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

LEGISLATIVE COUNCIL BRIEF 

BANKING ORDINANCE (CHAPTER 155) 

BANKING (AMENDMENT) ORDINANCE 2012 
(COMMENCEMENT) NOTICE 2014 

BANKING (CAPITAL) (AMENDMENT) RULES 2014 

BANKING (LIQUIDITY) RULES 

 

INTRODUCTION 

Further to the first phase of Basel III (which came into effect 
starting 1 January 2013), and for the purpose of implementing the 
regulatory standards contained in the second phase of Basel III –  

(a) the Secretary for Financial Services and the Treasury has made 
the Banking (Amendment) Ordinance 2012 (Commencement) 
Notice 2014 (Annex A) to appoint 1 January 2015 as the date 
on which the uncommenced provisions of the Banking 
(Amendment) Ordinance 2012 (“BAO 2012”) will come into 
operation; and 

(b) the Monetary Authority (“MA” 1) has made – 

(i) the Banking (Capital) (Amendment) Rules 2014 (“BCAR 
2014”) (Annex B) to introduce, for authorized institutions2 
(“AIs”) incorporated in Hong Kong, a series of capital buffers, 
viz., the Capital Conservation Buffer (“CB”), the 
Countercyclical Capital Buffer (“CCyB”) and, for AIs 
considered systemically important, a Higher Loss Absorbency 
Requirement (“HLA”); and 

(ii) the Banking (Liquidity) Rules (“BLR”) (Annex C) to 
introduce the Basel III Liquidity Coverage Ratio (“LCR”) 
requirement. 

                                                       
1 In this brief, MA refers to “Monetary Authority” or “Hong Kong Monetary Authority”, as the context 

so requires. 
2  Authorized institutions refer to licensed banks, restricted licence banks, and deposit-taking 

companies authorized under the Banking Ordinance. 
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JUSTIFICATIONS 

2.     The Legislative Council enacted the BAO 2012 in February 
2012 to provide the legal framework for implementation in Hong Kong of 
the revised regulatory package of capital, liquidity and disclosure 
standards promulgated by the Basel Committee on Banking Supervision 
(“BCBS”) (known as “Basel III”).  These standards aim to further 
enhance the resilience of banks and the banking system in the light of 
lessons from the recent global financial crisis.  The BCBS has adopted a 
“phased approach” for the implementation of Basel III, with a view to 
ensuring that the banking sector can gradually meet the more stringent 
regulatory standards while continuing to lend and perform its credit 
intermediation function in support of the economy. 

3.      The Banking (Capital) (Amendment) Rules 20123 and the 
Banking (Disclosure) (Amendment) Rules 2013 were made by the MA 
under the Banking Ordinance to prescribe the first phase of Basel III 
capital standards (which increased the minimum regulatory capital 
requirement, tightened the criteria for recognising instruments eligible for 
inclusion as regulatory capital, and enhanced the risk coverage of the 
capital framework for AIs incorporated in Hong Kong) and the associated 
disclosure requirements to enhance the consistency and comparability of 
AIs’ disclosures in respect of their capital base.  The two sets of rules 
came into operation on 1 January and 30 June 2013 respectively in 
accordance with the BCBS timetable. 

4.      The MA has been monitoring the implementation of the first 
phase of Basel III capital and disclosure requirements in Hong Kong 
through its supervisory process. This includes review of AIs’ capital 
planning and the quarterly banking returns of capital positions. The MA 
observes that the implementation process has to date been smooth. The 
aggregate capitalisation of Hong Kong’s banking sector remains well 
above the Basel III minimum requirements4, with locally-incorporated 
AIs’ average Common Equity Tier 1 (“CET1”) capital ratio and Total 
capital ratio standing at 13.2% and 16.1% as at end-June 2014. The 
strong capitalisation and resilience of Hong Kong’s banking sector was 
noted by the International Monetary Fund in its recent assessment of 
Hong Kong. 

