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INTRODUCTION

For the purpose of implementing the latest international
standards on banking regulation promulgated by the Basel Committee on
Banking Supervision (“BCBS”), the Monetary Authority (“MA”) has
made —

(@) the Banking (Disclosure) (Amendment) Rules 2018 (“BDAR
2018) (Annex A), to implement certain disclosure requirements
for authorized institutions® (“Als”) as set out in the Pillar 3
disclosure requirements — consolidated and enhanced framework
issued by the BCBS in March 2017 (“March 2017 Standard”);
and

(b) the Banking (Specification of Multilateral Development Bank)
(Amendment) Notice 2018 (“the Notice”) (Annex B) to specify
the Asian Infrastructure Investment Bank (“AlIB”) as a
multilateral development bank (“MDB”) for the purposes of the
Banking Ordinance (Cap. 155) (“BO™).

! Authorized institutions refer to licensed banks, restricted licence banks, and deposit-taking
companies authorized under the Banking Ordinance.



JUSTIFICATIONS
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2. The BCBS, of which Hong Kong is a member, is the
international body that sets standards on banking regulation with a view
to enhancing financial stability. The existing Basel framework for
banking supervision comprises three mutually reinforcing “pillars”
designed to address the risks faced by banks. Pillars 1 and 2 prescribe
the minimum capital and liquidity requirements for banks and a
corresponding supervisory review process respectively, whereas Pillar 3
requires public disclosure of key information on the capital, liquidity and
risk exposures of banks. To address lessons learned from the global
financial crisis, the Pillar 3 requirements have been revised twice, in
January 2015 and March 2017, to reflect the outcome of two reviews to
enhance the requirements in terms of transparency, comparability and
user-relevance of bank disclosures.

3. In Hong Kong, Als are subject to the Pillar 3 requirements as
revised in January 2015 under the Banking (Disclosure) Rules (Cap.
155M) (“BDR”). According to the internationally agreed timetable for
implementation of the March 2017 Standard, we have to amend the BDR
to, firstly, bring into force certain new requirements mandating disclosure
of an Al’s key prudential metrics® and prudent evaluation adjustments®,
which serve to reflect the Al’s capital and liquidity positions as well as
their compositions; and, secondly, to align the format and frequency of
the existing disclosures in accordance with the March 2017 Standard.
The new disclosure requirements will promote market discipline and
facilitate assessment of Als’ risk exposures. It is incumbent upon Hong
Kong, an international financial centre, to adopt the March 2017 Standard,
so as to ensure that regulatory disclosures made by Als are compatible
with international standards.

4, Taking this opportunity, the MA also seeks to amend the BDR to

Such as CET1 capital ratio, Tier 1 capital ratio, total capital ratio and leverage ratio which reflect the
capital adequacy position of an Al, and liquidity coverage ratio and net stable funding ratio which
reflect its liquidity position.
This refers to adjustment required to be made by an Al (for regulatory capital purposes) to the
valuation of its exposures to account for factors (such as illiquidity of exposures) that might affect
the prudence and reliability of the valuation.
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update certain existing disclosure requirements having regard to industry
and international disclosure practices. Under BDAR 2018, the MA is
empowered to permit an Al to publish the relevant disclosure statement at
a time later than the publication of its financial statement where justified,
thereby allowing flexibility to the current requirement of concurrent
publication. The existing requirements for an Al to issue a press release
concurrently with the publication of a disclosure statement and to keep
copies of disclosure statements in each local branch are considered
obsolete in view of web-based disclosures nowadays and proposed to be
removed. Technical amendments are also introduced to align certain
terminologies used in the BDR with amendments made by the Banking
(Capital) (Amendment) Rules 2017 (“BCAR 2017”) for implementation
of Basel’s revised securitization framework.

5. The proposed new disclosure requirements will apply to all
locally incorporated Als. For liquidity information, the required
disclosures are also relevant for overseas-incorporated Als where they are
subject to the same liquidity requirements under the Banking (Liquidity)
Rules (Cap. 155Q) as their local counterparts.

Banking (Specification of Multilateral Development Bank)
(Amendment) Notice 2018

6. Under section 2(19) of the BO, 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.
Als’ exposures to MDBs so specified in the notice are deemed to carry
lesser risks and hence accorded preferential treatment in certain areas
under the BO such as the calculation of the regulatory capital and
liquidity requirements. Following the BCBS’s promulgation in October
2017 of the AlIB as an MDB eligible for preferential treatment under the
capital regime, the MA considers it appropriate to specify AlIB to be an
MDB for the purposes of the BO.



THE SUBSIDIARY LEGISLATION
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7. The key amendments proposed in the BDAR 2018 are as follows

(@) adding new definitions, removing or revising existing
definitions in section 2(1) to set out the meaning of the
technical terms used in the new disclosure rules;

(b) revising section 6 to empower the MA to permit an Al to
publish the relevant disclosure statement at a time later than
the publication of its financial statement; and repealing the
requirement relating to the display of a copy of disclosure
statement at each local branch under section 6;

(c) introducing new provisions in Part 2A (sections 16AB,
16FA and Divisions 3A, 3B, 8 and 9) and Part 8 (sections
103AB and 103C) to accommodate specific Pillar 3
disclosure requirements covered in the March 2017
Standard;* and consolidating certain existing disclosure
requirements under Parts 2B, 3, 3A and 4 into Part 2A; and

(d) introducing consequential amendments necessitated by the
BCAR 2017 concerning implementation of Basel’s revised
securitisation framework, which took effect on 1 January
2018.

