
which the delinquency status is unknown; and

(b)  calculate the capital charge factor for the entire
pool by using Formula 27L.

Formula 27L
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K, when Delinquency Status for more than 5% (but
not all) of Total Nominal Amount of Pool of
Underlying Exposures is Known

EAD EAD
Ky = < Subpool 1 - Kiubpool 1 ) + Subpool 2
EADentire pool

EAD entire pool

where—

(a) K, 1s the capital charge factor for the
pool;

(b) EADgubpoor 1 is the total exposure amount
of the underlying exposures in subpool
1

() EADgypp0012 is the total exposure amount
of the underlying exposures in subpool
2

(d) EADengre poot i8 the total exposure amount
of the underlying exposures in the entire
pool; and

(e) Kipr ol is the capital charge factor
calculated in accordance with subsection
(1) for subpool 1,

(3) - In this section—
delinquency ratio (/K ELZR)—

(a)  in relation to a pool of underlying exposures that
are non-securitization exposures, means the ratio of
the amount specified in subparagraph (i) to the
amount specified in subparagraph (ii}—

(i) the total nominal amount of delinquent
underlying exposures in the pool;
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(i) - the total nominal amount of all the underlying
exposures in the pool; or
(b)  in relation to a pool of underlying exposures that
are securitization exposures, is zero;
delinquent underlying exposure (#/K4HEYE H) means an
underlying exposure that is—
(a) 90 days or more past due;
(b) subject to bankruptcy or insolvency proceedings;
(c) . in the process of foreclosure;
(d)  held as real estate owned; or
(e). in default as defined in the documents of the
securitization transaction concerned.
274. Provisions supplementary to section 273

For the purposes of section 273, if the underlying exposures of
a securitization transaction consist of both non-securitization
exposures and = securitization exposures, an authorized
institution must—

(a) classify  underlying - exposures  that ' are
securitization - ‘exposures - into . subset 1  and
underlying exposures that are non-securitization
exposures into subset 2;

(b)  determine the capital charge factor for each of the
subsets in accordance with section 273, using the
delinquency ratio (within the meaning of section
273(3)) determined for the underlying exposures in
each subset; and

(c) determine the capital charge factor for the entire
pool of the underlying exposures as the weighted-
average of the 2 capital charge factors calculated
under paragraph (b), using the nominal amount of
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275.

276.

the underlying exposures in each subset as the
weight.

Calculation of K, for underlying exposures

The Kgsa (expressed in decimals) of a pool of underlying
exposures of a securitization transaction (including assets or
exposures that are treated as the underlying exposures of the
transaction under section 277 or 278) is the ratio of the
amount specified in paragraph (a) to the amount specified in

paragraph (b)—
(a) the SA capital charge calculated for the underlying
exposures in the pool in accordance with section

276;

(b) the total exposure amount of the underlying
exposures in the pool,

Calculation of SA capital charge for underlying exposures
(1) Subject to sections 277, 278 and 279, the SA capital
charge for the underlying exposures in a pool is
calculated as the product of—
(a) the risk-weighted amount of the underlying
exposures calculated—

(i) in accordance with Part 4 (for underlying
exposures. ~ that - are  non-securitization
exposures); or

(ii) . in accordance with this Part (for underlying
exposures that are securitization exposures),

as if the underlying exposures were held directly by

the authorized institution concerned if they are not
held by the institution; and

(b) 0.08.
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277.

(2) For the purposes of subsection (1), an authorized
institution may take into account the credit risk
mitigation effect of any Part 4 credit risk mitigation or
Part 7 credit risk mitigation afforded to individual
underlying exposures, or to the entire pool of the
underlying exposures, in the manner set out in—

(a) Part 4 (for Part 4 credit risk mitigation afforded to
underlying exposures that are non-securitization
exposures); and

(b) this Part (for Part 7 credit risk mitigation afforded
to  underlying exposures that - are  securitization
exposures).

Specific requirements applicable to calculation of Kgi,—
SPE’s exposure

(1) If a securitization transaction involves an SPE, all
exposures incurred by the SPE (SPE’s exposure) in
respect of the transaction (including assets in which the
SPE may have invested a reserve account or cash
collateral account, and claims on counterparties resulting
from derivative contracts entered into by the SPE with
the ‘counterparties) must be : treated as  underlying
exposures of the transaction in calculating the Kga in
accordance with section 275.

(2) However, the authorized institution concerned is not
required to comply with subsection (1) in respect of an
SPE’s exposure if the institution has assessed prudently
that the risk of the exposure—

(a) is immaterial; or
(b) - does not - have any adverse effect on the
securitization exposure concerned.
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If the SPE’s exposure arises from a derivative contract
other than a credit derivative contract, in calculating the
SA capital charge for the underlying exposures in the
pool concerned in accordance with section 276, the risk-
weighted amount of the SPE’s exposure -is the product
of—

(a) * the current exposure of the derivative contract; and

(b) the risk-weight of the counterparty concerned
determined in accordance with Part 4.

278. Specific requirements applicable to calculation of Kgz—
collateral for funded synthetic securitization transaction

1)

@

This section applies to the calculation of the Kgsa in
accordance with section 275 for a pool of underlying
exposures of a funded synthetic - securitization
transaction if—

(a) assets are held under the transaction as collateral
for the repayment of the securitization exposure
concerned; and

(b) the default risk of the collateral is subject to
tranched loss allocation:

The authorized institution concerned must—

(a) treat the collateral as an underlying exposure of the
transaction; and

(b)  include the risk-weighted amount of the collateral
(calculated as the product of the exposure amount
of the collateral and its risk-weight determined in
accordance with Part 4 or this Part). in the
calculation of the SA capital charge for the
underlying exposures in the pool under section 276.
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(3) However, the institution is not required to comply with
subsection (2) if it has assessed prudently that the
exposure amount of the collateral or the default risk of
the collateral is immaterial.
279. Further provisions to sections 277 and 278

280.

(1) A derivative contract or collateral that has been included
in the calculation of the SA capital charge for the
underlying exposures in a pool under section 277(3) or
278(2). must not be included in the calculation: of the
total exposure amount of the underlying exposures in the
pool under section 275(b).

(2) The Ksya of the pool of underlying exposures (including
those exposures referred to in section 277(1) or 278(2))
must be calculated by using the exposure amounts of
those underlying exposures without deducting—

(a) any specific provisions or partial write-offs made
for the exposures; or

(b)  any non-refundable purchase price discounts on the
exposures.

Division 10—Risk-weighting Requirements under
SEC-FBA

Application of Division 10

This ' Division applies to an authorized institution that is
required to use the SEC-FBA to determine the risk-weight of
a securitization exposure to a securitization transaction under
section 15.
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48.

49.

280A. Risk-weights of securitization exposures

An authorized institution must allocate a risk-weight of
1,250% to a securitization exposure to a securitization
transaction.”.

Section 283 amended (positions to be used to calculate market
risk)

Section 283(2)(a)—
Repeal
“232A”
Substitute
“227(1)”.

Section 287A amended (calculation of market risk capital
charge for specific risk for interest rate exposures that fall
within section 286(a)(ii))

(1) Section 287A(1)—

Repeal

“Part 7

Substitute

“the pre-amended Part 7”.
(2) - Section 287A(2)—

Repeal

“section 15”

Substitute

“the pre-amended section 15”.
(3)  Section 287A(3A)(a)—

Repeal
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¢ and”
Substitute
“of the pre-amended Rules; and”.
(4) Section 287A(5), (6), (7),(8), (9) and (12)—
Repeal
“Part 7”
Substitute
“the pre-amended Part 7”.
(5) After section 287A(12)—
Add

“(13) Subject to subsection (14), a word or expression used in
this section that is also used in the pre-amended section
15 or pre-amended Part 7 has the same meaning in this
section as in that section or Part.

(14)  Subsection (13) does not apply to the references to
“securitization exposure”, “re-securitization exposure”,
“rated”, “unrated” and “tranche”.

(15). In this section—

pre-amended Part 7 (JRFEHVEE 7 &) means Part 7 of the pre-
amended Rules;

pre-amended Rules ( {[R75HY#3H]) ) means these Rules as
in force immediately before 1 January 2018;

pre-amended section 15 (JAEMIEE 15 %) means section 15
of the pre-amended Rules.”.
50. Section 307 amended (specific risk)
Section 307(5)(b)—
Repeal
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“section 15”7
Substitute

“the pre-amended section 15 (within the meaning of section
287A(15)).

51. Section 316 amended (positions to be used to calculate market
risk)

Section 316(2)(a)y—
Repeal
“232A7
Substitute

- 4227(1)7.

52. Section 323 amended (interpretation of Part 9)
Section 323, definition of non-interest income, paragraph (a)—

Repeal subparagraph (i)

Substitute
“(i) .gains minus losses arising from the institution’s trading
in—

(A)  foreign currencies; ;
(B) derivative contracts; and

(C) securities;”.

53. Schedule 1 amended (specifications for purposes of certain
definitions in these Rules)

Schedule 1, Part 1, after item 10—
Add

“11. Hong Kong Science and Technology Parks
Corporation.”.
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54.

55.

56.

57.

Schedule 1A amended (transactions and contracts not subject
to CVA capital charge)

Schedule 1A, section 1(d)}—

Repeal

“232A7

Substitute

“227(Hy”.
Schedule 2 amended (minimum requirements to be satisfied for
approval under section 8 of these Rules to use IRB approach)
Schedule 2—

Repeal

“& 186 & Sch. 3]

Substitute

“, 186 & 259 & Sch. 3]”.

Schedule 6 amended (credit quality grades)
Schedule 6—
Repeal
“232A, 281 & 287 & Sch. 7]”
Substitute
€243, 281 & 287 & Sch. 7]”.

Schedule 7 amended (standard supervisory haircuts for
comprehensive approach to treatment of recognized collateral)

(1) = Schedule 7, section 1, Table, Part 1, item 1, column 3—
Repeal
“ or Table A or Table B in Schedule 117,
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“

&)

()

(7

Schedule 7, section 1; Table, Part 1, item 2, column 3—
Repeal

« or Table A or Table B in Schedule 11”.

Schedule 7, section 1, Table, Part 1, item 3, column 3—
Repeal

¢« or Table A or Table B in Schedule 117,

Schedule 7, section 1, Table, Part 1, item 4, column 3—
Repeal

« or Table A or Table B in Schedule 117,

Schedule 7, section 1, Table, Part 1, item 5— 58

Repeal everything in column 3
Substitute

“grade 4 (in relation to Table A, Table B or Part 1 of Table C
in Schedule 6)”.

Schedule 7, section 1, Table, Part 1, item 6—
Repeal everything in column 3
Substitute
“grade 4 (in relation to Table A in Schedule 6)”.
Schedule 7, section 2—
Repeal paragraphs (b) and (c)
Substitute
“(b)

sovereign issuers include sovereign foreign public sector
entities and multilateral development banks;

. (c) in the case of a debt security issued by a multilateral

development bank (whether it is recognized collateral
mentioned in section 79(1)(h) of these Rules or not), the
credit quality grade or short-term credit quality grade

applicable to the debt security is determined by mapping
the ECAI issue specific rating concerned to a scale of
credit quality grades in accordance with Table A or Part
1 of Table E in Schedule 6;

in the case of a debt security or recognized collateral that
is a securitization exposure, the credit quality grade or
short-term  credit quality grade = applicable to the
securitization exposure is determined by mapping the
ECALI issue specific rating concerned to a scale of credit
quality grades in accordance with Part 1 of Table C or
Part 1 of Table E in Schedule 6;”.

(ca)

Schedule 9 amended (requirements to be satisfied for using
section 229(1)(a) of these Rules)

(1) - Schedule 9, heading—
Repeal
“Using Section 229(1)(a) of these Rules”
Substitute

“Traditional Securitization Transaction to be Eligible
Traditional Securitization Transaction”.

(2)  Schedule 9—

Repeal

“[s. 229])”

Substitute

“[s. 229 & Sch: 10A]”.
(3) Schedule 9—

Repeal

“An originating institution in a traditional securitization
transaction shall - demonstrate to the satisfaction of the
Monetary Authority that”
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)

Substitute

“The requirements specified for the purposes of section
229(1)(2)(i) in respect of an originating institution of a
traditional securitization transaction are”.