                                                       
3 Further amendments were made through the Banking (Capital) (Amendment) Rules 2013 to 

implement the technical guidance issued by the BCBS in December 2012 in relation to the 
counterparty credit risk framework and some miscellaneous refinements. 

4  The Basel III minimum (Pillar 1) requirements are a Common Equity Tier 1 capital ratio of 4.5%, a 
Tier 1 capital ratio of 6% and a Total capital ratio of 8% of risk-weighted assets respectively. 
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Capital standards 

5.     As noted in paragraph 1 above, the BCAR 2014 contain 
amendments to implement the Basel III capital buffer requirements in 
Hong Kong.  Seeking to bolster the resilience of banks in response to 
financial and economic stress, the buffers are designed to incentivise AIs 
to build up and hold, outside of periods of stress, an additional layer of 
CET1 capital above the “hard” minimum capital requirements.  The 
intention is that AIs may operate within the “buffer zone” without 
breaching their minimum capital requirements, if their capital ratios fall 
as a result of the need to absorb losses or in response to an increase in the 
risk-weighted measure of their assets.  However, AIs will be subject to 
restrictions on their ability to make discretionary distributions whilst their 
capital levels are within the “buffer zone”5.  In summary, the Basel III 
capital buffer requirements consist of three components–  

(a) CB – AIs will need to hold an additional layer of CET1 capital, 
amounting to 2.5% of their total risk-weighted assets, in order 
to avoid distribution constraints. According to the BCBS 
timetable, the CB will be phased in via equal annual 
increments from 0.625% in January 2016 to 2.5% in January 
2019; 

(b) CCyB – Under the Basel III framework, the relevant authority 
in each jurisdiction will put in place a jurisdictional CCyB 
requirement for CET1 capital, ranging, generally, between 0% 
and 2.5% of risk-weighted assets, for banks’ private sector 
credit exposures in its jurisdiction when the authority assesses 
that there is “excess aggregate credit growth associated with a 
build-up of system-wide risk” in the jurisdiction.  The 
jurisdictional CCyB requirement is “countercyclical” in nature 
as it will only be “switched on” (or its level increased) in a 
given jurisdiction in times of “credit boom” (i.e. in response to 
excessive credit growth in the jurisdiction with systemic 
implications), and will be “switched off” (or its level reduced) 
when the credit cycle turns down, enabling banks to rely on the 
released capital to support their continued lending to the real 
economy.  A jurisdictional CCyB requirement will directly 
apply to banks incorporated in the relevant jurisdiction and, on 
a reciprocal basis, authorities outside the relevant jurisdiction 

                                                       
5  Within the “buffer zone”, the closer the level of an AI’s CET 1 capital to its minimum CET1 capital 

requirement, the higher will be the restriction imposed upon its ability to make discretionary 
distributions within a given financial year. 
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will impose a corresponding CCyB requirement on their banks 
in relation to their banks’ private sector credit exposures in the 
relevant jurisdiction. 

Accordingly, the CCyB requirement to which each AI is 
subject to will be calculated by reference to the locations 
(including Hong Kong) of its private sector credit exposures 
and the applicable jurisdictional CCyB requirements in those 
locations.  

The CCyB takes effect as an extension of the CB and hence 
banks will be subject to restrictions on distributions whilst 
their CET1 capital levels fall within the extended buffer zone.  
The CCyB will be phased in over a period of three years from 
2016 to 2019. 

Whilst the Basel III standard focuses primarily on a 
jurisdictional CCyB range of 0% to 2.5%, the BCBS 
specifically allows relevant authorities to exercise discretion in 
setting a jurisdictional CCyB requirement in excess of 2.5% if 
appropriate in light of local circumstances.  As an 
international financial centre with a large banking sector and 
an open economy, Hong Kong is naturally exposed to the risk 
of volatile capital flows and can be influenced significantly by 
international financial conditions.  The MA is therefore 
seeking to preserve flexibility in the BCAR 2014 to set (and 
recognise overseas) jurisdictional CCyB requirements above 
2.5% as a macroprudential tool to guard against severe 
systemic risks in extraordinary circumstances.  

