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BANKING ORDINANCE  
(CHAPTER 155) 

 
 

BANKING (AMENDMENT) ORDINANCE 2018 
(COMMENCEMENT) NOTICE 2018 

 
BANKING (EXPOSURE LIMITS) RULES  

 
 
INTRODUCTION 
 

Following the enactment of the Banking (Amendment) 
Ordinance (Ord. No. 6 of 2018) (“BAO”) in January 2018— 

 
(a) The Secretary for Financial Services and the Treasury has made 

the Banking (Amendment) Ordinance 2018 (Commencement) 
Notice 2018 (“Commencement Notice”), at Annex A, to appoint 
13 July 2018 as the date on which the following sections of the 
BAO will come into operation - 
(i) sections 5, 9, 12, 15, 16(1), 17, 18, 19(2), 23, 25; 
(ii) section 16(2) in so far as it relates to sections 81A, 81C, 86, 

87 and 90 of the Banking Ordinance ("BO"); and 
(iii) section 24 in so far as it relates to the repeal of section 

150(10) of the BO to the extent of the reference to sections 
87(1), 87(3), 90(1) and 90(3) of the BO; and 

 
(b) The Monetary Authority (“MA”) has made the Banking 

(Exposure Limits) Rules (“BELR”), at Annex B, to replace 
section 87 of the BO in relation to a prescribed limit on equity 
exposures incurred by authorized institutions (“AIs”), which will 
come into operation on 13 July 2018. 
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JUSTIFICATIONS 
 
2. For the purposes of strengthening the resilience of the banking 
system and implementing the latest international standards on banking 
regulation in Hong Kong, the BAO was enacted by the Legislative 
Council (“LegCo”) in January 2018.  Among other things, the BAO 
repeals the core provisions in Part XV of the BO pertaining to limitations 
on financial exposures incurred by AIs, many of which have become 
outdated after decades of operation.  In lieu of the repealed provisions, 
the BAO empowers the MA to make rules to prescribe limits on the 
exposures of AIs in accordance with the revised standards of the Basel 
Committee on Banking Supervision (“BCBS”) on large exposure limits, 
and taking into account modern risk management and measurement 
approaches.   
 
3. Among the repealed provisions in Part XV of the BO, the 
BELR deals with section 87 of the BO, which imposes certain restrictions 
on the shareholding of AIs.  There is an urgency to modernise the 
provision in section 87 so as to remove the obsolete regulatory barrier 
discouraging the development of banks’ equity derivative business in 
Hong Kong.  To this end, the relevant provisions of the BAO will have 
to commence operation to allow new rules to be made to replace section 
87 of the BO.  For the other sections of Part XV of the BO, rules will be 
made to replace them in due course after consulting the industry. 
 
4. Under section 87 of the BO, a locally incorporated AI shall not 
acquire or hold any part of the share capital of any other companies to an 
aggregate value in excess of 25 per cent of the capital base of the 
institution.  The provision has been in operation since 1960s without 
major revision.  It does not capture equity exposures which might be 
incurred other than through the direct holding of shares, or take into 
account the effect of possible risk mitigating measures such as hedging 
and offsetting positions which are commonly adopted in AIs’ trading 
activities nowadays.  As such, it is inhibiting the development of certain 
business lines (notably equity derivative business) in Hong Kong, whilst 
not providing a credible equity exposure limit that covers all possible 
types of equity exposure. 
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5. The BELR updates section 87 of the BO by capturing equity 
exposures more comprehensively and recognising certain risk mitigation 
techniques commonly used in the industry in measuring equity exposures. 
Under the BELR, the meaning of equity exposure is extended to cover all 
instruments that give rise to equity risk, by reference to the equity 
exposures provided under section 145 of the Banking (Capital) Rules.  
Netting and offsetting of exposures in the same equity will be allowed 
under the BELR to better reflect the risk level.  These changes will 
facilitate the further development of equity business in the local market.      
 
 
THE SUBSIDIARY LEGISLATION 
 
Banking (Amendment) Ordinance 2018 (Commencement) Notice 
 
6. The Commencement Notice seeks to bring into effect certain 
provisions of the BAO relating to the rule-making power of the MA 
provided under the new section 81A of the BAO, the repeal of section 87, 
and the making of the BELR to replace section 87 of the BO with effect 
from 13 July 2018.    
  