Schedule 9, paragraph (d)—

Repeal

“counsel”

Substitute

“counsel (whether in-house or external)”.
Schedule 9—

Repeal paragraphs (j), (k) and (1)
Substitute

“(G) if the transaction includes a clean-up call—all the
requirements set out in section 1 of Schedule 10A are
met in respect of the clean-up call;

(k) if the transaction is subject to an early amortization
provision—any one or more of the requirements set out
in section 2 of Schedule 10A are met in respect of the
early amortization provision; and

() - the securitization transaction does not include a
termination option or trigger except—

(i) a clean-up call in respect of which all the
requirements set out in section 1 of Schedule 10A
are met;

(ii).  any termination provision for specific changes in
tax or regulation; and

(iii) . an early amortization provision in respect of which
any one or more of the requirements set out in
section 2 of Schedule 10A are met.”.
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(6) . Schedule 9—
Repeal paragraph (m).
59. Schedule 10 amended (requirements to be satisfied for using

section 229(1)(b) of these Rules)

)

@

3)

4)

Schedule 10, heading—

Repeal

“Using Section 229(1)(b) of these Rules”
Substitute

“Synthetic Securitization Transaction to be Eligible
Synthetic Securitization Transaction”.

Schedule 10—

Repeal

“Iss. 229, 243 & 255]”
Substitute

“Is..229-& Sch. 10A]”.
Schedule 10, section 1—
Repeal

“An originating institution in a synthetic securitization
transaction - shall demonstrate to the  satisfaction of the
Monetary Authority that”

Substitute

“The requirements specified for the purposes of section
229(1)(b)(1) in respect of an originating institution of a
synthetic securitization transaction are”.

Schedule 10, section 1—

Repeal paragraph (a)

Substitute
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“(a)  subject to section 2 of this Schedule, significant credit
risk associated with the underlying exposures of the
transaction has been transferred from the institution to
third parties through relevant credit protection that is
recognized collateral, a recognized guarantee or a
recognized credit derivative contract under Part 4
(regardless of whether the institution uses the STC
approach to calculate the credit risk of the underlying
exposures if they were not securitized);”.
(5) Schedule 10, section 1—
Repeal paragraphs (b) and (c).
(6) - Schedule 10, section 1(d)—
Repeal
“counsel”
Substitute
“counsel (whether in-house or external)”.
(7)  Schedule 10, section 1—
Repeal paragraphs (g) and (h)
Substitute
“(g) if the transaction includes a clean-up call—all the
requirements set out in section 1 of Schedule 10A are
met in respect of the clean-up call; and
(h) if the transaction is subject to an early amortization
provision—any one or more of the requirements set out
in section 2 of Schedule 10A are met in respect of the
early amortization provision.”.
(8) - Schedule 10, section 1—

©

Repeal paragraphs (i) and (j).
Schedule 10—

Section 60 133
Repeal section 2
Substitute
“2. - Provisions supplementary to section 1(a)
For the purposes of section 1(a) of this Schedule—

(). the SPE in the securitization transaction concerned
must not be recognized as a credit protection
provider; and

(b) if the underlying exposures concerned consist of
securitization exposures, the reference to “a
corporate that has an ECAI issuer rating” in
sections 98(a)(vi) and 99(1)(b)vi) is to be
construed as a reference to a corporate specified in
section 243(3).”.

60. Schedule 10A added

After Schedule 10—

Add

«“Schedule 10A

[Schs. 9 & 10]

Requirements Supplementary to Schedules 9 and

10

Requirements in respect of clean-up calls

The requirements set out in respect of a clean-up call for the
purposes of paragraph (j) of Schedule 9 and section 1(g) of
Schedule 10 are the following— .
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(a)  the exercise of the clean-up call is entirely at the
discretion of the originating institution coneerned
except where the clean-up call is exercised under
circumstances beyond the control of any party to
the securitization transaction concerned;

(b)  the clean-up call is not structured—

(i) toreduce or avoid potential or actual losses to
investors or other parties to the transaction; or

(ii)  to provide credit enhancement to those
investors and parties; and

(c) . the clean-up call is exercisable only when 10% or
less of the principal amount of the securitization
issues. or underlying = exposures at the
commencement of the transaction remains
outstanding.

Requirements in respect of early amortization provision

The requirements set out in respect of an early amortization
provision for the purposes of paragraph (k) of Schedule 9 and
section 1(h) of Schedule 10 are the following—

(a) the securitization transaction subject to the
provision includes a replenishment structure under
which—

(i) - underlying exposures that are revolving in
nature (revolving underlying exposures) are
to be replenished by exposures that are non-
revolving in nature; and

(ii)  the early amortization ends the ability of an
originating institution of the transaction to
add new underlying exposures;

(b)  the provision—
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(i) has features that are akin to a structure that is
non-revolving in nature in that the credit risk
in - respect of the revolving underlying
exposures does not return to the originating
institution of the transaction; and

(ii) = does mnot result in subordination of the
institution’s interest;

(c) investors in the securitization issues remain fully
exposed to future drawdowns by the borrowers in
respect of the revolving underlying exposures even
if the provision has been triggered; and

(d) - the provision is- solely triggered by events not
related to the performance of the  underlying
exposures of the securitization transaction or of the
originating institution of the transaction.”.

61. Schedule 11 substituted
Schedule 11—
Repeal the Schedule
Substitute

«“Schedule 11

[ss. 265 & 266]

Mapping of ECAI Issue Specific Ratings into
Credit Quality Grades under SEC-ERBA

Table A
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Section 61 136 Section 61
Long-term Credit Quality Grades Long-
term
Long- Japan cre d‘it
term  Standard Ratingand Credit quality
credit & Poor’s . Moody’s Investment  Rating grade
quality - Ratings  Investors  Fitch  Information,  Agency,
grade  Services  Service - Ratings Inc. Ltd.
1 AAA Aaa AAA AAA AAA 15
2 AA+ Aal AA+ AA+ AA+
3 AA Aa2 AA AA AA
4 AA- Aa3 AA- AA- AA-
5 A+ Al A+ A+ A+
6 A A2 A A A
7 A- A3 A- A- A-
Short-
8 BBB+ Baal BBB+ BBB+ BBB+ term
credit
9 BBB Baa2 BBB BBB BBB quality
10 BBB-  Baa3 BBB- BBB- BBB- grade
1
11 BB+ Bal BB+ BB+ BB+
12 BB Ba2 BB BB BB 9
13 BB- Ba3 BB- BB- BB- 3
14 B+ Bl B+ B+ B+
4
15 B B2 B B B
16 B- B3 B- B- B-
17 CCC+ Caal CCC CCC+ CCC

Standard

& Poor’s . Moody’s

Ratings = Investors = Fitch
Services ~ Service ~ Ratings
CCC Caa2 CC
CCC- Caa3 C

any any any
rating rating rating
below below below
CCcC- Caa3 C

Table B

Short-term Credit Quality Grades

Standard

& Poor’s - Moody’s

Ratings ~ Investors  Fitch
Services: - Seryice - Ratings
A-1+ P-1 Fl1+
A-1 Fl
A-2 P-2 F2
A-3 P-3 F3
any any any
rating rating rating
below below below
A-3 P-3 F3

Rating and
Investment
Information,
Inc.
CCC
CCC-

any rating
below
ccce-

Rating and

Investment

Information,
Inc.

a-1+
a-1

a-2
a-3

any rating
below a-3

Japan
Credit
Rating
Agency,
Ltd.
CC
C

any
rating
below

Japan
Credit
Rating
Agency,
Ltd.
J-1+
J-1

1-2
13

any
rating
below
137
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62. Schedules 12, 13 and 14 repealed
Schedules 12, 13 and 14—
Repeal the Schedules.

Monetary Authority

2017

Explanatory Note

These Rules are made by the Monetary Authority under section
97C of the Banking Ordinance (Cap. 155) to amend the Banking
(Capital) Rules (Cap. 155 sub. leg. L) (principal Rules).

The main purpose of these Rules is to amend the principal Rules to
implement the capital standards set out in the following documents
issued by the Basel Committee on Banking Supervision—

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

(b) Basel III leverage ratio framework and disclosure
requirements issued in January 2014, which sets out the
computation methodology of the leverage ratio for
implementing Basel III leverage ratio framework,
together with the associated disclosure requirements; and

(c): Regulatory treatment of accounting provisions-interim
approach and transitional arrangements issued in
March 2017, which provides the basis for the interim
regulatory capital treatment of accounting provisions
under the new International Financial Reporting
Standard 9.

The revised framework for the calculation of the credit risk for
securitization exposures is mainly set out in the revised Part 7 of the
principal Rules (see sections 46 and 47 of these Rules).
Amendments are also made to Part 8 of the principal Rules to the
effect that, despite the basis for calculating the credit risk for
securitization exposures has changed, the basis for calculating the
market risk for securitization exposures held in the trading book of
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an authorized institution will remain unchanged (see sections 48 to
51 of these Rules).

4, A new Part 1C is added to the principal Rules to prescribe the
minimum leverage ratio that must be maintained by an authorized
institution and the basis of consolidation that must be used for
calculating the leverage ratio (see section 5 of these Rules).

5. The interim regulatory capital treatment of accounting provisions is
implemented by amending the definitions of collective provisions
and specific provisions in section 2(1) of the principal Rules.

6. These Rules also—

(a) revise the definition of small business by increasing the
current threshold on annual turnover from $50 million to
$100 million (see section 19(2) of these Rules);

(b) include the Hong Kong Science and Technology Parks
Corporation as a domestic public sector entity under the
principal Rules (see section 53 of these Rules);

(c). make other minor amendments to improve the clarity of
certain provisions of the principal Rules.

7. These Rules come into operation on 1 January 2018.
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Banking (Liquidity) (Amendment) Rules 2017

(Made by the Monetary Authority under section 97H of the Banking
Ordinance {Cap. 155) after consultation with the Financial Secretary, 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)

1. Commencement

These Rules come into operation on 1 January 2018.

Banking (Liquidity) Rules amended

The Banking (Liquidity) Rules (Cap. 155 sub. leg. Q) are amended
as set out in rules 3 to 26.

2.

3.
(M
(2)
3)

Rule 2 amended (interpretation)

Rule 2(1), definition of consolidated basis—
Repeal

“or LMR”

Substitute

“, LMR, NSFR or CFR”.

Rule 2(1), definition of Hong Kong office basis—
Repeal

“or LMR”

Substitute

“, LMR, NSFR or CFR”.

Rule 2(1), definition of unconsolidated basis—
Repeal .

“or LMR”

Ruie 3
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C))

&)

Substitute

“, LMR, NSFR or CFR”.

Rule 2(1), Chinese text, definition of RMBS—
Repeal the fuil stop

Substitute a semicolon.

Rule 2(1)y—
Add in alphabetical order

“ACF means available core funding;
ASF means available stable funding;

available core funding (7] Fl#0,& ), in relation to a
category 2A institution, means the amount as determined
in accordance with rule 77;

available stable funding (V] HBEZES), in relation to a
category 1 institution, means the amount as determined
in accordance with rule 65;

category 24 institution (55 2A JFi%EE) means a category 2
institution designated under rule 3A{I) as a category 2A
institution;

CFR means a core funding ratio;

committed fucility (5 7KE5R03%), in relation to an authorized
institution, means a contractual agreement between the
institution and its customer under which the institution
has a contractually irrevocable commitment to extend
funds to the customer at a future date, whether for credit
or liquidity purposes, in accordance with the terms and
conditions specified in the agreement;

core funding ratio (8.0, E-E&EH), in relation to a category
2A  institution, means the ratio, expressed as a
percentage, of the amount (calculated in Hong Kong
dollars) of the institution’s ACF to the amount
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(6)

(calculated in Hong Kong dollars) of the institution’s
RCF, as calculated in accordance with Part 4 and
Division 3 of Part 9;

net stable funding ratio (& E &5 F4ALEAR), in relation to a
category 1 institution, means the ratio, expressed as a
percentage, of the amount (calculated in Hong Kong
dollars) of the institution’s ASF to the amount
(calculated in Hong Kong dollars) of the insiitution’s
RSF, as calculated in accordance with Part 4 and
Division 2 of Part 9;

NSFR means a net stable funding ratio;
RCF means required core funding;

required core funding (PR 0B E), in relation to a
category 2A institution, means the amount as determined
in accordance with rule 890;

required stable funding (FTEEEEE ), in relation to a
category 1 institution, means the amount as determined
in accordance with rule 68§;

RSF means required stable funding;

uncommitted facility (9% 55 BliM), in relation to an
authorized institution, means a facility granted by the
institution to its customer that—

(a) is for extending credit or providing liquidity to the
customer at a future date; and

(b) is uncenditionally revocable by the institution
without prior notice to the customer;”.