Banking (Specification of Multilateral Development Bank)
(Amendment) Notice 2018

8. The Notice specifies AlIB as an MDB for the purposes of the
BO.

* There are two requirements of the March 2017 Standard which are not dealt with in the BDAR 2018,
viz. — (a) disclosures concerning the constituents of an Al’s resources eligible to meet its minimum
total loss-absorbing capacity requirement for resolution purposes, which need to tally with the
terminology and scope of application of the proposed rules currently being developed by the HKMA
to prescribe loss-absorbing capacity requirements for Als under the Financial Institutions (Resolution)
Ordinance (Cap. 628); and (b) disclosures associated with the revised market risk framework,
concerning which the international implementation timeline has been postponed by the BCBS to
2022.
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LEGISLATIVE TIMETABLE

9. The two pieces of subsidiary legislation will be published in the
Gazette on 4 May 2018 and tabled at the Legislative Council (“LegCo™)
on 9 May 2018. Subject to negative vetting by LegCo, the BDAR 2018
and the Notice will come into operation on 30 June 2018.

IMPLICATION OF THE PROPOSALS

10. The BDAR 2018 and the Notice are intended to bring the
regulatory regime in Hong Kong up-to-date and in line with international
standards. They will promote market discipline and banking stability,
and ensure competitiveness of the banking industry, thereby reinforcing
Hong Kong’s status as an international financial centre.

11. The two 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 BO.

PUBLIC CONSULTATION

12, At the meeting of the LegCo Panel on Financial Affairs on 5
February 2018, the Hong Kong Monetary Authority (“HKMA”) briefed
members on the key features of BDAR 2018.

13. The HKMA has engaged the banking industry in formulating the
proposals contained in the BDAR 2018 through a consultation initiated in
October 2017. A statutory consultation on the draft provisions was also
conducted in March 2018 in accordance with section 60A of the BO.
There is general support from consultees®. Relevant technical or
drafting comments have been addressed in the finalised rules as
appropriate, and the intent of certain provisions has been clarified during
the consultation process.

® Including 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.
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14, In respect of the Notice, the consultation conducted by the
HKMA in November 2017 confirmed that the industry was supportive of
the proposal to specify AlIB as an MDB.

PUBLICITY

15. We will issue a press release upon the issuance of this LegCo
brief. The MA will also issue a circular letter to all Als.

ENQUIRIES

16. Enquiries should be directed to Ms Eureka Cheung, Principal
Assistant Secretary for Financial Services and the Treasury (Financial
Services), at 2810 2067, or to Mr Richard Chu, Head (Banking
Policy)/HKMA, at 2878 8276.

Financial Services and the Treasury Bureau
Hong Kong Monetary Authority
2 May 2018
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Section 1 1

Banking (Disclosure) (Amendment) Rules 2018

(Made by the Monetary Authority under section 60A 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 30 June 2018.

2, Banking (Disclosure) Rules amended

The Banking (Disclosure) Rules (Cap. 155 sub. leg. M) are
amended as set out in sections 3 to 40.

3. Section 2 amended (interpretation)

(1) Section 2(1)—
Repeal the definition of exposure measure
Substitute

“exposure measure ([E[EEIESTR) has the meaning given
by section 3Y of the Capital Rules;”.

(2) Section 2(1)—
Repeal the definition of leverage ratio
Substitute

“leverage ratio (FEF2LL3) has the meaning given by section
3Y of the Capital Rules;”.

(3) Section 2(1)—
Repeal the definition of off~balance sheet exposures
Substitute
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Section 3 2

“off-balance sheet exposures (EEBEEFRINEEEIE), in
relation to the leverage ratio of an authorized institution,
means the off-balance sheet exposures calculated by
using the standard calculation methodology set out in the
leverage ratio return;”.

(4) Section 2(1)—
Repeal the definition of on-balance sheet exposures
Substitute

“on-balance sheet exposures (ZEBEEBENEFAE), in
relation to the leverage ratio of an authorized institution,
means the on-balance sheet exposures calculated by
using the standard calculation methodology set out in the
leverage ratio return;”

(5) Section 2(1)—
Repeal the definition of leverage ratio template.
(6) Section 2(1)—

Add in alphabetical order

“CB ratio (CB [E¥) has the meaning given by section 3E(1)
of the Capital Rules;

CCyB ratio (CCyB [1.¥) has the meaning given by section
3E(1) of the Capital Rules;

G-SIB has the meaning given by section 3E(1) of the Capital
Rules;

HLA ratio (HLA [5%) has the meaning given by section
3E(1) of the Capital Rules;

leverage ratio return (fEfELLEEFIERTE) means the standard
return template relating to leverage ratio referred to in
section 3ZB(3) of the Capital Rules;

stable funding position return (&€& &R H#5%) means
the return relating to stable funding position required to

Banking (Disclosure) (Amendment) Rules 2018

Section 4 3

be submitted by an authorized institution to the
Monetary Authority under section 63(2) of the
Ordinance;”.

(7) Section 2—
Repeal subsection (2)
Substitute

“(2) Section 2 of the Capital Rules applies to the
interpretation of these Rules as that section applies to the
interpretation of the Capital Rules.

