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LEGISLATIVE COUNCIL BRIEF 
BANKING ORDINANCE (CHAPTER 155) 

 
BANKING (DISCLOSURE) (AMENDMENT) RULES 2013 

BANKING (CAPITAL) (AMENDMENT) RULES 2013 
 

 
INTRODUCTION 
 
   Further to the implementation of the first phase of the Basel 
III capital standards which came into effect on 1 January 2013, the 
Monetary Authority (“MA”) has made –  
  

(a) the Banking (Disclosure) (Amendment) Rules 2013 (Annex A) 
to prescribe revised requirements regarding disclosure by 
authorized institutions (“AIs”) of their capital adequacy and 
associated relevant financial information; and  

  
(b) the Banking (Capital) (Amendment) Rules 2013 (Annex B) to 

introduce miscellaneous refinements, principally to align the 
capital requirements in the Banking (Capital) Rules (Cap. 155, 
sub. leg. L) with the latest guidance documents issued by the 
Basel Committee on Banking Supervision (“BCBS”).  

 
JUSTIFICATIONS 
 
2.   The Legislative Council enacted the Banking (Amendment) 
Ordinance 2012 in February 2012 to provide the legal framework for 
implementation in Hong Kong of the revised regulatory capital, 
disclosure and liquidity standards promulgated by the BCBS (known as 
“Basel III”).  These standards aim to further enhance the resilience of 
banks and the banking system, addressing weaknesses observed in the 
recent global financial crisis. 
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3.   To this end, the Banking (Capital) (Amendment) Rules 2012 
came into operation on 1 January 2013 to implement in Hong Kong the 
first phase of the new Basel III capital framework, which increases the 
level, quality and transparency of banks’ capital base.  In essence, these 
Rules have revised the minimum capital ratio requirements applicable to 
AIs, tightened the criteria for instruments to be recognized as regulatory 
capital, and extended the risk coverage of the capital framework in 
relation to counterparty credit risk1 (“CCR”) to capture (i) potential loss 
due to changes in the credit quality of a counterparty (referred to as credit 
valuation adjustment (“CVA”) risk); and (ii) exposures to central 
counterparties (“CCPs”). 
 
Banking (Disclosure) (Amendment) Rules 2013 
 
4.   In relation to the new Basel III capital framework, we need 
to (i) introduce corresponding and consequential amendments to the 
Banking (Disclosure) Rules (Cap. 155, sub. leg. M) to enhance the 
consistency and comparability of banks’ disclosures in respect of their 
capital base; and (ii) specify disclosure requirements relating to the 
internal models approach to the calculation of capital requirements for 
CCR, which were introduced by the Banking (Capital) (Amendment) 
Rules 2012.  We will also incorporate some recently updated disclosure 
standards from the BCBS to promote sound risk management practices in 
banks. 
 
5.   In summary, the Basel III disclosure standards2 require -    
 

(a) a detailed breakdown of the full list of regulatory capital 
elements including all regulatory adjustments and the phase-in 
of such adjustments; 

 
(b) a reconciliation of all regulatory capital elements back to the 

audited financial statements to help explain: (i) any differences 

                                                       
1   CCR exposure means the risk of loss when a counterparty to a derivatives or securities financing 

transaction defaults before the cash flows for the transaction are finally settled. 
2    According to the BCBS timetable, jurisdictions should give effect to the new disclosure 

requirements by no later than 30 June 2013.  Accordingly, whilst AIs will be required to calculate 
their regulatory capital requirements according to the Basel III revised capital standards with effect 
from 1 January 2013, the first set of disclosures that will be subject to the new disclosure 
requirements will be those in relation to a balance sheet date on or after 30 June 2013. 
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in the scope of consolidation for accounting purposes and for 
regulatory purposes; and (ii) the relationship between balance 
sheet items and regulatory capital elements; 

 
(c) a description of all limits and minima applied to the calculation 

of capital base;  
 

(d) a description of the main features of regulatory capital 
instruments issued;  

 
(e) provision of the full terms and conditions of regulatory capital 

instruments included in regulatory capital on a bank’s website; 
and  

 
(f) identification of specific components of capital, including 

regulatory capital instruments and regulatory adjustments, that 
benefit from the transitional arrangements included in the 
BCBS timeline for the introduction of Basel III. 