Rule 2(2)—

Repeal

“same meaning as it has in”
Substitute

Rule 4
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“meaning given by”.
(7} Rule2(2)—

Add in alphabetical order

“trade-related contingency (8 BB S-HIEE)".
(8) Rule 2(4)—

Repeal

“table or” (wherever appearing).

Rule 3A added
Part 1, after rule 3—
Add

“3A. Designation of category 2A institntion

(1) The Monetary Authority may, by notice in writing to a
category 2 institution, designate the institution as a
category 2A institution.

(2) The designation may be made if the Monetary Authority
is satisfied that it is prudent and reasonable to apply
Division 2 of Part 3A to the institution, after taking into
account—

{a) the size of its business operation; and

{b) the liquidity risks associated with it.
{3) The designation takes effect—

(a) on the date specified in the notice; or

(b) when the event specified in the notice occurs.
(4) If—

(a) a category 2 institution has been designated as a
category 2A institution; and
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5.

(5)

(6)

(7

(b} the Monetary Authority is satisfied that had the
designation not been made, the Monetary Authority
would not make the designation,

the Monetary Authority may, on the Monetary
Authority’s own wolition or on application by the
institution, by notice in writing to the institution, revoke
the designation,

The revocation takes effect—
(a) onthe date specified in the notice; or
(b) when the event specified in the notice occurs.

A decision made by the Monetary Authority under
subrule (1) or (4) is a decision to which section 101B(1)
of the Ordinance applies.

To avoid doubt, if the Monetary Authority designates,
under rule 3(1), a category 2A institution as a category 1
institution, the institution ceases to be a category 2A
institution immediately on the taking effect of the
designation as a category 1 institution.”.

Part 3A added

After Part
Add

G —
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“Part 3A
Minimum NSFR and Minimum CFR

Division 1—Minimum NSFR, Self-rectification of
NSFR Shortfall and Notifiable Matters Concerning
NSFR: for Catepory 1 Institution

8A. Minimum NSFR applicable to category 1 institution

Subject to rule 8B, a category 1 institution must at alf times
maintain an NSFR of not less than 100%,

8B. Self-rectification of NSFR shortfall

(1) This rule applies to a category 1 institution if the
institution’s NSFR—

(a) becomes less than 100% but not less than 90% at
any time on a day (first shortfall day); and

(b) has been not less than 100% at all times in the 12-
month period immediately before the first shortfall
day.

{2) Rule 8A does not apply to the institution between—
(a) the first shortfall day (including that day); and
(b) the earlier of the occurrence of the following—

(i) the expiry of the period of 30 calendar days
after the first shortfall day;

(ii) the institution’s NSFR becoming less than
90%.
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8C. Category 1 institution must notify Monetary Authority on
rule 8B becoming applicable

If rule 8B becomes applicable to a category 1 institution, the
institution must—

(a) as soon as is practicable notify the Monetary
Authority of the matter; and

(b) provide the Monetary Authority with any
particulars of the matter that the Monetary
Authority requests,

Division 2—Minimum CFR: for Category 2A
Institution

8D. Minimum CFR applicable to category 2A institution
A category 2A institution must—

(a) during the year of 2018, maintain a CFR of not less
than 50% on average in each calendar month; and

{(b) onand after 1 January 2019, maintain a CFR of not
less than 75% on average in cach calendar month.”,

Part 4 heading amended (valuation of assets, etc., at fair value
and bases of calculation for purposes of LCR and LMR)

Part 4, heading—
Repeal
“and LMR”
Substitute
“, LMR, NSFR and CFR”.

Rule 7
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Rule 9 amended (valuation of assets, liabilities, off-balance
sheet items and cash flows measured at fair value)

Rule 9(1)—
Repeal
“or LMR”
Substitute
“ LMR, NSFR or CFR™.

Rule 10 amended (calculation of LCR or LMR on Hong Kong
office basis aud unconsolidated basis, ete.)

(1} Rule 10, heading—

Repeal

“or LMR”

Substitufe

“, LMR, NSFR or CFR”,
(2) Rule 10(1}, (2) and (3)(a)—

Repeat

“or LMR”

Substitute

“, LMR, NSFR or CFR”,

Rule 11 amended (calculation of LCR or LMR of authorized
institotion incorporated in Hong Kong on consolidated basis)

(}} Rule 11, heading—
Repeal
“or LMR”
Substitute
“, LMR, NSFR or CER".
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11.

(2) Rule 11(1}, (5) and (6)(a)—
Repeal
“or LMR”
Substitute
“ LMR, NSFR or CFR™.

Rule 12 amended (calculation of LCR or LMR of authorized
institution incorporated in Hong Kong on basis other than
those under rules 10 and 11)

{1) Rule 12, heading—

Repeal

“or LMR”

Substitute

“, LMR, NSFR or CFR”,
{2) Rule 12(1)}—

Repeal

“or LMR”

Substitute

“, LMR, NSFR or CFR”,

Rule 13 amended (authorized institution must notify Monetary
Authority of certain matters concerning its associated entities)

Rule 13(1)---
Repeal
“or LMR”
Substitute
“, LMR, NSFR or CFR”,

Rule 12
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12.

Rule 14 amended (prescribed notification requirements for
purposes of section 971 of Ordinanee)

(1) Rule 14(2)—
Repeal
“or (iv), or paragraph (b),”
Substitute
“, (iiia) or (iv), (b) or (c)".
(2) Rule 14(3), definition of refevant liquidity evemt, paragraph
(a)(iii)—
Repeal

19 il

; Of
Substitute a semicolon.

(3) Rule 14(3), definition of relevamt liquidity event, after
paragraph (a)(iii)—
Add

“(iiia) that the institution, subject to rule 8B(2), fails to comply
with rule 8A; o1,

(4) Rule 14(3), definition of relevant liquidity event, paragraph
(a)(iv)—
Repeal

&<,
7

ek

or
Substitute a semicolon.

(5) Rule 14(3), definition of relevant liguidity event, paragraph
(b)—
Repeal the Tull stop
Substitute

(1] 1]

;or”,
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13.

14

(6) Rule 14(3), definition of relevant liguidity event, afler
paragraph (b)—
Add

“(c) for a category 2A institution, means that the institution
fails to comply with rule 8D.”.

Rule 17 amended (interpretation of Part 7)
(1) Rule 17, heading, after “Part 7°"—
Add
“and Schedule 4A”.
(2) Rule 17, after “In this Part”—
Add
“and Schedule 44,

Rule 22 amended (calculation of LCR on unconsolidated or
consolidated basis, etc. when there are different liquidity
requirements between Hong Kong and host countries)

(1) Rule 22, Chinese text, heading—
Repeal
“HERSFE R 2 R
Substitute
“FISEBTERR".

(2} Rule22(1)—
Repeal
“Where”
Substitute
“If

(3) Rule22(2)—

Rule 14
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Repeal paragraph (a)
Substitute

“(a) any liquidity requirements for the equivalent of an LCR
and applicable to the deposits and funding concerned are
imposed by the relevant banking supervisory authority in
the host country; and”.

4y Rule22(3)—
Repeal paragraph (a)
Substitute

“(a) no liquidity requirements mentioned in subrule (2) are
imposed by the relevant banking supervisory authority in
the host country; or”.

(5) Rule 22(3)b)—
Repeal
“or apply”
Substitute
“those liquidity requirements or does not apply”.
(6) Ruie 22(4)(a), Chinese text—
Repeal
“HIERE”
Substitute
UL
(7Y Rule 22(4)(b), English text—
Repeal

L 5%

as”.
(8) Rule 22(5)—
Repeal
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“Where”
Substitute
“If”-

15. Rule 35 amended (haircuts)

(1

@

&)

(4)

(5

Rute 35(1)(a), after “Table 1”—
Add

“in Schedute 4A (Table 44-17”.
Rule 35(1)(a)(ii}—

Repeal

“Table 17

Substitute

“Table 4A-17.

Rule 35(1)(a)(i1), Chinese text—
Repeal

“?n

Substitute

Rule 35(1)}b)—

Repeal

“Table 1” (wherever appearing)
Substitute

“Table 4A-17.

Rule 35(1)(b)(ii), Chinese text—
Repeal

PR

Substitute

Rule 16

Banking (Liquidity) (Amendment) Rules 2017

14

16.

LR
(6) Rule 35(1)}c)}—
Repeal
“Table 17 (wherever appearing)
Substitute
“Table 4A-17.
{7y Rule 35(1)(c)(ii), Chinese text—
Repeal
“E]?”
Substitute
“EHE.
(8) Rule 35—
Repeal Table 1.
(9) Rule 35(2)yand (3)—
Repeal
“Table 17
Substitute
“Table 4A-17.

Rule 38 amended (applicatiou of foreign exchange haircuts)
(1) Rule 38(1), Chinese text—

Repeal

B

Substitute

R,
{2) Rule 38(1)(b), after “Table 27—

Add




Banking {Liquidity} (Amendment) Rules 2017

Rule 17

15

Rule 19
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“in Scheduie 4A”.
(3) Rule38—
Repeal Table 2.

17. Rule 39 amended (interpretation of Division 5)

(1) Rule 39, definition of filly performing—
Repeal
“past due”
Substitute
“overdue”.

(2) Rule 39, definition of stable retail deposit—
Repeal

“and that is payable on demand, or has a remaining term to
maturity {or a withdrawal notice period) within the LCR

period”.
(3) Rule 39—
{a) definition of commitied facility;
(b) definition of trade-related contingency,
{¢) definition of uncommitted facility—

Repeal the definitions.

18. Rule 40 amended (calculation of total net cash flows)
Rule 40(1)(c), Chinese text—
Repeal
W
Substitute
“ORR”.

19,

20.

21,

Rule 41 amended (calculation of total expected cash cutflows)
(1) Rule 41(1)(k)(viii), Chinese text—
Repeal
R
Substitute
(2) Rule 41(10), after “Table 3”—
Add
“in Schedule 4A™.
(3) Ruledl—
Repeal Table 3.
(4y Rule 41(13)(a), after “Table 3*—
Add
“in Schedule 4A™.

Rule 42 amended (calculation of total expected cash inflows)
(1) Rule 42(5), after “Table 47—

Add

“in Schedule 4A™.
(2) Rule 42—

Repeal Table 4.