(2A) Rules 2, 17, 39, 54 and 59 of the Liquidity Rules, if
applicable, apply to the interpretation of sections 12,
16AB, 16FJ, 16FK, 16FL, 103, 103A, 103AB, 103B and
103C of these Rules as those rules apply to the
interpretation of the Liquidity Rules.

(2B) If a conflict arises from the operation of subsections (2)
and (2A) in relation to the interpretation of these Rules,
the rule that applies under subsection (2A) prevails.”.

(8) After section 2(3)—
Add

“(4) For the purposes of these Rules, a reference to an
authorized institution making a disclosure to the general
public includes the institution making the disclosure—

(a) on the institution’s internet website (or a section of
the internet website); and

(b) if approved by the Monetary Authority—on the
internet website of the institution’s parent bank (or
a section of the internet website).”.

4, Section 3 amended (application)
(1) Section 3(1)(c)—
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Section 5 4

Repeal subparagraph (ii).
(2) Section 3(2)(a)—
Repeal subparagraph (ii).
(3) Section 3—
Repeal subsections (15) and (16).

5. Section 6 amended (medium, location and timing of disclosure
and issue of press release)

(1) Section 6, heading— .
Repeal
“and issue of press release”.
(2) Section 6(1)—
Repeal
“section 24(5) and (6)”
Substitute
“section 16FE(1)(b) and (2)”.
(3) Section 6(1)(ab), after “templates™—
Add
“or tables (if applicable)”.
(4) Section 6(1B)(a)(iii), after “institution’s”—
Add
“internet”.
(5) Section 6(1C)—
Repeal
“or 2B”.
(6) Section 6(1D)—
Repeal

Banking (Disclosure) (Amendment) Rules 2018

Section 5 5
“, 2B”.
(7) Section 6(1D)(a)—
Repeal

everything after “period)”
Substitute

13

(i) concurrently with the publication of the interim
financial statements; or

(ii) if a permission is given under subsection (1F)—
within the time permitted; or”.

(8) Section 6(1E)—
Repeal
“, 2B”.

(9) Section 6(1E)(a)—
Repeal
everything after “period)”
Substitute

[13

(1) concurrently with the publication of the annual
financial statements; or

(ii) if a permission is given under subsection (1F)—
within the time permitted; or”.

(10) After section 6(1E)—
Add

“(1F) Subject to subsection (1G), the Monetary Authority may,
by notice in writing given to an authorized institution,
permit the publication of a disclosure statement under
subsection (1D)(a) or (1E)(a) by the institution at a time
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(11

(12)

later than the publication of the interim financial
statements or annual financial statements (as the case
requires) but within the following period after the end of
the reporting period to which the disclosure statement
relates—

(a) if subsection (1D)(a) applies—3 months;
(b) if subsection (1E)(a) applies—4 months.

(1G) The Monetary Authority may give a permission under

subsection (1F) if the authorized institution demonstrates

to the satisfaction of the Monetary Authority that—

(a) concurrent publication under subsection (1D)(a)(i)
or (1E)(a)(i) is not practicable or feasible, or will
result in a delay in the publication of the relevant
financial statements; and

(b) the proposed difference in time between the
publication of the relevant financial statements and
the publication of the disclosure statement is
reasonable in all the circumstances of the case.”.

Section 6—

Repeal subsection (4).
Section 6(7)—

Repeal paragraph (a)
Substitute

“(a) keep at least one copy of each of its disclosure
statements (relevant copy) in its principal place of
business in Hong Kong; and”.

(13)  Section 6(7)(b)—

Repeal
“the place where the relevant copy is kept”

Banking (Disclosure) (Amendment) Rules 2018

Section 6 7
Substitute
“its principal place of business in Hong Kong”.
(14) Section 6(8)—
Repeal
“Subject to sections 24(4) and (5), 24A(5), 30(2) and 51(2),
if”
Substitute
“If”,
(15) Section 6(10A)—
Repeal
“Subject to sections 24(4), 24A(5), 30(2) and 51(2), an”
Substitute
“An”.
(16) Section 6(10A)—
Repeal paragraph (b)
Substitute
“(b) unless otherwise approved by the Monetary Authority,
must establish and maintain the archive—
(i) on the institution’s internet website; or
(ii) if an approval is given under section 2(4)(b)—on
the internet website of the institution’s parent
bank.”.
6. Section 11 amended (consolidated group level disclosures)

(1) Section 11(4)—

Repeal
everything after “pursuant to”



Banking (Disclosure) (Amendment) Rules 2018

Section 7 8

Substitute

“section 16FJ, 16FK, 16FL, 23, 25, 26, 27, 28, 29, 29B, 35,
44, 46, 47 or 52.”. ~

(2) Section 11(5)—
Repeal
“subsection (4)(a), (b) and (c)”
Substitute
“subsection (4)”.
(3) Section 11(6)—
Repeal
“28, 29, 30, 30A, 30B, 51, 51A and 51B”
Substitute
“16FJ, 16FK, 16FL, 28 and 29”.

7. Section 12 amended (basis of disclosure)
(1) Section 12(2)(b)—
Repeal

“instead”.
(2) After section 12(2)—
Add

“(3) If an authorized institution is not required, under the
Liquidity Rules, to calculate one or more of the LCR,
LMR, NSFR or CFR (excluded ratios) for its liquidity
risk, the institution—

(a) is not required to make disclosures pertaining to the
excluded ratios; but

(b) must disclose that fact.”.

Banking (Disclosure) (Amendment) Rules 2018

Section 8 9

10.