 
Banking (Capital) (Amendment) Rules 2013 
 
6.   The BCBS released its latest technical guidance documents 
in November and December 2012 to clarify certain capital treatments for 
CCR and exposures to CCPs.  These latest clarifications were 
consequently too late to be accommodated in the Banking (Capital) 
(Amendment) Rules 2012.  They relate mainly to the -  
 

(a) recognition of the credit risk mitigating effect of recognized 
credit derivative contracts cleared through CCPs and 
clarification of the treatment of collateral posted by AIs to 
CCPs; 
  

(b) clearer specification of the conditions and methods for 
recognizing hedging instruments as eligible for the purpose of 
reducing the new CVA capital charge, and clarification of the 
conditions to be met for defaulted exposures to be exempted 
from the CVA capital charge requirements; and 
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(c) treatment for certain types of collateral in the calculation of 
capital charges for exposures to CCPs. 

 
7.   In line with the Basel capital framework, we are also taking 
the opportunity to introduce technical refinements to clarify the operation 
of certain provisions in relation to (i) the treatment of credit risk 
mitigation in the calculation of the capital charge for CVA risk and 
exposures to CCPs; and (ii) the calculation of the market risk capital 
charge for credit derivative contracts booked in AIs’ trading books, as 
well as a few related miscellaneous amendments.   

  
THE SUBSIDIARY LEGISLATION 
 
Banking (Disclosure) (Amendment) Rules 2013 
 
8.   The major provisions of the amendments to the Banking 
(Disclosure) Rules are set out below -  

 
(a) amendments to sections 5 and 11 to reflect the wider scope of 

disclosure requirements prescribed in section 60A(1) of the 
Banking Ordinance to cover liquidity and capital resources 
under the Basel III framework;  

 
(b) consequential amendments to sections 32, 40, 54, 57, 60, 63, 

69, 82 and 85 to cover revised definitions and references to 
capital calculation measures, in order to reflect changes 
introduced under the Banking (Capital) (Amendment) Rules 
2012;    
 

(c) amendments to sections 6, 14, 18, 24, 33 and 45 to implement 
the enhanced disclosure requirements in respect of an AI’s 
capital base as set out in paragraph 5 above; 
 

(d) amendments to sections 58 and 80 to incorporate disclosure 
requirements relating to capital charges under the internal 
models (CCR) approach (introduced under the Banking 
(Capital) (Amendment) Rules 2012) for the calculation of an 
AI’s capital requirement for its default risk exposure under the 



5 
 

Basel III enhanced CCR framework3; and 
 

(e) amendments to sections 52, 61, 70 and 83 to incorporate 
recent BCBS disclosure standards for promoting sound risk 
management practices in banks.  

 
Banking (Capital) (Amendment) Rules 2013 
 
9.   The major provisions of the amendments to the Banking 
(Capital) Rules are set out below – 
 

(a) amendments to sections 100, 101, 134, 135, 215, 216, 217, 
265 and 278 to clarify that an AI may, in its regulatory capital 
calculation, substitute the risk-weight of a CCP for the 
risk-weight that would otherwise apply in respect of a loan 
exposure in circumstances where the AI hedges that exposure 
with a recognized credit default swap (“CDS”) cleared through 
that CCP;  
  

(b) amendments to sections 203, 226P and 226S regarding the use 
of certain option contracts on CDS and short positions in 
bonds to hedge CVA risk, and the clarification of how certain 
AIs may recognize the credit risk mitigating effect of collateral 
under the standardized method of calculating capital charges 
for CVA risk;  

 
(c) amendments to section 226T to clarify the conditions for 

hedging instruments to be regarded as eligible hedges of CVA 
risk and the treatment of an AI that has over-hedged the CVA 
risk in respect of a counterparty with an eligible CVA hedge;  

 
(d) amendments to sections 226V, 226X, 226Z, 226ZD and 

226ZE to clarify the treatment of credit risk mitigation 
(including cases where the usual capital treatment cannot be 
applied) in the calculation of capital charges for exposures 
arising from transactions cleared by CCPs, and the capital 