Rule 53 amended (calculation of net weighted amount
qualifying liabilities (after deductions))

Rule 53(2), Chinese text—
Repeal
il

of
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Rule 22
Substitute
4:1;[]]}}%”.
22. Part 9 added
After Part 8—
Add

“Part 9

Calculation of NSFR and CFR

Division 1—Interpretation

54, Interpretation of Part 9 and Schedule 6
(1) 1In this Part and Schedule 6—-
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Additional Tier I capital (before regulatory adjustments) (%3

Hh— R EA(KEEEEHEEAT)), in relation to an
authorized institution, means the sum of the following
capital, calculated in Hong Kong dollars—

(a) subject to rule 56(2), the institution’s Additional
Tier I capital instruments;

(b) the amount standing to the credit of the institution’s
share premium account (if any) resulting from the
issue of capital instruments that fall within
paragraph (a);

(c) subject to rule 56(3), the applicable amount of
capital instruments issued by the consolidated bank
subsidiaries of the institution and held by third
parties, that is recognized as Additional Tier 1
capital of the institution on a consolidated basis, as
calculated based on the requirements set out in

sections 2(2) and 4 of Schedule 4D to the Capital
Rules;

CET1 capital (before regulatory adjustments}) (CET1 &4

(FRESE L RD)), in relation 1o an authorized institution,
subject to rule 55, means the sum of the following
capital, calculated in Hong Kong dollars—

(2) the institution’s CET1 capital instruments;

(b) the amount standing to the credit of the institution’s
share premium account (if any) resulting from the
issue of capital instruments that fall within
paragraph (a);

(¢c) the institution’s retained earnings and other
disclosed reserves;

(d) the appticable amount of minority interests arising
from the CET1 capital instruments issued by the
consolidated bank subsidiaries of the institution
and held by third parties, that is recognized as
CET1 capital of the institution on a consolidated
basis, as calculated based on the requirements set
out in sections 2(1) and 3 of Schedule 4D to the
Capital Rules;

insurance asset ({fFEFE), in relation to an authorized

institution, means the book value of the institution’s net
contractual rights under an insurance contract entered
into by the institution,

/4 means not applicable;
net derivative assets ({722 T HEE¥H), in relation to an

authorized institution, means the net amount of the
institution’s total derivative assets (after adjustments) in
excess of the institution’s total derivative liabikities (after
adjustments);
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net derivative liabilities ({774 T B & {E$4H), in relation (o
an authorized institution, means the net amount of the
institution’s total derivative liabilities (after adjustments)
in excess of the institution’s total derivative assets (after
adjustments);

non-performing (GRACHEE{ED, in relation to an assei of an
authorized institution representing a claim of the
institution on a person, means that—

() the claim is overdue for more than 90 calendar
days; or

{(b) the person is in default;
principal amount (EEH)—

(a) inrelation to an on-balance sheet itein, other than a
derivative contract, of an authorized institution,
means—

(iy if the item is measured at fair value—the
value of the item determined in accordance
with rule 9; or

(if) if the item is not measured at fair value—the
book value (including any accrued interest) of
the item; or

(b) in relation to an off-balance sheet item, other than a
derivative contract, of an authorized institution,
means—

(i) subject to subparagraphs (ii) and (iii), the
contracted amount;

(ii) for an undrawn facility, the amount of the
undrawn facility; or

(iii) for a partially drawn facility, the amount of
the undrawn portion;

Banking {Liquidity} (Amendment) Ruies 2017
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replacement cost (BB & pkA), in relation to a derivative
contract of an authorized institution, means the costs,
measured at fair value, that would be incurred by the
institution if—
(a) the institution were required to enter into another
derivative contract with another counterparty to
replace the existing derivative contract; and

(b) that other derivative contract has substantially the
same economic consequences for the institution;

retained earnings ({REE5F]), in relation to an authorized
institution incorporated in Hong Kong, has the meaning
given by section 35 of the Capital Rules;

refained interest ({£ B HE7%), in relation to a structured
financing transaction collateralized by assets of an
authorized institution, means any part of such assets in
respect of which the risks and rewards are retained by
the institution;

Tier I capital (before regulatory adjustments) (—45 & R
BEE BN, in relation to an authorized institution,
means the sum of the institution’s—

{a) CETI capital (before regulatory adjustments); and

(b) Additional Tier 1 capital (before regulatory
adjustments);

Tier 2 capital (before regulatory adjustments) ( _4E R (EE
BEEFHEERD)), in relation to an authorized institution,
means the sum of the following capital, calculated in
Hong Kong dollars—

{a) subject to rule 57(2), the institution’s Tier 2 capital
instruments;

(b) the amount standing to the credit of the institution’s
share premium account (if any) resulting from the
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issue of capital instruments that fall within
paragraph (a);

(c) subject to rule 57(3), the applicable amount of Tier
2 capital instruments issued by the consclidated
bank subsidiaries of the institution and held by
third parties, that is recognized as Tier 2 capital of
the institution on a consolidated basis, as calculated
based on the requirements set out in sections 2(2)
and 5 of Schedule 4D to the Capital Rules;

(d)} the institution’s collective provisions;

fotal derivative assets (after adjustments) (1745 T ELEREW

HEH (4K ZF %)), in relation to an authorized institution,
subject to rule 58, means the sum of the replacement
costs of derivative contracts between the institution and
its counterparties, where each of those contracts has a
positive replacement cost after adjustment for any
variation margin received in the form of cash by the
institution from the counterparty under the contract;

total derivative liabilities (after adjustments) ({74 TEHA{E

HASE(AKEHEL), in relation to an authorized institution,
subject to rule 58, means the sum of the replacement
costs of derivative contracts between the institution and
its counterparties, where each of those contracts has a
negative replacement cost after adjustment for any
variation margin posted by the institution to the
counterparty under the confract;

trade-date payable (355 HJES{FIEIE), in relation to an

authorized institution, means the value of funds payable
by the institution for settling transactions in respect of
currencies, commodities or financial instruments, where
for each of those transactions, the transaction order has
been executed and the transaction—

Rule 22
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(a) is expected to settle within the standard settlement
cycle or period that is customary for the relevant
exchange or type of transaction; or

(b} has failed to settle but is still expected to settle
within a period of less than 6 months;

trade-date receivable (375 H JEITHIIRIE), in relation to an

authorized institution, means the wvalue of funds
receivable by the institution for settling transactions in
respect of currencies, commodities or financial
instruments, where for each of those transactions, the
fransaction order has been executed and the
transaction—

{a) is expected to settle within the standard settiement
cycle or period that is customary for the reievant
exchange or type of transaction; or

(b) has failed to settle but is still expected to settle
within a period of less than 6 months;

value ({§{g) means—

{a) in relation to an on-balance sheet item or off-
balance sheet itern, other than a derivative contract,
of an authorized institution—the principal amount
of the item; or

(b) in relation to a derivative contract of an authorized
institution—the replacement cost of the contract;

variation margin (SSEH{FE54), in relation to an authorized

institution and a counterparty under a derivative
contract, means the collateral posted by the institution to,
or received by the institution from, the counterparty on a
daily or intraday basis based on the movement of the
contract’s replacement cost.
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(2) In this Part and Schedule 6, an expression specified
below has the meaning given by rule 39—
derivative contract (74 T BE4))
stractured financing transaction (S5 FIEARTS)
(3) In this Part and Schedule 6, an expression specified
below has the meaning given by section 2(1) of the
Capital Rules—
Additional Tier 1 capital instrument (55— &2
%)
CET1 capital instrument (CET1 B ZE)
collective provisions (SEREXEH &)
special purpose vehicle W5 E B M TE)
Tier 2 capital instrument (8B ZEHE)
" valid bilateral netling agreement (49 88 F 0L
=)
55. CET1 capital (before regulatory adjustments) (capital

instruments issued to third parties through special
purpose vehicle)

Q)

@)

This rule applies to the determination of an authorized
institution’s CET1  capital  (before  regulatory
adjustments) under this Part.

To avoid doubt, any capital instruments issued to third
parties through a special purpose vehicle must not be
included in the institution’s CET1 capital (before
regulatory adjustments).

Rule 22
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56.

Additional Tier 1 capital (before regulatory adjustments)
(capital instruments issued to third parties through special
purpose vehicle)

(M

2

3)

This rute applies to the determination of an authorized
institution’s Additional Tier 1 capital (before regulatory
adjustments) on a consolidated basis under this Part.

If the institution issues capital instruments to third
parties through a special purpose vehicle and—

(a) the special purpose vehicle is consolidated with the
institution;

(b) the capital instruments meet the qualifying criteria
set out in Schedule 4B to the Capital Rules; and

(c) the only asset of the special purpose vehicle is its
investment in the capital of the institution in a form
that meets the qualifying criteria set out in
Schedule 4B to the Capital Rules,

the capital instruments may be included in the
Additional Tier 1 capital (before regulatory adjustments)
of the institution on a consolidated basis as if the
institution itself had issued the capital instruments
directly to the third parties.

If the institution issues capital instruments to third
parties through a special purpose vehicle via a
consolidated bank subsidiary of the institution and-—

(a) the special purpose vehicle is consolidated with the
bank subsidiary;

(b) the capital instruments meet the qualifying criteria
set out in Schedule 4B to the Capital Rules; and

{c) the only asset of the special purpose vehicle is its
investment in the capital of the bank subsidiary in a
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57.

form that meets the qualifying critetia set out in
Schedule 4B to the Capital Rules,

the institution may treat the capital instruments as if the
bank subsidiary itself had issued the capital instruments
directly to the third parties and, accordingly, may
include the capital instruments in determining the
applicable amount of the capital instruments to be
included in the Additional Tier 1 capital (before
regulatory adjustments) of the institution on a
consohlidated basis, as calculated based on the
requirements set out in sections 2{2) and 4 of Schedule
4D to the Capital Rules.

Tier 2 capital (before repulatory adjustments) (capital
instruments issued to third parties through special
purpose vehicle)

&)

2

This rule applies to the determination of an authorized
institution’s Tier 2 capital (before regulatory
adjustments) on a consolidated basis under this Part and
Schedule 6.

If the instifution issues capital instruments to third
parties through a special purpose vehicle and-—

(a) the special purpose vehicle is consolidated with the
institution;

(b) the capital instruments meet the qualifying criteria
set out in Schedule 4C to the Capital Rules; and

{c) the only asset of the special purpose vehicle is its
investment in the capital of the institution in a form
that meets the qualifying criteria set out in
Schedule 4C to the Capital Rules,

the capital instruments may be inctuded in the Tier 2
capital {before regulatory adjustments) of the institution

Rule 22
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58,

€y

Total derivative assets

on a consolidated basis as if the institution itseif had
issued the capital instruments directly to the third
parties.

If the institution issues capilal instruments to third
parties through a special purpose vehicle via a
consolidated bank subsidiary of the institution and—

(a) the special purpese vehicle is consolidated with the
bank subsidiary;

(b) the capital instruments meet the qualifying criteria
set out in Schedule 4C to the Capital Rules; and

(c) the only asset of the special purpose vehicle is its
investment in the capital of the bank subsidiary in a
form that meets the qualifying criteria set out in
Schedule 4C to the Capital Rules,

the institution may treat the capital instruments as if the
bank subsidiary itself had issued the eapital instruments
directly to the third parties and, accordingly, may
include the capital instruments in determining the
applicable amount of the capital instruments to be
included in the Tier 2 capital (before regulatory
adjustments) of the institution on a consoclidated basis, as
calculated based on the requirements set out in sections
2(2) and 5 of Schedule 4D to the Capital Rules.

(after adjustments) or total

derivative liabilities (after adjustments)

(1)

@

This rule applies to the determination of an authorized
institution’s total derivative assets (after adjustments) or
total derivative liabilities (after adjustments) under this
Part and Schedule 6.

If the institution has entered into 2 or more derivative
contracts with a particular counterparty that are subject
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to a valid bilateral netting agreement, the institution
must determine the aggregate net value of those
contracts by—

{a) offsetting those contracts in negative value with
those contracts in positive value;

{b) adding variation margins (whether in the form of
cash or other assets) posted by the institution to the
counterparty under those contracts; and

(c) deducting variation marging in the form of cash
received by the institution from the counterparty
under those contracts.

(3) The aggregate net value determined under subrule (2)
must be included in—

(a) 1if it is a positive value—the institution’s total
derivative assets (after adjustments); or

(b) if it is a nepative value—the institution’s total
derivative liabilities (after adjustments).