11.

Section 14 amended (frequency)
(1) Section 14—
Repeal subsection (2).
(2) Section 14(3)—
Repeal
“Subject to section 24(6), an”
Substitute
“An”.
Section 15 amended (group-wide disclosures made by parent
bank of authorized institution)
Section 15(f) and (g), English text—
Repeal
“Internet” (wherever appearing)
Substitute

“internet”.

Part 2A, Division 2 heading amended (overview of risk
management and risk-weighted amount)

Part 2A, Division 2, heading—
Repeal
“Overview”
Substitute
“Key Prudential Ratios and Overview”.

Section 16AB added
Part 2A, Division 2, before section 16B—
Add
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Section 11 10

“16AB. Key prudential ratios—quarterly disclosures

An authorized institution must disclose, for each quarterly
reporting period (relevant reporting period)—

(a) each of the following ratios that it is required to
calculate for the purposes of the Capital Rules or
the Liquidity Rules (as applicable) (each referred to
in this section as a key prudential ratio)—

Banking (Disclosure) (Amendment) Rules 2018

Section 12 11

(i) CETI1 capital ratio;
(ii) Tier 1 capital ratio;
(iii) Total capital ratio;
(iv) leverage ratio;
(v) LCR;
(vi) LMR;
(vii) NSFR;
(viii) CFR;
(ix) CB ratio;
(x) CCyB ratio;
(xi) HLA ratio;

(b) for each key prudential ratio other than the LMR,
CFR, CB ratio, CCyB ratio and HLA ratio—the
numerator and the denominator used for calculating
the ratio;

(c) for each key prudential ratio—comparative figures
for each of the 4 quarterly reporting periods before
the relevant reporting period; and ‘

(d) for each key prudential ratio—an explanation of

any material changes during the relevant reporting
period, including key drivers of those changes.”.

12,

13.

14.

15.

Section 16B amended (overview of risk management—annual
disclosures)

Section 16B—
Repeal
“necessary and”
Substitute

“necessary or”.

Section 16C amended (overview of risk-weighted amount—
quarterly disclosures)

Section 16C—
Repeal paragraph (a)
Substitute

“(a) an overview of its capital requirements by providing a
breakdown of its total risk-weighted amount forming the
denominator of the capital requirements; and”.

Section 16D amended (differences between accounting and
regulatory scopes of consolidation and mapping of financial
statement categories with regulatory risk categories—annual
disclosures)

Section 16D(1)—
Repeal
“necessary and”
Substitute

“necessary or”.

Section 16FA added
Part 2A, Division 3, after section 16F—
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Section 16 12
Add
“16FA. Prudent valuation adjustments—annual disclosures
An authorized institution must disclose, for each annual
reporting period—

(a) a breakdown of prudent valuation adjustments
required by type of financial instruments, and
allocation of these adjustments between the
banking book and the trading book (if applicable);
and

(b) an explanation of any material changes in the
amount of prudent valuation adjustments referred
to in paragraph (a) during the reporting period,
including key drivers of those changes.”.

16. Part 2A, Divisions 3A to 3D added

Part 2A, after Division 3—

Add

“Division 3A—Composition of Regulatory Capital

16FB.

Composition of
disclosures

regulatory  capital—semi-annual

An authorized institution must disclose, for each semi-annual
reporting period—
(a) a breakdown of the constituent elements of its
Total capital; and

(b) an explanation of any material changes in the
matters referred to in paragraph (a) during the
reporting period, including key drivers of those
changes.
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16FC. Reconciliation of regulatory capital to balance sheet—
semi-annual disclosures
An authorized institution must disclose, for each semi-annual
reporting period—
(a) a full reconciliation between—
(i) the composition of its regulatory capital; and
(ii) its balance sheet in its published financial
statements; and
(b) an explanation of any material changes in the
matters referred to in paragraph (a) during the
reporting period, including key drivers of those
changes.
16FD. Scope of consolidation—semi-annual disclosures

An authorized institution must disclose, for each semi-annual
reporting period—

(a) the basis of consolidation including—

(i) an outline of the differences between the
accounting scope of consolidation and the
regulatory scope of consolidation;

(i) alist of—
(A) the institution’s subsidiaries (if any) that
are included in the accounting scope of

consolidation but not included in the
regulatory scope of consolidation;

(B) the institution’s subsidiaries (if any) that
are included in the regulatory scope of
consolidation but not included in the
accounting scope of consolidation; and
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(C) the institution’s subsidiaries (if any) that
are included in both the accounting
scope of consolidation and the
regulatory scope of consolidation if the
methods of consolidation differ between
those 2 scopes, and an explanation of
the differences in the 2 methods of
consolidation;

(iii) if the institution’s shareholdings in any of its
subsidiaries are deducted from the
institution’s CET1 capital—a list of those
subsidiaries; and

(iv) adescription of the principal activities of each
of the subsidiaries mentioned in
subparagraphs (ii)(A), (B) and (C) and (iii),
including the amount of total assets and the
amount of total equity reported in the
financial statements of each subsidiary; and

(b) any restrictions, or other major impediments, on

the transfer of funds or regulatory capital between
the members of the institution’s consolidation
group, including any relevant regulatory, legal or
taxation constraints on the transfer of funds or
capital.