7. Section 90 of the BO will also be repealed at the same time 
incidental to the repeal of section 87.  Section 90 prescribes an 
aggregate limit on an AI’s exposures in four areas1 under Part XV of the 
BO.  The aggregate limit has been rendered obsolete over time, and will 
be replaced by separate limits on individual types of exposures vide the 
BELR2 and other rules3 to be introduced at a later stage.     
 
 
 
 

                                                      
1 The four types of exposures include connected party exposures under section 83(1) of the BO, 

equity exposure under section 87(1) of the BO, exposure in the interests in land other than bank 
premises under section 88(1) of the BO and the exposure in bank premises under section 88(2) of 
the BO. 

2 The new individual limit on equity exposure will be dealt with in the BELR. 
3 A new limit on aggregate exposures of AIs in the interests in land and in bank premises will be 

introduced in other rules to replace section 88 of the BO.  The current individual limits for 
exposure under section 83(1) and 88(1) of the BO will also be revised at the same time. 
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Banking (Exposure Limits) Rules 
 
8. The BELR prescribes a limit on the aggregate equity exposures 
of an AI by reference to a ratio.  Similar to section 87 of the BO, the 
BELR is applicable to all locally incorporated AIs.  Compared with 
section 87 of the BO, the provisions in the BELR contain the following 
key features - 

 
(a) Widening the scope of equity exposures from only the direct 

holding of shares under section 87 of the BO to equity 
exposures generally (including exposures arising from equity 
derivative contracts); 

 
(b) Recognising risk mitigation measures (e.g. offsetting of a long 

position against a short position in each of the banking book 
and the trading book, and hedged position in the same equity);  

 
(c) Setting out details of valuation of different types of equity 

exposures, including exposures arising from equity derivative 
contracts and collective investment schemes; and 

 
(d) Providing that the limit on an AI’s aggregate equity exposures, 

expressed as a percentage, to its capital base remains at 25%, 
but the denominator for the limit is changed from capital base 
to Tier 1 capital.  The change in the denominator is to align 
with the construction of the exposure limit under the revised 
large exposures framework published by the BCBS.  Tier 1 
capital, in brief, is a component of the capital base that is of 
higher quality. 

 
 
LEGISLATIVE TIMETABLE 
 
9. The Commencement Notice and the BELR will be published in 
the Gazette on 18 May 2018 and tabled before LegCo at its sitting of 23 
May 2018.  Subject to negative vetting by LegCo, the provisions of the 
BAO as specified in the Commencement Notice and the BELR will come 
into operation on 13 July 2018.  
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IMPLICATIONS OF THE PROPOSALS 

10. The BELR introduces a more flexible equity exposure limit
which is expected to enhance the resilience of the banking system in
Hong Kong and at the same time ensure competitiveness of the banking
industry, thereby reinforcing Hong Kong’s status as an international
financial centre.

11. The Commencement Notice and the BELR are in conformity
with the Basic Law, including the provisions concerning human rights.
The Commencement Notice and the BELR will not affect the 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 the BELR.

13. HKMA consulted the industry on the policy intent to reform
section 87 of the BO in March 2016 and on the details of the proposed
BELR in March 2018.  The comments received from those consultations
have been taken into account in preparing the draft BELR.  In addition,
pursuant to section 81A of the BO, HKMA conducted a statutory
consultation of the draft BELR in April 2018 and received general
support from consultees4.  The relevant technical or drafting comments
have been addressed in the finalised BELR as appropriate, and the intent
of certain provisions has been clarified.

PUBLICITY 

14. A press release will be issued upon gazettal of the subsidiary
legislation.  HKMA will also issue a circular letter to all AIs.

4 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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ENQUIRIES 

15. Enquiries should be directed to Ms Eureka Cheung, Principal
Assistant Secretary for Financial Services and the Treasury (Financial
Services) at 2810 2067, or Mr Frank Leung, Head (Banking Policy) of
HKMA at 2878 1457.

Financial Services and the Treasury Bureau 
Hong Kong Monetary Authority 
16 May 2018 
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