Division 2—Calculation of NSFR
Subdivision 1-—General
59. Interpretation of Division 2 and Tables 1 and 2 in

Schedule 6
(1} In this Division and Tables | and 2 in Schedule 6—

default fund contribution (GEEFSEYE) has the meaning
given by section 2( 1) of the Capital Rules;

free from encumbrances (375 FEEREAPE), in relation to an
asset of a category 1 institution, means having no
regulatory, legal, contractual or other restrictions that
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inhibit the institution from liquidating, selling,
transferring or assigning the asset;

HED CHATS Account (&0 CHATS [fe/), in relation to a
category [ institution, means an account opened,
maintained and operated by the institution under a
requirement imposed on the institution under section
3A(1) of the Exchange Fund Ordinance (Cap. 66);

host country CEBFTHERZE), in relation to a category 1
institution incorporated in Hong Kong, has the meaning
given by rule 17;

initial margin (FE{REES), in relation to a category 1
institution and a counterparty under a derivative
contract, means the collateral (whether in the form of
cash or other assets) posted by the institution to the
counterparty to mitigate the potential future exposure of
the counterparty to the institution arising from the
possible future change in the value of the contract;

national development bank (B2 %3 FEHR1T) means—
{a) an entity specified in Schedule 7; or

(b) an entity specified by the relevant banking
supetvisory authority of a place outside Hong
Kong (whether by means of legislation or a public
notice or otherwise) to be a national development
bank for the purposes of the calculation of the
equivalent of an NSFR in accordance with the
document entitled “Basel II1: the net stable funding
ratio” published by the Basel Commiitee in
October 2014;

plysical traded commodity (B 5/ 5h) means any metal
(to avoid doubt, inciuding gold), energy, agricultural
product or any other physical product that is traded on an
exchange or similar trading facility;
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stable small business funding (F&E/EAEEZD, in
relation to a category 1 institution, means small business
funding provided to the institution by a small business
customer, where—

{a) the funding is fully insured by an effective deposit
insurance scheme; and

(b} either—

(i) the small business customer has at least 2
other established relationships with the
institution, where—

{A) subject to sub-subparagraph (B), at least
one of the relationships (but not that of a
credit card account) has been established
for not less than 6 months and the
account undetlying that relationship has
not been dormant or inactive in the last
6 months; and

(B) the requirement in sub-subparagraph (A)
is deemed to be satisfied if the
relationship relates to a mortgage loan
that charges a penalty for eatly
scttlement of the loan within 6 months
from the date on which the loan is
drawn down; or

(if) the funding is maintained by the small
business customer in a fransactional account
at the institution.

(2) In this Division and Tables | and 2 in Schedule 6, an
expression specified below has the meaning given by
rule 39---
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60.

ol.

effective deposit insurance scheme (53T {F5E
#)

Sully insured (-+ 2541

operational deposit (& B

other established relationship (HALFEERE{%)

retail customer (ZEEZ )

retail deposit (EEIFE)

small business customer (/)NEIA-2E22 )

small business funding (/P 3EETD

stable retail deposit (IS EEEHET)

transactional account (3 SR

wholesale customer (J{. 3575 /)

Capital, ete. must not be double counted in calculation of
NSFR

A category 1 institution must not, in the calculation of its
NSFR, double count any capital, on-balance sheet liability,
on-balance sheet asset or off-balance sheet obligation that is
included in that calculation.

Calculation of NSFR on Hong Kong office basis

A category 1 institution must, in the calculation of its NSFR
on a Hong Kong office basis, determine—

(a) the ASF of its Hong Kong office; and
(b} the RSF of its Hong Kong office,

as if' its Hong Kong office were a single legal entity.
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62. Calculation of NSFR on unconsolidatcd basis

Subject to rule 64, a category 1 institution incorporated in
Hong Kong must, in the calculation of its NSFR on an
unconsolidated basis—

(a)
(b)
©

determine the aggregate of the ASF of its Hong
Kong office and its overseas branches;

determine the aggregate of the RSF of its Hong
Kong office and its overseas branches; and

ensure that all inter-branch balances with, and
transactions between, its Hong Kong office and its
overseas branches are offset in that calculation.

63. Calculation of NSFR on consolidated basis

(1) Subject to rule 64, a category 1 institution incorporated
in Hong Kong must, in the calculation of its NSFR on a
consolidated basis—

@

(a)

(b)

(©)

determine the aggregate of the ASF of the members
of its consolidated group;

determine the aggregate of the RSF of the members
of its consolidated group; and

ensure that all inter-branch or inter-company
balances with, and transactions between, the
members of its consolidated group are offset in that
calculation.

A category 1 institution must comply with subrule (1) as
if the members of its consolidated group were a single
iegal entity.
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64.

Calculation of NSFR on uncoensolidated or consolidated
basis, etc. when there are different liquidity requirements
between Hong Kong and host conntries

)

@

If—

(a)

(b)

a category 1 institution incorporated in Hong Kong
calculates its NSFR on an unconsolidated basis or
consolidated basis, or the basis specified in a notice
to the institution under rule 12; and

the institution has an ovetseas branch that operates,
or a specified associated entity that is incorporated,
in a host country,

this rule applies in respect of the deposits and funding of
the overseas branch or specified associated entity.

For subrule (1), subject to subrule (4), if—

(a)

(b)

any Hquidity requirements for the equivalent of an
NSFR and applicable to the deposits and funding
concerned are imposed by the relevant banking
supervisory authority in the host country; and

those liquidity requirements are imposed for—
(i) implementing the prevailing banking
supervisory standards issued by the Basel

Committee relating to the equivalent of an
NSFR; and

(i) reflecting the prevailing standards issued by
the Basel Committee for such types of the
deposits and funding concerned,

the institution must apply those liquidity requirements to
the calculation of its NSFR insofar as the calculation
relates to the deposits and funding concerned.

{3) Forsubrule (1), if—
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4

&)

(2) no liquidity requirements mentioned in subrule (2)
are imposed by the relevant banking supervisory
authority in the host country; or

(b) the authority, for the purposes of the calculation of
the equivalent of an NSFR insofar as the
calculation relates to the deposits and funding
concerned, does not adopt those liquidity
requirements or does not apply those liquidity
requirements to the institution,

the institution must apply the requirements of these
Rules as applicable to the calculation of its NSFR
insofar as the calculation relates to the deposits and
funding concerned.

For subrule (2), if the Monetary Authority—

{a) is satisfied that the liquidity requirements imposed
by the relevant banking supervisory authority in the
host country are, for the purposes of the calculation
of the equivalent of an NSFR insofar as the
calculation relates to the types of the deposits and
funding concerned, less stringent than the
requirements of these Rules as applicable to the
calculation of the institution’s NSFR insofar as the
calculation relates to the deposits and funding
concerned; and

(b) has given the institution a notice in writing stating
the matter mentioned in paragraph (a),

the institution must apply the requirements of these
Rules as applicable to the calculation of its NSFR
insofar as the calculation relates to the deposits and
funding concerned.

If subrule (2), (3) or (4) applies to a category 1
institution, the institution must construe, with all

Ruje 22

Banking (Liquidity} (Amendment) Rules 2017

34

65,

(6)

necessary modifications, the other requirements of these
Rules in a manner consistent with the application of that
subrule to it.

In this rule—

deposits and funding ({F5iX B A&%K), in relation to a category

1 institution’s overseas branch that operates, or specified
associated entity that is incorporated, in a host country,
means the retail deposits and small business funding of
the overseas branch or specified associated entity.

Subdivision 2—Determination of ASF and RSF
Determination of ASF

(D

@

€))

A category 1 institution must, for the purposes of the
calculation of its NSFR, determine its ASF by adding
together the weighted amounts of all of the institution’s
capital and on-balance sheet liabilities listed in column 1
of Table 1 in Schedule 6 (Table 6-1).

A capital item or on-balance sheet liability listed in

column 1 of Table 6-1 is referred to in this rule as an
ASF item.

Subject to subrules (4), (5) and (6) and Subdivision 3,
the weighted amount of an ASF item is determined by
multiplying together-—

{a) the value of the item; and

(b) the corresponding ASF factor specified in—

(i) ifthe item has a remaining term to maturity of
less than 6 months or is repayable on
demand—column 2 of Table 6-1;

(ify if the item has a remaining term to maturity of

6 months to less than 12 months—column 3
of Table 6-1;
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(4)

&)

(6)

(iify  if the item has a remaining term to maturity of
12 months or more—column 4 of Table 6-1;
or

(iv) if the item has no specified term to
maturity—column 5 of Table 6-1.

In determining, under subrule (3), the weighted amount
of a deferred tax liability that has no specified term to
maturity—

(a) if the earliest possible realization of the Hability is
in less than 6 months—the liability is to be treated
as having a remaining term to maturity of less than
6 manths or being repayable on demand,;

(b) if the earliest possible realization of the liability is
in less than 12 months but not less than 6 months—
the liability is to be treated as having a remaining
term to maturity of 6 months to less than 12
months; or

(c) if the earliest possible realization of the liability is
in not less than 12 months—the lability is to be
treated as having a remaining term to maturity of
I2 months or more,

A category 1 institution must, in determining its ASF,
account for an ASF item according to the earliest
possible contractual maturity date of the item.

For an ASF item of a category 1 institution that is
callable—

{a) if the item is callable at the option of the
institution—the institution must, if there is market
expectation that the institution will exercise the
option and thus cause the item to be repaid before
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66.

6.

its contractual maturity date, account for the item
as if the option would be exercised; or

(b) if the item is caliable at the option of a person other
than the institution—the institution must account
for the item as if the option would be exercised.

General exclusion of capital or liabilities from ASF

(0

@

)

The Monetary Authority may on the ground specified in
subrule (2), by notice in writing to all category 1
institutions, specify that a category 1 institution must not
include in its ASF, with effect from the date, or the
occurrence of an event, specified in the notice, any
capital or a liability, or a class of capitat or liabilities, of
the type specified in the notice.

The ground for giving a notice under subrule (1) is that
the Monetary Authority is satisfied that the type of
capital or liability, or class of capital or Habilities, as the
case may be, is not, or is no longer, a sufficiently reliable
source of liquidity for inclusion in a category 1
institution’s ASF.

Every category 1 institution must comply with the
requirements of a notice given under subrule (1),

Specific exclusion of capital or liabilities from ASF

(1

The Monetary Authority may on the ground specified in
subrule (2), by notice in writing to a category 1
institution, require the institution to cease to include in
its ASF, with effect from the date, or the occurrence of
an event, specified in the notice, any capital or a liability,
or a class of capital or liabilities, of the type specified in
the noftice.
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(2

)

The ground for giving a notice under subrule (1} is that
the Monetary Autherity is satisfied that the type of
capital or liability, or class of capital or liabilities, as the
case may be, is not, or is no longer, a sufficiently reliable
source of liquidity for inclusion in the institution’s ASF.,

A category @ institution must comply with the
requirements of a notice given to it under subrule (1).

Determination of RSF

(1

@)

3

A category 1 institution must, for the purposes of the
calculation of its NSFR, determine its RSF by adding
together the weighted amounts of all of the institution’s
on-balance sheet assets and off-balance sheet obligations
listed in column 1 of Table 2 in Schedule 6 (Table 6-2).

An on-balance sheet asset or off-balance sheet obligation
listed in column 1 of Table 6-2 is referred to in this rule
as an RSF ifem.

Subject to subrules (4), (5) and (6) and Subdivision 3,
the weighted amount of an RSF item is determined by
multiplying together—-

{a) the value of the item; and

{b) the corresponding RSF factor specified in—

(i) ifthe item has a remaining term to maturity of
less than 6 months or is repayable on
demand-—column 2 of Table 6-2;

(i) if the item has a remaining term to maturity of
6 months to less than 12 months-—column 3
of Table 6-2;

(i) if the item has a remaining term to maturity of
12 months or more—<column 4 of Table 6-2;
or
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(4)

(5)

(6)

(iv) if the item has no specified term to
maturity—column 5 of Table 6-2.

A category ! institution must, in determining its RSF,
account for an asset that is an RSF item according to the
latest possible contractual maturity date of the asset.

For an asset that is an RSF item of a category 1
institution—

(a) if the contractual maturity date of the asset is
extendable at the option of the institution—the
institution must, if there is market expectation that
the institution will exercise the option and thus
cause the contractual maturity date of the asset to
be extended, account for the asset as if the option
would be exercised; or

(b) if the contractual maturity date of the asset is
extendable at the option of a person other than the
institution—the institution must account for the
asset as if the option would be exercised.

[f an asset that is an RSF ifem of a category 1 institution
is not free from encumbrances, the institution must—

{a) if the asset is encumbered for a period of less than
6 months—regard the asset as if it were free from
encumbrances;

(b} if the asset is encumbered for a period of 6 months
to less than 12 months—apply an RSF factor of
50% for the asset, if the RSF factor for the asset
specified in Table 6-2 is less than 50%; or

{cy if the asset is encumbered for a period of 12
months or more—apply an RSF factor of 100% for
the asset.
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70.