16FE. Main features of regulatory capital instruments—semi-

annual disclosures

(1) An authorized institution must disclose, for each semi-
annual reporting period—

the main features of the CET1 capital instruments,
Additional Tier 1 capital instruments and Tier 2
capital instruments issued by it, as applicable, that

Section 16
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(b)

are included in its regulatory capital (each referred
to in this section as a relevant instrument); and

a direct link to the relevant section of its internet
website where the full terms and conditions of all
relevant instruments can be found.

(2) Whenever—

(a)

(b)

a relevant instrument—

(i) is issued and included in an authorized
institution’s capital base;

(i) is repaid; or
(iii) is excluded from an authorized institution’s

capital base; or

there is a redemption, conversion or write-down, or
any other material change in the nature, of a
relevant instrument included in an authorized
institution’s capital base,

the institution must, as soon as practicable, update the
disclosures it has made under subsection (1) in order to
reflect the changes arising from the event referred to in

paragraph (a) or (b).

Division 3B—Macroprudential Supervisory Measures

16FF. G-SIB indicators—annual disclosures

(@

(1) This section applies to an authorized institution if—

it is or has been designated under section 3S of the
Capital Rules as a G-SIB either in—

(i) the current annual reporting period; or
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“

(ii) the annual reporting period immediately
preceding the current annual reporting period;
or

(b) adirection is given to it under subsection (2).

The Monetary Authority may give a direction to an
authorized institution for the purposes of subsection
(1)(b) if—

(a) the institution or, if applicable, its consolidation
group had, as at 31 December immediately
preceding the current annual reporting period, an
exposure measure exceeding Euro 200 billion or
equivalent (using the exchange rate for that day as
prescribed by the Basel Committee); or

(b) the Monetary Authority, having regard to the
characteristics of the institution, reasonably
believes that the institution would be capable of
having a significant impact on the effective
working and stability of the global financial system
were the institution to become non-viable.

An authorized institution must disclose an overview of
the indicators regarding its systemic importance as
specified in subsection (4) for—

(a) the annual reporting period immediately preceding
the current annual reporting period; or

(b) if permitted by the Monetary Authority—the
current annual reporting period.

The indicators are, if applicable—

(@) the authorized institution’s cross-jurisdictional
activities;

(b) its size;

" Section 16
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(c) the interconnectedness between the institution and
other financial institutions;

(d) its substitutability, including its role in the financial
institution infrastructure; and

(e) its complexity.

An authorized institution must base its disclosures on the
position as at—

(a) the end of the annual reporting period immediately
preceding the current annual reporting period; or

(b) if permitted by the Monetary Authority—another
date.

If an authorized institution, having made disclosures
under subsection (3) for a reporting period, restates the
figures for the indicators specified in subsection (4) on
the Monetary Authority’s direction or on its own
volition, the institution—

(a) must make an additional disclosure to reflect the
restated figures as soon as practicable; and

(b) must disclose, in the disclosure statement relating
to the reporting period in which the restatement is
made, the fact of the restatement and the restated
figures.

16FG. Geographical distribution of credit exposures used in
countercyclical capital buffer—semi-annual disclosures

(1

2

An authorized institution must disclose, for each semi-
annual reporting period, an overview of the geographical
distribution of its private sector credit exposures that are
relevant in the calculation of its CCyB ratio.

In subsection (1)—
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private sector credit exposures (F1 N\ 1EE(E R EEIE) has
the meaning given by section 3N of the Capital Rules.
Division 3C—Leverage Ratio
16FH. Summary comparison of accounting assets against
leverage ratio exposure measure—semi-annual disclosures
An authorized institution must disclose, for each semi-annual
reporting period—

(a) asummary comparison reconciling the institution’s
balance sheet assets as stated in its financial
statements with the exposure measure for the
corresponding period disclosed under section 16FT;
and ‘

(b) an explanation of any material changes in the
matters referred to in paragraph (a) during the
reporting period, including key drivers of those
changes.

16F1. Leverage ratio—quarterly disclosures

An authorized institution must disclose, for each quarterly
reporting period—
(a) a breakdown of the components of the exposure
measure determined in accordance with section
3ZB of the Capital Rules; and

(b) an explanation of any material changes in the
matters referred to in paragraph (a) during the
reporting period, including key drivers of those
changes.
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Division 3D—Liquidity

16FJ. Liquidity risk management—annual disclosures

An authorized institution must disclose, for each annual
reporting period, information relating to the institution’s
approach to liquidity risk management that is necessary or
relevant for facilitating an understanding of the soundness of
its liquidity risk management framework and liquidity
position.

16FK. Liquidity coverage ratio—quarterly disclosures

An authorized institution that is a category 1 institution must
disclose, for each quarterly reporting period—

(a) the following as calculated based on the calculation
methodology and instructions set out in the
liquidity position return—

(i) the details of its LCR;
(ii) its HQLA;
(iii) a breakdown of the total net cash outflows;
and

(b) sufficient qualitative explanation for facilitating an
understanding of its LCR calculation.

16FL. Net stable funding ratio—semi-annual disclosures

An authorized institution that is a category 1 institution must
disclose, for each semi-annual reporting period—

(a) the following as calculated based on the calculation
methodology and instructions set out in the stable
funding position return—

(i) the details of its NSFR;
(ii) abreakdown of its ASF and RSF; and
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(b) sufficient qualitative explanation for facilitating an
understanding of its NSFR calculation.”.