                                                       
3   Specifically, an AI will be required to disclose the breakdown of its default risk CCR exposures and 

the risk-weighted amount of such exposures for each type of relevant transaction. 
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treatment for collateral posted by AIs with CCPs;    
 
(e) amendments to sections 308, 309, 310 and 311 to clarify the 

provisions on offsetting in the calculation of the market risk 
capital charge for credit derivative contracts;  

 
(f) amendments to Schedule 1A to incorporate the conditions for 

defaulted transactions to be exempted from the CVA capital 
charge;  

 
(g) amendments to Schedules 4F and 4G to clarify the treatment 

of certain capital investments booked in the trading books of 
AIs that are not required to be deducted from the capital base; 
and 

 
(h) amendments to Schedule 4H to correct a cross reference, and 

clarify that the transitional arrangements for certain existing 
capital deductions apply in relation to all three tiers of 
regulatory capital.   

 
LEGISLATIVE TIMETABLE 
 
10.   The subsidiary legislation referred to in paragraph 1 above 
will be published in the Gazette on 12 April 2013, and tabled at the 
Legislative Council at its sitting of 17 April 2013.  Subject to negative 
vetting by the Legislative Council, the relevant provisions will come into 
operation on 30 June 2013. 
 
IMPLICATIONS OF THE PROPOSALS 
 
11.   The amendments proposed in the subsidiary legislation 
referred to in paragraph 1 are consistent with the Basel III disclosure and 
capital standards.  The enhanced disclosure requirements in the Banking 
(Disclosure) (Amendment) Rules 2013 will help promote the exercise of 
market discipline in relation to the risk-taking activities of banks and 
hence should contribute to the promotion of sound risk management and 
the overall stability of the banking system.  The amendments to the CCR 
framework, and to the calculation of market risk, as prescribed in the 
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Banking (Capital) (Amendment) Rules 2013 are not expected to have a 
significant impact on AIs’ capital positions.  The banking sector has 
already taken steps to upgrade its internal systems for the purposes of the 
implementation of the first phase of the Basel III capital standards from 1 
January 2013.  Also given that the industry has been aware of, and 
engaged in, the formulation of the new disclosure requirements for some 
time, it is not anticipated that the proposed amendments will create any 
undue compliance burden for AIs.  
 
12.   The two enactments 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 
 
13.   We briefed the Legislative Council Panel on Financial 
Affairs on 4 June 2012 with regard to the MA’s plan to make rules to 
implement the first phase of the Basel III capital requirements with effect 
from 1 January 2013, and to introduce the related disclosure requirements.  
We also updated Members, in the context of the scrutiny of the Banking 
(Capital) (Amendment) Rules 2012, on the importance to Hong Kong, as 
an international banking and financial centre, of closely aligning our 
capital requirements on banks with the international standards 
promulgated by the BCBS.  Members generally supported this policy 
direction.   
 
14.   The MA has closely engaged the industry in a consultative 
process to formulate the Banking (Disclosure) (Amendment) Rules 2013 
and the Banking (Capital) (Amendment) Rules 2013.  In addition, in 
accordance with sections 60A and 97C of the Banking Ordinance, the MA 
issued a draft of the provisions of the two sets of rules to consult the 
Financial Secretary, the Banking Advisory Committee, the Deposit-taking 
Companies Advisory Committee, the Hong Kong Association of Banks, 
and the DTC Association in November 2012 and March 2013, before 
finalising the amendments.  Responses indicated support for the 
amendments.  Relevant technical or drafting comments were addressed 
in the finalised rules as appropriate, and the intent of certain provisions 
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was clarified.   
 
PUBLICITY 
 
15.   We shall issue a press release upon the issuance of this 
Legislative Council brief.  The MA will also issue a circular letter to all 
AIs.  A government spokesperson will be available to answer media and 
public enquiries. 
 
ENQUIRIES 
 
16.   Enquiries should be directed to Mr. Jackie Liu, Principal 
Assistant Secretary for Financial Services and the Treasury (Financial 
Services) at 2810 2067, or Mr. Richard Chu, Head (Banking Policy), 
Hong Kong Monetary Authority, at 2878 8276. 
 
 
Financial Services and the Treasury Bureau 
Hong Kong Monetary Authority 
10 April 2013 
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