Subdivision 3—Interdependent Assets and Liabifities

Legal tender notes and certificates of indebtedness
(1) This rule applies to—

(a) a category 1 institution that is a note-issuing bank;
and

(b} legal tender notes issued by the institution, in
relation to which a certificate of indebtedness has
been issued to the institution to be held as cover for
the notes.

(2) The institution, in determining its ASF and RSF, may
choose either to—

(a) treat the weighted amounts of both the legal tender
notes and certificate of indebtedness as $0; or

(b) apply rules 65 and 68 to determine the weighted
amounts of the legal tender notes and certificate of
indebtedness.

(3) Inthis rule—

certificate of indebtedness (E{EEEHHE) means a certificate
of indebtedness issued under section 4(1) of the
Exchange Fund Ordinance (Cap. 66);

note-issuing bank (§HV§R{T) has the meaning given by
section 2 of the Legal Tender Notes Issue Ordinance
(Cap. 65).

Permission for treating assets and liabilities as
interdependent

(1) The Monetary Authority may, if satisfied with the
matters specified in subrule (2), by notice in writing to a
category 1 institution, permit the institution, subject to
any conditions that the Monetary Authority thinks
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proper, to treat the following as a pair of interdependent
asset and liability in determining the institution’s ASF

and RSF—
(a) a pair of asset and liability specified in the notice;
or

(b} a pair of asset and liability falling within a class of
pairs of asset and liability specified in the notice.

(2) The matters are that, in relation to the pair of asset and
liability or the class of pairs of asset and liability, as the
case may be, on the basis of contractual arrangements—

{a) the asset and lability are clearly identifiable;

(b) the asset and liability have the same principal
amount;

{¢) the liability cannot fall due while the asset remains
on the balance sheet;

(d) the terms to maturity (if any) of the asset and
liability are the same;

{e) the institution acts solely as a pass-through unit to
channel the funds received arising from the taking
up of the liability to finance the acquisition of the
asset only, and—

(i) the funds cannot be used to fund other assets;
and

(iiy the cash flows in relation to the asset’s
principal payment cannot be used other than
to repay the liability; and

(f) the institution’s customer in respect of the asset is
not the instition’s customer in respect of the
Hability.
(3) The permission takes effect—
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{a) on the date specified in the notice; or
{b) when the event specified in the notice occurs.

(4) On the taking effect of the permission, in determining
the institution’s ASF and RSF, if the conditions
mentioned in subrule {1) are complied with in relation to
a pair of asset and liability covered by the notice, the
institution may choose to treat the pair of asset and
liability as a pair of interdependent asset and liability.

(5) In determining the institution’s ASF and RSF, the
institution is to—

(a) if the institution makes the choice under subrile
{4)—treat the weighted amounts of both the asset
and liability in the pair as $0; or

(b) if the institution does not make the choice—
continue to apply rules 65 and 68 to determine the
weighted amounts of the asset and liability.

Division 3—Calculation of CFR
Subdivision 1—General

71. Interpretation of Division 3
In this Division—

average CFR (*}-15 CFR), in relation to a category 2A
institution for a calendar month, means the average of
the institution’s CFR in that month as calculated in
accordance with rule 76.
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72. Capital, etc. must not be double counted in calculation of
CFR

A category 2A institution must not, in the calculation of its
CFR, double count any capital, on-balance sheet liability, on-
balance sheet asset or off-balance sheet obligation that is
included in that calculation,

73. Calculation of CFR on Hong Kong office basis

A category 2A institution must, in the calculation of its CFR
on a Hong Kong office basis, determine—

(a) the ACF of its Hong Kong office; and
(b) the RCF of its Hong Kong office,

as if its Hong Kong office were a single legal entity.

74. Calculation of CFR on unconsolidated basis

A category 2A institution incorporated in Hong Kong must, in
the calculation of its CFR on an unconsolidated basis—
(a) determine the aggregate of the ACF of its Hong
Kong office and its overseas branches;

(b) determine the aggregate of the RCF of its Hong
Kong office and its overseas branches; and

(c} ensure that all inter-branch balances with, and
transactions between, its Hong Kong office and its
overseas branches are offset in that calculation.

758. Calculation of CFR on consolidated basis

(1) A category 2A institution incorporated in Hong Kong
must, in the calculation of its CFR on a consolidated
basis—

(a} determine the aggregate of the ACF of the
members of its consolidated group;
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(b) determine the aggregate of the RCF of the
members of its consolidated group; and

(c) ensure that all inter-branch or inter-company
balances with, and transactions between, the
members of its consolidated group are offset in that
calculation.

A category 2A institution must comply with subrule (1)
as if the members of its consolidated group were a single
legal entity.

Subdivision 2—Calculation of Average CFR and

Determination of ACF and RCF

76. Calculation of average CFR in each calendar month

M

)

Subject to subrule (2), a category 2A institution must,
for the purposes of rule 8D, calculate, for each calendar
month, its average CFR on the basis of—

(a) the sum of the weighted amounts of all of its
capital and on-balance sheet liabilities listed in
column 1 of Table 3 in Schedule 6, as determined
in accordance with rule 77; and

(b} the sum of the weighted amounts of all of its on-
balance sheet assets and off-balance sheet
obligations listed in column 1 of Table 4 in
Schedule 6, as determined in accordance with rule
80,

for each working day of that month.

The Monetary Authority may, by notice in wrifing to a
category 2A institution, permit the institution to
calculate its average CFR by reference to such days
during the month as the Monetary Authority specifies in
the notice (and if any such specified day is a public
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77

hotliday, the immediately preceding working day must be
taken to be that specified day for the purposes of that
calculation).

Determination of ACF

(1)

@)

€)

)

A category 2A institution must, for the purposes of the
calculation of its CFR, determine its ACF by adding
together the weighted amounts of alt of the institution’s
capital and on-balance sheet liabilities listed in column 1
of Table 3 in Schedule 6 (Table 6-3).

A capital item or on-balance sheet Hability listed in
column 1 of Table 6-3 is referred to in this rule as an
ACF item.

Subject to subrules (4), (5} and (6), the weighted amount
of an ACF item is determined by multiplying together—

(a) the value of the item; and
(b) the corresponding ACF factor specified in—

(i) ifthe item has a remaining term to maturity of
less than 6 months or is repayable on
demand—column 2 of Table 6-3;

(ify if the item has a remaining term to maturity of
6 months to less than 12 months—column 3
of Table 6-3;

(iii) if the item has a remaining term to maturity of
12 months or more——column 4 of Table 6-3;
or

(iv) if the item has no specified term to
maturity—column 5 of Table 6-3.

In determining, under subrule (3), the weighted amount
of a deferred tax liability that has no specitied term to
maturity—
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(6)

(a) if the earliest possible realization of the liability is
in less than & months—the Hability is to be treated
as having a remaining term to maturity of less than
6 months or being repayable on demand;

(b) if the earliest possible realization of the liability is
in less than 12 months but not less than 6 months—
the liability is to be treated as having a remaining
term to maturity of 6 months to less than 12
months; or

(c) if the earliest possible realization of the liability is
in not less than 12 months—the liability is to be
treated as having a remaining term to maturity of
12 months or more,

A cafepory 2A institution must, in determining its ACF,
account for an ACF ilem according to the earliest
possible contractual maturity date of the item.

For an ACF item of a category 2A institution that is
callable—

(a) if the item is callable at the option of the
institution—the institution must, if there is market
expectation that the institution will exercise the
option and thus cause the item to be repaid before
its contractual maturity date, account for the item
as if the option would be exercised; or

(b) ifthe item is callable at the option of a person other
than the institution—the institution must account
for the item as if the option would be exercised.

General exclusion of capital or liabilities from ACF

(D

The Monetary Authority may on the ground specified in
subrule (2), by notice in writing to all category 2A
institutions, specify that a category 2A institution must
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79,

80.

(2

3)

not include in its ACF, with effect from the date, or the
occurrence of an event, specified in the notice, any
capital or a liability, or a class of capital or liabilities, of
the type specified in the notice,

The ground for giving a notice under subrule (1) is that
the Monetary Authority is satisfied that the type of
capital or Hability, or class of capital or liabilities, as the
case may be, is not, or is no longer, a sufficiently reliable
source of liquidity for inclusion in a category 2A
institution’s ACF,

Every category 2A institution must comply with the
requirements of a notice given under subrule (1).

Specific exclusion of capital or liabilities from ACF

(1

@

3

The Monetary Authority may on the ground specified in
subrule (2), by notice in writing to a category 2A
institution, require the institution to cease to include in
its ACF, with effect from the date, or the occurrence of
an event, specified in the notice, any capital or a liability,
or a class of capital or liabilities, of the type specified in
the notice.

The ground for giving a notice under subrule (1) is that
the Monetary Authority is satisfied that the type of
capital or liability, or class of capital or Habilities, as the
case may be, is not, or is no longer, a sufficiently reliable
source of liquidity for inclusion in the institution’s ACF.

A category 2A institution must comply with the
requirements of a notice given to it under subrute (1).

Determination of RCF

(1

A category 2A institution must, for the purposes of the
cafculation of its CFR, determine its RCF by adding
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4

(3)

together the weighted amounts of all of the instifution’s
on-balance sheet assets and off-balance sheet obligations
[isted in column 1 of Table 4 in Schedule 6 (Table 6-4).

An on-balance sheet asset or off-balance sheet obligation
listed in column 1 of Table 6-4 is referred to in this rule
as an RCF ifem.

Subject to subrules (4) and (5), the weighted amount of
an RCF item is determined by multiplying together—

(a) the value of the item; and
(b} the corresponding RCF factor specified in—

(i) ifthe item has a remaining term to maturity of
less than 6 months or is repayable on
demand—column 2 of Table 6-4;

(if) if the item has a remaining term to maturity of
6 months to less than 12 months—<column 3
of Table 6-4;

(iii}  if'the item has a remaining term to maturity of
I2 months or more—column 4 of Table 6-4;
or

(iv) if the item has no specified term to
maturity—column 5 of Table 6-4.

A category 2A institution must, in determining its RCF,
account for an asset that is an RCF item according to the
latest possible contractual maturity date of the asset.

For an asset that is an RCF item of a category 2A
institution-—

(a) if the contractual maturity date of the asset is
extendable at the option of the institution—the
institution must, if there is market expectation that
the institution will exercise the option and thus

Rule 23

Banking {Liquidity) {(Amendment) Rules 2017

48

23.

cause the contractual maturity date of the asset to
be extended, account for the asset as if the option
would be exercised: or

(by if the contractual maturity date of the asset is
extendable at the option of a person other than the
institution—the institution must account for the
asset as if the option would be exercised.”.

Schedule 2 amended (classes of assets which may be included in
HQLA for calculating LCR and qualifying criteria applicable
to those classes)

(1) Schedule 2—
Repeal
*, 25 &35
Substitute
“& 25 & Sch. 4A]".
{2) Schedule 2, Chinese text, Part 3, section 4(1)(c)—
Repeal
“%Eu
Substitute
(3) Schedule 2, Chinese text, Part 3, section 5(1){e)—
Repeal
2y e
Substitute
“H
{4) Schedule 2, Chinese text, Part 3, section 6(1)(e)}—
Repeal
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24,

c:%%ﬁn
Substitute

“Ej.r _”‘

(5} Schedule 2, Chinese text, Part 3, section 7(1)(e}—

Repeal

cc%%:a

Substitute
“,ré”.