In order to allow sufficient time for AIs to adjust their capital 
planning, the MA intends, in general, to give an advance 
announcement period of 12 months (in exceptional 
circumstances, this might be shortened to a period of not less 
than 6 months) before decisions to switch on or increase the 
jurisdictional CCyB requirement for Hong Kong take effect; 
and 

(c) HLA – The HLA will apply to banks considered systemically 
important, either globally (referred to as G-SIBs) or 
domestically (referred to as D-SIBs) whose failure could have 
significant spillover effects on the financial system and, 
ultimately, the broader economy.  To avoid distribution 
constraints, G-SIBs and D-SIBs will be required to comply 
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with the HLA by maintaining an additional layer of CET1 
capital (the HLA requirement) ranging from 1% to 3.5% 
(depending on their perceived level of systemic importance) of 
their total risk-weighted assets.  The HLA takes effect as an 
extension of the CB and will be phased-in from 2016 to 2019 
in equal annual increments. 

Liquidity standards 

6. The MA has made the BLR to implement the Basel III LCR 
requirement, which seeks to promote banks’ resilience to short-term 
liquidity risks by ensuring that they have sufficient high quality liquid 
assets (“HQLA”)6 to meet their obligations for at least 30 calendar days 
under an acute stress scenario.7  In line with the phased implementation 
timetable recommended by the BCBS, the minimum LCR requirement 
will begin at 60% on 1 January 2015, to be followed by annual 
increments of 10 percentage points until the minimum requirement 
reaches 100% on 1 January 2019. 

7. Having regard to the diversity of AIs in terms of their business 
nature and scale of operation, the MA intends to adopt a two-tiered 
approach whereby the new LCR requirement will apply to internationally 
active AIs or those larger or more sophisticated AIs that are significant to 
the general stability of the Hong Kong banking system.  In parallel, a 
Liquidity Maintenance Ratio (“LMR”) requirement, which will be a 
modified version of the existing Liquidity Ratio requirement under the 
Banking Ordinance8, will apply to all other AIs with a lesser degree of 
operational sophistication or systemic importance to the banking sector.  
The LMR will also be implemented through the BLR. 

 

  

                                                       
6  There are three classes of assets (viz. level 1, level 2A and level 2B assets) that can qualify as 

HQLA, including, among others, high quality sovereign and corporate debt securities. In order to be 
considered HQLA, assets must meet a set of relevant qualifying criteria and requirements designed 
to demonstrate their ready liquefiability under stressed conditions.  

7  The LCR is a ratio, expressed as a percentage, of the total stock of HQLA held by a bank to its total 
net cash outflows over a period of 30 calendar days calculated based on a set of stress assumptions. 

8  Pursuant to section 102 of, and the Fourth Schedule to, the Banking Ordinance, all AIs are subject 
to a minimum Liquidity Ratio of 25%.  Accordingly, relevant AIs subject to the LMR requirement 
shall in future maintain liquefiable assets sufficient to cover at least 25% of their qualifying 
liabilities (after deduction of some prescribed cash inflows) due within one month. 
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THE SUBSIDIARY LEGISLATION 

Banking (Amendment) Ordinance 2012 (Commencement) Notice 2014 

8. This Commencement Notice seeks to bring into effect from 1 
January 2015 the provisions of the BAO 2012 relating to the powers of 
the MA to make rules prescribing liquidity requirements for AIs.   