17, Section 16ZDA added
Part 2A, Division 6, before section 16ZE—
Add

“16ZDA. Interpretation of Division 6
In this Division—

eligible securitization transaction (SEKEHF{L3ZS) has
the meaning given by section 229 of the Capital Rules;

non-eligible securitization transaction (FESEREEGH(ERT
25) has the meaning given by section 229 of the Capital
Rules.”.

18. Section 16ZF amended (securitization exposures in banking
book—semi-annual disclosures)

Section 16ZF(a)—
Repeal
everything after “arise from”
Substitute

“an eligible securitization transaction or a non-eligible
securitization transaction); and”.

19. Section 16ZG amended (securitization exposures in trading
book—semi-annual disclosures)

Section 16ZG(a)}—
Repeal

:

everything after “arise from’
Substitute
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20.

21.

“an eligible securitization transaction or a non-eligible
securitization transaction); and”.

Section 16ZH amended (securitization exposures in banking
book and associated capital requirements, where authorized
institution acts as originator—semi-annual disclosures)

Section 16ZH(a)(i)—
Repeal sub-subparagraph (B)
Substitute
“(B) that are eligible securitization transactions; and”.

Part 2A, Divisions 8 and 9 added
Part 2A, after Division 7—
Add

“Division 8—Interest Rate Risk in Banking Book

16ZP. Interest rate risk in banking book: risk management
objectives and policies—annual disclosures

An authorized institution must, in respect of its interest rate
exposures that arise from its banking book positions, disclose
for each annual reporting period, a description of its risk
management objectives and policies.

16ZQ. Quantitative information on interest rate risk in banking
book—annual disclosures

(1) An authorized institution must disclose, for each annual
reporting period, information on the impact of interest
rate movements from an earnings perspective and an
economic value perspective under each of the
supervisory prescribed interest rate shock scenarios



Banking (Disclosure) {(Amendment) Rules 2018

Section 21 22
referred to in the standard disclosure template, in respect
of its interest rate exposures that arise from—

(a) its banking book positions; or
(b) if the institution is exempted under section 22(1) of
the Capital Rules—aggregate positions of its
banking book and trading book.
(2) Insubsection (1)—
standard disclosure template (1ZXEH7FERRK), in relation to
an authorized institution, means a standard disclosure
template or table specified under section 6(1)(ab) or
88(1)(b).
Division 9—Remuneration
16ZR. Interpretation of Division 9
In this Division—
key personnel (£% A §), in relation to an authorized
institution, means any employee whose duty or activity
in the course of the employment involves the assumption
of material risk or the taking on of material exposures on
behalf of the institution.
16ZS. Remuneration policy—annual disclosures
An authorized institution must disclose, for each annual
reporting period, a description of its remuneration policy and
key features of its remuneration system that is sufficient for
facilitating an understanding of its compensation practices.
16ZT. Remuneration awarded during financial year—annual

disclosures

An authorized institution must disclose, for each- annual
reporting period—
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(a) quantitative information on the breakdown of fixed
remuneration and variable remuneration to its
senior management and key personnel; and

(b) an explanation of any material changes in the
matters referred to in paragraph (a) during the
reporting period, including key drivers of those
changes.

16ZU. Special payments—annual disclosures

An authorized institution must disclose, for each annual
reporting period—
(a) quantitative information on the breakdown of its
special payments to its senior management and key
personnel; and

(b) an explanation of any material changes in the
matters referred to in paragraph (a) during the
reporting period, including key drivers of those
changes.

16ZV. Deferred remuneration—annual disclosures

An authorized institution must disclose, for each annual
reporting period—
(a) quantitative information on the breakdown of its

deferred and retained remuneration to its senior
management and key personnel; and

(b) an explanation of any material changes in the
matters referred to in paragraph (a) during the
reporting period, including key drivers of those
changes.”.
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22.

23.

24,

25.

26.

27.

Part 2B repealed (additional quarterly disclosures to be made
by authorized institutions incorporated in Hong Kong)

Part 2B—
Repeal the Part.

Sections repealed
Sections 18, 24, 24A and 24B—
Repeal the sections.

Section 25 amended (general disclosures)
Section 25(4)(a)—
Repeal

“which are individually determined to be impaired”.

Section 26 amended (sector information)
Section 26(3)(a)—
Repeal

“which are individually determined to be impaired”.

Section 29 amended (currency risk)
Section 29(1), Chinese text—
Repeal
“glRe”
Substitute
L

Sections repealed
Sections 30, 304, 30B, 45C, 51, 51A, 51B and 51D—

Repeal the sections.

Section 28
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28.

29.

Section 52 amended (corporate governance)
(1) Section 52(b), after the semicolon—

@

€))

Add

“and”.

Section 52—

Repeal paragraph (ba).
Section 52(c)—

Repeal

“or the guideline mentioned in paragraph (ba)”.

Section 88 amended (medium and location of disclosure and
issue of press release)

(D

@

3

Section 88, heading—

Repeal

“and location of disclosure and issue of press release”
Substitute

“, location and timing of disclosure”.

Section 88(1)—

Repeal

“ where”

Substitute

“and section 103(1), if”.
Section 88(1)—
Repeal paragraph (b)
Substitute

“(b) presenting the information required to be disclosed in the

format, and using the standard disclosure templates or
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tables (if applicable), specified by the Monetary
Authority;”.