(6) Schedule 2, Chinese text, Part 3, section 8(1)g)—

Repeal
u%ﬁu
Subsfitufe
mrétul

Schedule 4A added
After Schedule 4—

Add

“Schedule 4A

{rr. 17, 35, 38, 41 &

Tables Related to LLCR
Table 1

Post-haircut Factors

42]
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Column 1

Asset class/asset subclass

Level 1 assets

(2)
(b)

(©)

(d)

(e)

currency notes and coins

withdrawable central bank
reserves

marketable debt securities
mentioned in section 1{c) of Part
2 of Schedule 2

marketable debt securities
mentioned in section 1(d) of Part
2 of Schedule 2

marketable debt securities
mentioned in section 1{e) of Part
2 of Schedule 2

Level 2A assets

(a)

®

(c}

marketable debt securities
mentioned in section 2(a) of Part
2 of Schedule 2

marketable debt securities
mentioned in section 2(b) of Part
2 of Schedule 2

covered bonds mentioned in
section 2{(c) of Part 2 of Schedule
2

Level 2B assets

(a)

marketable debt securities
mentioned in section 3(a) of Part
2 of Schedule 2

Column 2

Post-haircut factor

100%
100%

100%

100%

100%

85%

85%

85%

50%
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Column 1 Column 2
Asset class/asset subclass Post-haircut factor
{b) approved RMBS 75%

Table 2

Forcign Exchange Haircuts

Column 1 Column 2
Foreign exchange
Type of foreign currency haircut
Level 1 assets denominated in US dollars 2%
Level 1 assets denominated in Euro, Japanese 8%
yen or pound sterling
Level 1 assets denominated in any other 10%
foreign currency that is freely convertible into
Hong Kong dollars
Table 3

Outflow Rates for Caleulation of Total Expected Cash Outflows
Arising from On-balance Sheet Liabilities or Off-balance Sheet
Obligations Mentioned in Rule 41(10)

Column 1 Column 2 Column 3
Paragraph
under rule Type of on-balance sheet liability
41(1) or off-balance sheet obligation Outflow rate
Paragraph (b) Less stable retail deposits 10%
(subject to

rule 41(13Y)

Banking {Liquidity} (Amendment) Rules 2017
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Rule 24
Column 1 Column 2
Paragraph
under rule  Type of on-balance sheet liability
41(1) or off-balance sheet obligation

Paragraph (¢) Retail term deposits

Paragraph (h) Debt securities and prescribed
instruments issued by a category
1 institution and redeemable
within the L.CR period
{irrespective of whether the
holders of the debt securities or
prescribed instruments are retail
customers or wholesale
customers)

Paragraph (o) Other contingent funding
obligations—

(a) trade-related
contingencies;

(b} guarantees and letters
of credit unrelated to
trade-related
contingencies;

(c) uncommitted facilities;

(d) non-contractual
contingent funding
obligations arising
from—

(i) debt securities or
structured
financial
instruments, in

Column 3

Outflow rate
5%
100%

3%

10%

0%
100%
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Column 1 Column 2

Paragraph

underrule  Type of on-balance sheet liability
41(1) ot off-balance sheet obligation

(if)

(iii)

respect of which
a category 1
institution {or an
associated entity
of'it) is the
issuer, a market
maker or a
dealer, or has
been involved as
an originator,
sponsor,
marketing agent
or seller;

money market
funds or other
types of
collective
investment funds
marketed by a
category |
instifution {or an
associated entity
of if); or
circumstances
not otherwise
specified in
paragraph 140 of
the Basel 1II LCR

Column 3

Outflow rate

Rule 24 54
Column 1 Column 2 Column 3
Paragraph
under ruke Type of on-balance sheet liability

41(1) or off-balance sheet obligation Outflow rate
document,

where there is a
reasonable expectation
that the obligations
witl materialize within
the LCR period

Table 4

Inflow Rates for Calculation of Expected Cash Infiow
Applicable to Other Contractual Cash Inflows under Rule

42(2)(h)
Column 1 Column 2
Type of other contractual cash inflow Inflow rate
Other contractual cash inflow to be received
from-—-
{a) any of the following— 100%
(i) the Monetary Authority for
the account of the Exchange
Fund
(i} central banks
(iii) financial institutions
(b) retail customers or small business 50%

customers
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Rule 25 55
Column 1 Column 2
Type of other contractual cash inflow Inflow rate
(c) sovereigns, public sector entities, 50%".
multilaterat development banks,
wholesale customers (excluding
small business customers), or any
other persons not covered by
paragraph (a) or (b)
25, Schedule 5 amended (liquidity conversion factors applicable to
assets and Habilities in calculation of LMR)
Schedule 5—
Repeal
(E49}5’
Substitute
“49 & Sch. 6]
26, Schedules 6 and 7 added
After Schedule 5—
Add
“Schedule 6
rr. 54, 57, 58, 59, 65,
68, 76, 71 &
80]

Tables Related to NSFR and CFR

Table 1

Rule 26
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ASF Factors for Determination of Weighted Amounts of

Capital and On-balance Sheet Liabilities

Capital or on-balance sheet
liability of a category 1

institution

Column 1

Capital—

(a)

(b)

(c)

(@

Tier T capital
{before regulatory
adjustments)

Tier 2 capital
{before regulatory
adjustments)

minority interests
not covered by
sub-item (a) or (b}

capital instruments
not covered by
sub-item (a), (b) or
©

Debt securities or
prescribed instruments
issued by the instituiion

Retail deposits—

(a)

b

stable retail
deposits

retail deposits not

Remaining term to maturity--ASF factor

Column 2

<6
menths or
repayable
on
demand

100%

0%

0%

0%

0%

95%

90%

Column 3

6 months
o< 12
months

100%

50%

50%

30%

50%

95%

90%

Column 4 Column 35

12

months
or more

100%

100%

100%

100%

100%

100%

100%

No
specified
term fo
maturity

100%

100%

100%

100%

100%

N/A

N/A
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Capital or on-balance sheet
liability of a category 1

Capital or on-balance sheet
liability of a category 1

institution Remaining term to maturity—ASF factor institution Remaining term to maturity—ASF factor
Cofumn 1 Column 2 Column3 Column4 Column 5 Column 1 Column2 Column3 Column4 Column3
<6 <6
months or No manths or No
repayable 6 months 12 specified repayable 6 months 12 specified
on to <12 months term {0 on o< 12 months term to
demand months or more maturity demand months or more maturity
ﬁ‘;‘r’:‘g){ by sub- (b) the Monetary 0% 50% 100% N/A
Authority for the
Small busines account of the
fmi;' USINEss Exchange Fund or
unding— central banks
ats; o i} 0, D,
(a) .’:tdb.[C small . 95% 95% 100% N/A (¢) Fnancial 0% 50% 100% N/A
business funding institutions and
(b) small business 90% 90% 100% N/A other entities not
funding not (.:overcd by sub-
covered by sub- item (a) or (b)
item {a}
7. Funding provided to the 0% 50% 100% 0%
Operational deposits 50% 50% 100% N/A institution not covered
by items 1to 6
Funding {other than
operational deposits) 8. Deferred tax liabilities 0% 50% 100% NIA
provided to the
institution by— 9. Net derivative liabilities N/A N/A N/A 0%
(8) corporates {other 50% 50% 100% N/A i o
than small business 10. Trade-date payables 0% N/A N/A N/A
customers),
sovereigns, 11, Liabitities not covered 0% 0% 0% 0%
multiateral by items I to 10
development
banks, national Table 2
development banks
zgﬁt?;bhc sector RSF Factors for Determination of Weighted Amounts of On-

balance Sheet Assets and Off-balance Sheet Obligations
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On-balance sheet asset or
off-balance sheet obiigation
of a category I institution Remaining term to maturity —RSF factor
Column | Column2 Column3 Columnd4 Column §
<6
months or No
repayable 6 months i2 specified
on lo<12 months term to
demand months or more maturity
1. Currency notes and N/A N/A N/A 0%
coins
2. Claims on the Monetary
Authority for the
account of the
Exchange Fund or
central banks—
(a) funds placed with 0% 0% 0% 0%
the institution’s
HKD CHATS
Account, or with
central banks to
meet reserve
requirements
(b) claims on the 0% N/A N/A N/A
Monetary
Authority for the
account of the

Exchange Fund or
centrat banks not
covered by sub-
item {a), having a
remaining term to
maturity of [ess
than 6 months or
being repayable on
demand

Rule 26

Banking {Liquidity) (Amendment} Ruies 2017

60

On-balance sheet assct or
off-balance sheet obligation
of a category 1 institution

Column 1

(¢) loans provided by

the institution to
the Monetary
Authority for the
account of the
Exchange Fund or
central banks,
having a remaining
term to maturity of
6 months or
more—

(i) loans that are
subject to a
risk-weight of
20% or less
under section
55(2) of the
Capital Rules

(it) loans not
covered by
sub~sub-item

(@

Securities heid by the
institution (other than
securities representing
the institution’s claims
covered by item 2{b)}—

Remaining term to maturity—RSF factor

Column2 Column3 Column4 Column 3

<6
months or No
repayable 6 months 12 specified
on fo<i2 months term to
demand months or more maturity
N/A 50% 63% 65%
N/A 50% 85% 85%
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On-balanee sheet asset or
off-balance sheet obligation
of a category 1 institution

Column 1

(a) level 1 assets
(b) level 2A assets
{c) level 2B assets

(d) debt securities not
covered by sub-
item (a), (b) or (c)

(e) listed equities

Physical traded
commoditics held by
the institution

Operational deposits
piaced by the mstitution
at other financial
institutions

Loans and funds (other
than operational
deposits) provided by
the institufion fo other
financial institutions—

{a) loans and funds
secured by level 1
assets

(b) loans and funds

Remaining terin to maturity—RST factor

Column 2 Column 3

<6
months or
repayable 6 months
on to< 12
demand months
5% 5%
15% 15%
50% 50%
50% 50%
N/A N/A
N/A N/A
50% 50%
10% 50%
15% 50%

12
months
or more

5%
15%
50%
85%

NIA

N/A

100%

100%

100%

Column4  Column 5

No
specified
term to
maturity

5%
5%
50%
85%

85%

85%

100%

100%

100%
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On-balance sheet asset or
off-balance sheet obligation
of a category 1 institution

Column 1

not covered by
sub-item (a)

Loans and funds
provided by the
institution to retail
customers and
wholesale customers
(other than the
Monetary Authority for
the account of the
Exchange Fund, central
banks and financial
institutions)—

(a) loans and funds
that are subjeet to
a risk-weight of
35% or less under
Division 3 of Part
4 of the Capital
Rules

(b} loans and funds
not covered by
sub-item {a}

Assets posted by the
institution as initial
margins or default fund
contributions—-

Remaining term to maturity—RSF factor

Columm 2

<6
months or
repayabie
on
demand

50%

50%

Column 3

6 months
to< I2
months

50%

50%

Colurmn 4

12
months
or more

65%

85%

Column 5

No
specified
tetm to
maturity

65%

85%
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Rule 26
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On-balance sheet asset or
off-balance sheet obligation
of a category 1 institution

0.

i1,

()

(b)

Column 1

assets that would
have been subject
to an RSF factor of
100% had it not
been posted by the
institution

assets not covered
by sub-item {(a}

Net derivative assets

Trade-date receivables

Assets not covered by
items T to 10—

(a)

fixed assets,
investments in
agsociated entities
and other unlisted
equities, goodwill
and other
intangible assets,
assets of any
defined benefit
pension {und or
plan, investments
in own capital
instruments (if not
derecognized

Remaining term to maturity—RSF factor

Colamn 2 Column 3

<f
months or
repayable 6 months
on to<12
demand months
100% 100%
85% 85%
N/A N/A
0% N/A
100% 100%

12

months
or more

100%

85%

N/A

N/A

100%

Column 4  Columnn 5

No
specified
term to
maturity

H0%

85%

100%

N/A

100%

On-balance sheet asset or

off-balance sheet obligation

of a category 1 institution

12,

(b)

Cojumn 1

under applicable
accounting
standards),
insurance assets,
retained interests,
non-performing
assets, and other
assets that do not
have specified
terms to maturity

other assets that
have specified
terms to maturity

Oft-balance sheet
obligations arising
from---

(a)

(b

{©)

potential
drawdown of
undrawn
committed
facilities

potential
drawdown of
uncommitted
facilities

trade-related
contingencies

Remaining term to maturity—RSF factor

Column 2

<6
months or
repayable
on
demand

50%

5%

0%

0%

Column 3

6 months
to<12
months

50%

5%

0%

0%

12
months
or more

100%

3%

0%

0%

Column4  Column 5

No
specified
term to
maturity

N/A

5%

0%

0%
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On-balance sheet asset or Capital or on-balance sheet
oft-batance sheet obligation liability of a category 2A
of a category 1 institution Remaining term to maturity--RSF factor - institution Remaining term to maturity—ACT factor
Column 1 Column2 Column3 Column4 Column 5 Column 1 Column2 Column3 Columnd4 Column 5
<fh <6
months or No months or No
repayable 6 months 12 specified repayable 6 months 12 specified
on to<12 months term to on to<12 months tern to
demand months or more maturity demand months OF more maturity
(d) guarantces and 0% 0% 0% 0% (b) Tier 2 capital 0% 50% 100% 100%
letters of credit (before regulatory
unrelated to frade- adjustments)
related e o o o o
contingencics (¢) minority interests 0% 50% 100% 100%

not covered by
sub-item (a) or {b)