Banking (Capital) (Amendment) Rules 2014 

9. The BCAR 2014 will add a new Part 1B to the Banking (Capital) 
Rules (“BCR”) to set out – 

(a) the constraints on distribution payments when an AI’s net 
CET1 capital level9 is equal to or below its buffer level;   

(b) provisions specifying— 

(i) the determination of an AI’s buffer level (Sections 3G and 
3I); 

(ii) the calculation of the maximum amount an AI can 
distribute within the constraints (Sections 3H and 3I); and 

(iii) actions that must be taken by an AI when the AI intends to 
make a distribution (Sections 3J, 3K and 3L ); 

(c) the CB requirement and the phased timetable for 2016 to 2019 
(Section 3M); 

(d) the CCyB requirement, including—   

(i) the calculation of the CCyB requirement applicable to a 
given AI (Section 3O); 

(ii) modifications that may be made by the MA to the level 
and/or effective date of the jurisdictional CCyB 
requirement announced by a jurisdiction outside Hong 
Kong, if the MA considers the modifications necessary for 
ensuring the adequate resilience of AIs or the effective 
working of the banking system in Hong Kong (Section 
3P);  

(iii) the MA’s power to set a jurisdictional CCyB requirement 

                                                       
9  An AI’s net CET1 capital level means the AI’s CET1 capital less the amount of that CET1 capital 

that the AI requires in order to comply with its minimum capital requirements. 
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for private sector credit exposures in Hong Kong and the 
phased timetable for 2016 to 2019 (Section 3Q(3), (4) and 
(9));  

(iv) the MA’s power, after consulting 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, to—  

 vary the phased timetable referred to in subparagraph 
(iii); or 

 set a jurisdictional CCyB requirement of more than 
2.5% (Section 3Q(5) to (7)); and 

(v) actions that must be taken by an AI if it intends to make a 
distribution out of the capital released by a reduction in 
the level of a jurisdictional CCyB requirement (as opposed 
to “using” that capital to absorb losses or support 
continued lending business) (Section 3R); and 

(e) the HLA requirements, covering— 

(i) the designation of an AI as a G-SIB or D-SIB (Sections 3S 
and 3U); and 

(ii) the determination of the HLA applicable to a G-SIB or 
D-SIB and the phased timetable for HLA from 2016 to 
2019 (Sections 3T, 3V, 3W and 3X).  

10. It is proposed to add the following two organisations into the list 
of relevant international organisations in Part 10 of Schedule 1 to the 
BCR (which will enable AIs to accord them a 0% risk-weighting): 

(a) European Financial Stability Facility; and 

(b) European Stability Mechanism.  

This reflects the BCBS announcement made in March this year that a 0% 
risk weight may be applied to claims on these two organisations. 

11. In addition, the opportunity is taken to introduce miscellaneous 
amendments to certain provisions in the BCR to address differences or 
ambiguities vis-à-vis the regulatory capital standards issued by the BCBS 
as identified during a recent self-assessment conducted by the MA as part 
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of the BCBS Regulatory Consistency Assessment Programme (“RCAP”).  
The RCAP is the BCBS peer review process to assess the extent of 
compliance of BCBS member jurisdictions with the Basel 2/2.5/3 
standards (please see amendments to sections 2(1),15, 27, 69, 145, 149, 
205, 216, 227, 232A, 235, 261 and 269 of, and Schedules 4B and 4C to, 
the BCR). 

Banking (Liquidity) Rules 

12.      The principal provisions set out in the proposed BLR cover – 

(a) the MA’s power to designate an AI as a category 1 institution 
(which will be subject to the LCR requirements) based on one 
or more of the grounds specified in the BLR.  Other AIs not 
designated as category 1 institutions (i.e. category 2 institutions) 
will be subject to the LMR requirements (Part 1 as read with 
Schedule 1); 

(b) the minimum level of LCR and LMR respectively applicable to 
category 1 and category 2 institutions, and circumstances under 
which a category 1 institution may monetize its HQLA to meet 
its obligations, even if this might cause the institution to 
maintain an LCR below the required minimum (Parts 2 and 3); 

(c) the valuation of assets and liabilities included under, and the 
bases of calculation of, the LCR and LMR, as well as certain 
reporting requirements applicable to category 1 and category 2 
institutions (Parts 4 and 5); 