(4) Before section 88(1)(c)—
Add

“(ba) publishing the statement within the following period
after the end of the reporting period to which the
statement relates—

(i) if the statement relates to a quarterly reporting
period that ends otherwise than at the close of an
interim or annual reporting period—8 weeks;

(ii) if the statement relates to a reporting period that is,
or ends at the close of, an interim reporting
period—3 months;

(iii) if the statement relates to a reporting period that is,
or ends at the close of, an annual reporting

period—4 months; and”.
(5) Section 88—
Repeal subsection (3).
(6) Section 83(6)—
Repeal paragraph (a)
Substitute

“(a) keep at least one copy of each of its disclosure
statements (relevant copy) in its principal place of
business in Hong Kong; and”.

(7) Section 88(6)(b)—
Repeal
“the place where the relevant copy is kept”
Substitute
“its principal place of business in Hong Kong”.
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(8) Section 88—
Repeal subsection (7)
Substitute
“(7) If an authorized institution publishes a disclosure
statement that contains the disclosures referred to in
subsection (2)(a)(i), it must ensure that the statement is
available for inspection under subsection (6) for at least

12 months beginning on the date of publication of the
statement.”.

(9) Section 88(8)—
Repeal paragraph (a)
Substitute

“(a) it must ensure that the statement is available for
inspection under subsection (6) for at least 12 months
beginning on the date of publication of the statement;
and”.

(10) After section 88(9)—
Add
“(9A) Subject to section 103(2), an authorized institution—

(a) must establish and maintain an archive of all
disclosure statements published by it; and

(b) unless otherwise approved by the Monetary
Authority—must establish and maintain the archive
on the institution’s internet website.”.

(11) Section 88(10), English text, definition of prescribed
summary, paragraph (b)—
Repeal
“Internet”

Substitute
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“internet”. ‘ 32. Section 93 amended (income statement information)
Section 93(1 i), Chi —
30. Section 90 amended (comparative information) e 1(;2 (l)(c)(l) inese text
Section 90(1)— epea N
“REIFRTERE”
Repeal paragraph (b)
. Substitute
Substitute N T
“(b) for the profit and loss information disclosure under JLHRTC AL
section 93 and the liquidity information disclosures 33.  Section 95 amended (provisions supplementary to sections 93
under section 103— . and 94)
(i) if a disclosure statement relates to an annual (1) Section 95(2)(a)—

reporting period—also disclose the figures for the

institution’s  immediately = preceding  annual Repeal

reporting period; “which are individually determined to be impaired”.
(i) if a disclosure statement relates to a quarterly (2) Section 95(3)(a)—

reporting period—also disclose the figures for the Repeal

institution’s immediately preceding quarterly

reporting petiod; and which are individually determined to be impaired”.

(iii) if a disclosure statement relates to an interim 34. Section 98 amended (general disclosures)
reporting period—also disclose the figures for the Section 98(2)(b)(ii)—
institution’s  immediately preceding interim
reporting period;”. Repeal

“which are individually determined to be impaired”.

31. Section 91 amended (frequency)
35. Section 102 amended (currency risk)

Section 91—
Repeal Section 102(1), Chinese text—
“An authorized institution shall make a disclosure” Repeal
Substitute _ “«B [#p”
“Subject to sections 103A, 103AB, 103B and 103C, an Substitute

authorized institution must make disclosures”. “EEAE”.
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36. Section 103 amended (liquidity information disclosures:
general)
(1) Section 103(1)—
Repeal paragraph (a)
Substitute

“(a) include in the financial statements or the disclosure
statement relating to the reporting period published by it
the disclosures under, as applicable—

(i) sections 103A and 103AB; or
(ii) sections 103B and 103C;”.
(2) Section 103(1)}b)—
Repeal

“relating to the reporting period a direct link to the relevant
sections of its website”

Substitute
“or the disclosure statement relating to the reporting period a
direct link to the relevant sections of its internet website”.
(3) Section 103—
Repeal subsection (3)
Substitute

“(3) An authorized institution must make the following
disclosures on a Hong Kong office basis—

(a) for a category 1 institution—disclosures under
sections 103A and 103AB of the average value of
its LCR and quarter-end value of its NSFR and the
related information;

(b) for a category 2 institution that is designated as a
category 2A institution—disclosures under sections
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37.

103B and 103C of the average values of its LMR
and CFR and the related information;

(c¢) for a category 2 institution that is not designated as
a category 2A institution—disclosures under
section 103B of the average value of its LMR and
the related information.”.

(4) Section 103—
Repeal subsection (4)
Substitute

“(4) Disclosures under this section and sections 103A,
103AB, 103B and 103C may be presented in Hong Kong
dollars or the equivalent amount in Hong Kong dollars.”.

(5) After section 103(4)—
Add

“(4A) An authorized institution must disclose, for each annual
reporting period, information relating to the institution’s
approach to liquidity risk management that is necessary
or relevant for facilitating an understanding of the
soundness of its liquidity risk management framework
and liquidity position.”.

(6) Section 103—
Repeal subsections (5) and (6).

Section 103 A substituted
Section 103A—
Repeal the section
Substitute
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“103A. Liquidity information disclosures: category 1 institution—
quarterly disclosures of LCR

An authorized institution that is a category 1 institution must
disclose, for each quarterly reporting period—

(a) the following as calculated based on the calculation
methodology and instructions set out in the
liquidity position return—

(i) the details of its LCR;
(i) its HQLA;

(iii) a breakdown of the total net cash outflows;
and

(b) sufficient qualitative explanation for facilitating an
understanding of its LCR calculation.”.