{d) capital instruments 0% 50% 100% 100%
not covered by
sub-item (a), {b) or

Table 3

ACEF Factors for Determination of Weighted Amounts of

Capital and On-balance Sheet Liabilities ()
Capital or on-balance sheet 2. Debt securities or 0% 50% 100% 100%
linbikity of a category 2A prescribed instruments
institution Remaining term to maturity—ACF factor issued by the institution
Column 1 Column2 Colsmn3 Column4 Column 5 3. Deposits 20% 00% 100% N/A
<6 4.  Funding provided to the 0% 50% 100% 0%
months or No institution not covered
repayable 6 months 12 specified by item 1, 2 or 3
on to <12 months ferm to
demand  months  ormore  maturity 5. Deferred tax liabilities 0% 50% 100% N/A
1. Capital— 6. Net derivative liabilities ~ N/A N/A N/A 0%
(a) Tier | capital 100% 100% 100% 100%
(before regulatory 7. Trade-date payables 0% N/A N/A N/A
adjustments)

8. Liabilities not covered 0% 0% 0% 0%
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On-balance sheet asset or
off-balance sheet obligation

Capital or on-balance sheet
liability of a category 2A

institution Remaining term to maturity—ACF factor of a category 2A institution Remaining term to maturity—RCF factor
Column § Column2 Column3 Column4 Column 5 Column Column2 Column3 Column4 Column3
<6 <6
months or No months or No
repayable 6 months [2 specified repayable 6 months 12 specified
on to <12 months term to on to< 12 months term fo
demand months or more maturity demand months or more maturity
by items | to 7 central banks
Table 4 Export bills 0% 50% 100% N/A
RCF Factors for Determination of Weighted Amounts of On- Securities or prescribed
. . instruments held by the
balance Sheet Assets and Off-balance sheet Obligations institution-—
On-balance sheet asset or {a) securities or 0% 0% 0% 0%
off-balance sheet obligation pl‘esc:‘ibed
of a category 2A institution Remaining term to maturity—RCF factor instruments
mentioned in item
Column § Column2 Column3 Column4 Column S 6 of Table A in
section 2 of
<6 Schedule 5
months or No (b) securities or 0% 50% 100% 100%
repayable 6 months 12 speeified prescribad
on to <12 months term to instruments not
demand moenths or more maturity covered by sub-
item (a)
1. Currency notes and N/A N/A N/A 0%
coing Loans and funds 0% 50% 100% 100%
provided by the
2. Gold bullion N/A N/A N/A 0% institution to banks
3. Claims on, or reserves 0% 0% 0% 0% Loang and funds

maintained with, the
Monetary Authority for
the account of the
Exchange Fund or

provided by the
institution to customers
(other than the
Monetary Authority for
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On-balance sheet asset or
off-balance sheet obligation
of a cafegory 2A institution Remaining term to maturity—RCF factor
Column 1 Column2 Column3 Column4 Column 5
<6
months or No
tepayable 6 months 12 specified
on to<12 months term to
demand months or more maturity
the account of the
Exchange Fund, ¢entral
banks and banks)y---
(a) residential 0% 0% 0% N/A
mottgage loans
mentioned in item
7 of Table A in
section 2 of
Schedule 5
(b) loans and funds 0% 50% 100% 100%
provided to
customers not
covered by sub-
item (a)
8. Net derivative assets N/A N/A N/A 100%
9, Trade-date receivables 0% N/A N/A N/A
10. Assets not covered hy
ifems 1 to 9—
{a) fixed assets, 100% 100% 100% 100%

investments in
associated entities
and other unlisted
equities, goodwill
and other
intangible assets,
assets of any

Banking (Liquidity) (Amendment} Rutes 2017
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On-balance sheet asset or
off-balance sheet obligation
of a category 2A institution

1L

(b)

Column 1

defined benefit
pension fund or
plan, investments
in own capital
instraments (if not
derecognized
under applicable
accounting
standards),
insurance asscts,
retained interests,
non-performing
assets, and other
assefs that do not
have specified
terms to maturity

other assets that
have specified
terms to maturity

Off-balance sheet
obligations arising
from-——

()

(b)

potential
drawdown of
undrawn
committed
facilities

potential

Remaining term to maturity—RCF factor

Column2 Column3 Columnd Column 5

<
months or No
repayable 6 months i2 specified
on to< 12 months term to
demand months or more maturity
0% 50% 100% N/A
5% 5% 5% 5%
0% 0% 0% 0%
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On-balance sheet asset or
off-balance sheet obligation
of a category 2A institution Remaining term to maturity—RCF factor
Column 1 Colunmn 2  Column3 Column4 Column 3
<0
manths or No
repayable 6 months 12 specified
on to<12 months term to
demand months or more maturity
drawdown of
uncommitted
facilities
(c) ftrade-related (0% 0% 0% 0%
contingencies
(d} guarantees and 0% 0% 0% 0%

letters of credit
unrelated to trade-
related
contingencies

Rule 26
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Schedule 7
[r. 59]

Specified National Development Banks”.

Monetary Authority

2017
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Explanatory Note

These Rules amend the Banking (Liquidity) Rules (Cap. 155 sub.
leg. Q) (BLR).

Main Purpose
2, The existing BLR requires—

(a) the maintenance of a liquidity coverage ratio (LCR) by
an authorized institution that is a category 1 institution
designated under rule 3(1) of the BLR ({category I
institution); and

(b) the maintenance of a liquidity maintenance ratio (LMR)
by an authorized institution that is not a category 1
institution {category 2 institution).

3. In addition to the LCR and LMR, these Rules add the requirements
to maintain the following new ratios—

{a) a net stable funding ratio (VSFR) (applicable to a
category 1 institution);

(b) a core funding ratio (CFR) (applicable to a category 2A
institution designated under the new rule 3A(1) of the
BLR (category 24 institution) (added by rule 4)).

4. The NSFR requirements seek to reduce funding risk of category 1
institutions over a longer time horizon by requiring the institutions
to fund their activities with sufficiently stable sources of funding.
The requirements are drawn mainty from the following
documents—

{a} “Basel HI: the net stable funding ratio” published by the
Basel Committee on Banking Supervision (BCBS) in
QOctober 2014;

Banking {Liguidity} {Amendment} Rules 2017
Explanatory Note
Paragraph 5 74

{(b) “Basel IlI—The Net Stable Funding Ratio: frequently
asked questions” published by the BCBS in February
2017.

5. The CFR requirements for category 2A institutions are developed
by the Monetary Authority (MA), based on the NSFR requirements
with certain modifications.

NSFR

6. Category 1 institutions are designated by the MA on grounds
specified in Part 1 or 2 of Schedule 1 to the BLR, including, among
others, that the institution is internationally active or significant to
the general stability and effective working of the banking system in
Hong Kong, or that the liquidity risk associated with the institution
is material.

7. A category 1 institution’s NSFR is the ratio of its availabie stable
funding (ASF) to its required stable funding (RSF). The minimum
NSFR level must be 100%, as provided for under Division 1 of the
new Part 3A of the BLR (added by rule 5), subject to a self-
rectification mechanism (in the new rule 8B in that Division).
Division 2 of the new Part 9 of the BLR (Part 9) (added by rule 22)
provides for the calculation of NSFR.

8. The ASF is the sum of the values of the institution’s capital and on-
balance sheet liabilities (listed in Table 1 in the new Schedule 6 to
the BLR (Schedule 6) (added by rule 26)) weighted by the
applicable ASF factors. The RSF is the sum of the values of the
institution’s on-balance sheet assets and off-balance sheet
obligations (listed in Table 2 in Schedule 6) weighted by the
applicable RSF factors. Division 2 of Part 9 alse provides for the
determination of ASF and RSF. ASF factors and RSF factors are
specified in the above mentioned Tables 1 and 2.

9. Rule 12(1) to (4) amends rule 14 of the BLR so that if a category 1
institution fails to maintain the minimum NSFR level, the
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CTFR
10.

11.

12.

13,

institution must notify the MA immediately (except where the new
rule 8B of the BLR (added by rule 5) applies). The institution and
the MA must then enter into discussions, and the MA may
determine whether (and what) remedial actions should be taken.

The new rule 3A of the BLR (added by rule 4) provides that the
MA may designate a category 2 institution as a category 2A
institution, after taking into account the size of its business
operation and the liquidity risks associated with it.

A category 2A institution’s CFR is the ratio of its available core
funding (ACF) to its required core funding (RCF). The new rule
8D of the BLR (added by rule 5} provides that the minimum CFR
fevel (on average in each calendar month) must be 50% in 2018,
and 75% from 1 January 2019 onwards. Division 3 of Part 9
provides for the calculation of CFR.

The ACF is the sum of the values of the institution’s capital and on-
balance sheet liabilities (listed in Table 3 in Schedule 6) weighted
by the applicable ACF factors. The RCF is the sum of the values of
the institution’s on-balance sheet assets and off-balance sheet
obligations (listed in Table 4 in Schedule 6) weighted by the
applicable RCF factors. Division 3 of Part 9 also provides for the
determination of ACF and RCF. ACF factors and RCF factors are
specified in the above mentioned Tables 3 and 4.

Rule 12(5) and (6) amends rule 14 of the BLR so that if a category
2A institution fails to maintain the minimum CFR level, the
institution must notify the MA immediately. The institution and the
MA must then enter into discussions, and the MA may determine
whether (and what) remedial actions should be taken.
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Valuation, Bases of Calculation and Associated Entities

14,

15.

16.

Part 4 (rules 9 to 12) of the BLR provides for valuation of assets,
etc., at fair value and bases of calculation for the purposes of LCR
and LMR. That Part is amended to apply the provisions to NSFR
and CFR also,

Rule 7 amends rule 9 of the BLR to provide for prudent and reliable
valuation and adjustments in relation to NSFR and CFR.

Rules 8, 9 and 10 amend rules 10, 11 and 12 of the BLR to provide
for the bases of calculation of NSFR and CFR, which are in
principle as foliows (subject to detailed provisions in those rules)—

{a} a category 1 institution or category 2A institution must
calculate its NSFR or CFR—

(i) irrespective of its place of incorporation, on a basis
covering atl of its business in Hong Kong (Hong
Kong office basis);, and

(ii) if it is incorporated in Hong Kong with an overseas
branch, on an unconsolidated basis (being the Hong
Kong office basis with the inclusion of the business
of its overseas branches but not its associated
entities);

(b} the MA may require a category 1 institution or category
2A institution incorporated in Hong I<ong to calculate its
NSFR ot CFR—

(i) on a consolidated basis (being the basis with the
inclusion of all of its business and one or more of
its associated entities as specified by the MA}; or

(ii} on the basis of a part of the institution’s business in
or outside Hong Kong by itself, or in conjunction
with any other part of the institution’s other
business.
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17. Rule 11 amends rule 13 of the BLR (o require a category 1
institution or category 2A institution that calculates its NSFR or
CFR on a consolidated basis to give notice to the MA of certain
matters concerning its associated entities.

Other Amendments

18. Rules 3 and 17 amend rules 2 and 39 of the BLR to—
{a) amend or relocate existing definitions; and
(b) add new definitions.
I9. Rules 15, 16, 19 and 20 amend rules 35, 38, 41 and 42 of the BLR

to group the existing Tables 1 fo 4 in those rules in the new
Schedule 4A to the BLR (added by rule 24).

20. Rules 14, 15(3), (5) and (7), 21 and 23(2), (3), (4), (5) and (6) make
minor amendments to rules 22, 35 and 53 of and Schedule 2 to the
BLR for textual consistency.
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