(d) actions that the MA may take when notified by a category 1 
institution of certain events (Part 6); 

(e) the technical requirements relating to the calculation by a 
category 1 institution of its LCR (Part 7 as read with Schedules 
2 to 4); and 

(f) the technical requirements relating to the calculation by a 
category 2 institution of its LMR (Part 8 as read with 
Schedule 5). 
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LEGISLATIVE TIMETABLE 

13. The subsidiary legislation referred to in paragraph 1 above will 
be published in the Gazette on 24 October 2014, and tabled at the 
Legislative Council at its sitting of 29 October 2014.  Subject to 
negative vetting by the Legislative Council, the subsidiary legislation will 
come into operation on 1 January 2015. 
 

IMPLICATIONS OF THE PROPOSALS 

14. The proposals for the second phase of Basel III implementation 
are consistent with the relevant BCBS Basel III standards.  Given the 
strong capitalisation of the local banking sector, the MA does not expect 
the buffer proposals to have a material impact on AIs’ capital positions.  
The BCBS phased arrangements for the capital buffers should provide 
sufficient time for any AIs, which need to do so, to adjust their capital 
positions in response to the new requirements.  With careful capital 
planning by AIs, which the MA will monitor through its supervisory 
process, the proposals are not expected to have a significant impact on 
AIs’ dividend policies in general. 

15.  In relation to the new liquidity standards, most AIs will be 
subject to the LMR, with only a relatively small number of the larger, 
more sophisticated AIs likely to be subject to the LCR requirements.  
The adoption of this two-tiered approach should avoid undue compliance 
burdens on AIs. The relevant quantitative impact studies conducted to 
date broadly indicate that AIs should have no major difficulty in meeting 
the relevant liquidity requirements from 1 January 2015 onwards, 
although some may need to fine-tune or adjust their liquidity or funding 
strategies.  The phased arrangements for the LCR should provide 
sufficient time for relevant AIs, which need to do so, to adjust their 
liquidity positions to meet the new requirements. The MA will monitor 
the liquidity positions of AIs closely and provide necessary guidance, 
such as codes of practice10 or guidelines, to facilitate their compliance 
with the new requirements. 

16. The two legislative proposals set out in paragraph 1 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. 

                                                       
10  Section 97M of the Banking Ordinance enables the MA, after consultation with specified persons, 

to approve and issue codes of practice to provide guidance on rules made by the MA for capital, 
disclosure and liquidity purposes. 
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INTERNATIONAL IMPLEMENTATION 

17. A table is included in Annex D presenting comparative 
information regarding Hong Kong and some major jurisdictions (mainly 
members of the G20) on: (a) the progress in implementation of the first 
phase of Basel III requirements; and (b) the timetable for implementing 
the second phase of Basel III requirements.  In summary – 

(a) All of the jurisdictions listed have already published rules to give 
effect to the first phase of Basel III implementation.  There was 
some delay in both the US and the EU vis-à-vis the initial 
commencement date of 1 January 2013 under the BCBS timetable 
but the two jurisdictions have now both aligned themselves by 
implementing from 1 January 2014 the Basel III requirements at 
the levels applicable from 2014 under the BCBS transitional 
arrangements (meaning they have, in essence, “caught up”, by 
imposing a correspondingly shorter transitional period); and 

(b) In respect of the second phase of Basel III implementation, the 
jurisdictions covered in Annex D are generally following the 
BCBS timeline of introducing the LCR from not later than 1 
January 2015 (except that the EU has recently announced a 
deferral of its implementation date for the LCR to October 2015 
largely to allow time for completion of necessary legislative 
processes) and the capital buffer requirements from not later than 
1 January 2016.  The BCBS timeline for the introduction of the 
buffers requires rules to be in place not later than 1 January 2015 
in light of the normal 12-month advance announcement period for 
any CCyB rate increase (including from zero – meaning that for a 
buffer to take effect from January 2016, notice would need to be 
given in January 2015).  The EU, which encompasses 9 BCBS 
member jurisdictions, Singapore and New Zealand have elected 
not to set any upper limit to their CCyB rates for prudential 
considerations.  The second phase of Basel III also covers 
requirements for the disclosure by banks of their leverage ratios 
calculated according to the Basel III leverage ratio measure.  In 
this regard, we are preparing a set of proposed amendments to the 
Banking (Disclosure) Rules which will be tabled before the 
Legislative Council shortly. 
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PUBLIC CONSULTATION 