38. Section 103AB added
After section 103A—
Add

“103AB. Liquidity information disclosures: category 1 institution—
NSFR
An authorized institution that is a category 1 institution must
disclose—
(a) for each quarterly reporting period—the quarter-

end value of its NSFR including the numerator and
the denominator for computing the ratio; and

(b) for each semi-annual reporting period—

(1) the following as calculated based on the
calculation methodology and instructions set
out in the stable funding position return—

(A) the details of its NSFR;
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(B) abreakdown of its ASF and RSF; and
(ii)) sufficient qualitative explanation for
facilitating an understanding of its NSFR
calculation.”.
39. Section 103B amended (liquidity information disclosures:

category 2 institution)

0]

)

(€))

“4)

Section 103B, heading, after “institution”—

Add

“—quarterly disclosures of LMR”.

Section 103B(1)—

Repeal

“must disclose the average value of its LMR for a reporting
period”

Substitute

“must disclose, for each quarterly reporting period, the
average value of its LMR”.

Section 103B(2)—

Repeal

“For subsection (1), a category 2 institution must calculate the
average value of its LMR for the reporting period, based on
the arithmetic mean of the average value of its LMR for each
calendar month as reported in its”

Substitute
“For the purposes of subsection (1), the authorized institution
must calculate the average value of its LMR for the reporting

period, based on the arithmetic mean of the average value of
its LMR for each calendar month as reported in the”.

Section 103B—
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Repeal subsection (3).

40. Section 103C added
Part 8, Division 3, after section 103B—

“103C.

Add

Liquidity  information disclosures: category 2A
institntion—quarterly disclosures of CFR

(1) An authorized institution that is a category 2A institution
must disclose, for each quarterly reporting period, the
average value of its CFR.

(2) For the purposes of subsection (1), the authorized
institution must calculate the average value of its CFR
for the reporting period, based on the arithmetic mean of
the average value of its CFR for each calendar month as
reported in the liquidity position return submitted for the
reporting period.”. '

Monetary Authority

2018

Banking (Disclosure) (Amendment) Rules 2018

Explanatory Note
Paragraph 1 35

Explanatory Note

These Rules amend the Banking (Disclosure) Rules (Cap. 155 sub.
leg. M) (principal Rules).

The main purpose of these Rules is to implement some of the new
requirements on format and frequency for disclosure as set out in
the document entitled Pillar 3 disclosure requirements—
consolidated and enhanced framework issued by the Basel
Committee on Banking Supervision in March 2017 (March 2017
Standard) (see new Divisions 3A, 3B, 8 and 9 added to Part 2A of
the principal Rules and the revised sections 103A and 103B).
Certain existing disclosure requirements under Parts 3 and 4 of the
principal Rules are consolidated into the new Divisions 3A, 3C and
3D of Part 2A.

Certain new disclosure requirements introduced by the March 2017
Standard are added to the principal Rules. New sections 16AB and
16FA require disclosure on an authorized institution’s key
prudential ratios and prudent valuation adjustments respectively.
For certain authorized institutions incorporated outside Hong Kong,
the new section 103AB requires disclosure on their net stable
funding ratio while the new section 103C requires disclosure on
their core funding ratio.

A new section 6(1F) is added to the principal Rules to empower the
Monetary Authority to permit an authorized institution to publish
the relevant disclosure statement at a time later than the publication
of its financial statements.

The existing requirements on issuing a press release concurrently
with the publication of a disclosure statement (sections 6(4) and
88(3) of the principal Rules) and on keeping copies of disclosure
statements in each local branch of an authorized institution
(sections 6(7)(a)(ii) and 88(6)(a)(ii) of the principal Rules) are
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considered obsolete in view of web-based disclosures nowadays
and are removed.

6. Sections 16ZF, 16ZG and 16ZH of the principal Rules are amended
to align with the amendments made by the Banking (Capital)
(Amendment) Rules 2017 (L.N. 175 of 2017).
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Section 1 1 2

Banking (Specification of Multilateral Development
Bank) (Amendment) Notice 2018

(Made by the Monetary Authority under section 2(19) of the Banklng
Ordinance (Cap. 155))

1. Commencement Monetary Authority

This Notice comes into operation on 30 June 2018. 2018

2, Banking (Specification of Multilateral Development Bank)
Notice amended

The Banking (Specification of Multilateral Development Bank)
Notice (Cap. 155 sub. leg. N) is amended as set out in section 3.

3. Section 2 amended (specification of multilateral development
bank)
(1) Section 2(n)—
Repeal
“and”.
(2) Section 2(0)— -
Repeal the full stop

Substitute a semicolon.
(3) After section 2(0)—
Add
- “(p) the Asian Infrastructure Investment Bank.”.
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Explanatory Note

Under section 2(19) of the Banking Ordinance (Cap. 155)
(Ordinance), the Monetary Authority may by notice published in
the Gazette specify to be a multilateral development bank (MDB)
for the purposes of the Ordinance any bank or lending or
development body established by agreement between, or
guaranteed by, 2 or more countries, territories or international
organizations other than for purely commercial purposes.

2. Exposures to MDBs are treated more favourably for the purposes of
calculating the regulatory capital and liquidity requirements of an
authorized institution.

3. This Notice amends the Banking (Specification of Multilateral
Development Bank) Notice (Cap. 155 sub. leg. N) to specify the
Asian Infrastructure Investment Bank to be an MDB for the
purposes of the Ordinance.
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