18. We consulted the Legislative Council Panel on Financial Affairs 
on the legislative proposals on 7 July 2014.  Members generally 
supported the policy direction of implementing the second phase of Basel 
III in Hong Kong.  To avoid subjecting the banking sector to any 
disadvantage from lagging behind other financial centres, Members 
considered it important that Hong Kong stay in line in terms of the pace 
of Basel III implementation vis-à-vis other major jurisdictions.   

19. The MA has engaged the banking sector intensively through 
industry-wide consultation and discussions, meetings and exchanges 
of correspondence with individual AIs or industry groups in relation to 
the implementation and the technical aspects of the abovementioned 
proposals, as part of the consultative process in developing the subsidiary 
legislation mentioned in paragraph 1.  In addition, in accordance with 
section 97C and section 97H of the Banking Ordinance, the MA issued a 
draft of the provisions to be contained in the rules to consult 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 in August 2014.  Responses indicated 
support for the direction of the amendments to the BCR and that of the 
new BLR.  Relevant technical or drafting comments have been 
addressed in the finalised rules as appropriate, and the intent of certain 
provisions has been clarified. 

 

PUBLICITY 

20. We will issue a press release upon the issuance of this brief.  
The MA will also issue a circular letter to all AIs.  A spokesperson will 
be available to answer media and public enquiries. 

 

ENQUIRIES 

21.  Enquiries should be directed to Mr. Jackie Liu, Principal 
Assistant Secretary for Financial Services and the Treasury (Financial 
Services) at 2810 2067, or to the following officers within the MA: (i) Mr. 
Richard Chu, Head (Banking Policy), at 2878 8276, for matters 
concerning capital standards and (ii) Ms. Rita Yeung, Head (Banking 
Policy), at 2878 1388, for matters concerning liquidity standards. 
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Financial Services and the Treasury Bureau 
Hong Kong Monetary Authority 
22 October 2014 
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Annex D - Basel III implementation progress among jurisdictions

Phase 1 commencement

Minimum Capital Ratios and
Capital Disclosures

Capital
Conservation

Buffer

Countercyclical
Capital Buffer

Higher Loss
Absorbency
Requirement

Liquidity Coverage
Ratio

Leverage Ratio
Disclosures

Hong Kong 2013 2016 2016# 2016 2015 2015
G20
Australia 2013* 2016 2016 2016 2015 2015
Canada 2013 2016 2016 2016 2015 2015
China 2013* 2013 2016 2013 Dec-2014 2012

India Minimum Capital ratios: 2013*
Capital Disclosures: Jun-2014 2016 2016 2016 2015 2015

Japan Mar-2013 2016 2016 2016 Mar-2015 Mar-15
South Korea Dec-2013 2016 To be confirmed To be confirmed 2015 2015
United States 2014 2016 2016 To be confirmed 2015 2015
European Union 2014 2016 2016# 2016 Oct-2015^ 2015
Non-G20
Singapore 2013* 2016 2016# 2016 2015 2015
Switzerland 2013 2016 2012 2012 2015 2015

* Jurisdiction adopting a minimum standard higher than and/or an implementation timetable faster than that set out in the Basel III framework 

# Flexibility to go higher than 2.5%

^ The delay in implementation is mainly due to lead time required for completing legislative processes within the EU

Phase 2 commencement

Jurisdictions

Annex D
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