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

LEGISLATIVE COUNCIL BRIEF 

Banking Ordinance (Cap. 155) 

Banking (Amendment) Ordinance 2018 (Commencement) (No. 2) 
Notice 2018  

Banking (Exposure Limits) Rules 
Banking (Capital) (Amendment) Rules 2018 

Banking (Disclosure) (Amendment) (No. 2) Rules 2018 

INTRODUCTION 

 For the purpose of implementing the latest international 
standards on banking regulation promulgated by the Basel Committee on 
Banking Supervision (“BCBS”) – 

(a) the Secretary for Financial Services and the Treasury has
appointed 1 July 2019 as the commencement date for the
remaining provisions of the Banking (Amendment) Ordinance
2018 (“BAO”)1 under the Banking (Amendment) Ordinance
2018 (Commencement) (No. 2) Notice 2018 (“Commencement
Notice”) (Annex A); and

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

(i) the Banking (Exposure Limits) Rules (“BELR”) (Annex
B) to deal with limitations on exposure limits in Part XV of
the Banking Ordinance (“BO”) and implement the 2014
BCBS standards on Supervisory framework for measuring
and controlling large exposures (“BCBS large exposures
framework”);

1 These refer to provisions in the BAO that have yet to commence operation as explained in 
paragraphs 3 and 4. 
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(ii) the Banking (Capital) (Amendment) Rules 2018
(“BCAR”) (Annex C) to implement the 2016 BCBS TLAC
holdings standard; introduce capital treatment to
complement the implementation of the BCBS large
exposures framework; and incorporate in the existing
securitisation framework the “internal assessment approach”
(“IAA”) of the 2014 BCBS Revisions to the securitisation
framework (“BCBS revised securitisation framework”);
and

(iii) the Banking (Disclosure) (Amendment) (No. 2) Rules
2018 (“BDAR”) (Annex D) to incorporate a minor
definitional adjustment to align with the consequential
amendment in the BCAR for implementing the BCBS large
exposures framework.

JUSTIFICATIONS 

2. The BCBS is an international body responsible for setting
standards on banking regulation.  It is incumbent upon Hong Kong, a
member of the BCBS, to implement the latest standards promulgated by
the BCBS, which will ensure the stability of our banking system, and
promote our status as an international financial centre.

Banking (Amendment) Ordinance 2018 (Commencement) (No. 2) 
Notice 2018 and Banking (Exposure Limits) Rules  

3. Enacted by the Legislative Council (“LegCo”) in January 2018,
the Banking (Amendment) Ordinance 2018 (“BAO 2018”), among other
things, repeals the core provisions in Part XV of the Banking Ordinance
(“BO”) pertaining to limitations on financial exposures incurred by
authorized institutions (“AIs”), which were set with reference to an
earlier Basel framework.  BAO 2018 also amends the BO to empower
MA to make rules, in the form of subsidiary legislation, to reflect the now
revised Basel standards on exposures limits for AIs.

4. The requirements relating to limitation on equity exposure (i.e.
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section 87 of the BO) had been dealt with vide the Banking (Exposure 
Limits) Rules2 in May 2018.  The current legislative exercise is to 
replace and update the rest of Part XV of the BO (viz. sections 80, 81, 83, 
85, 87A and 88) to deal with AIs’ acquisition of share capital, limitations 
on credits made by AIs, their holding of interest in land and major share 
acquisition in order to keep pace with market developments and 
contemporary risk management practices; and to implement the large 
exposure standards promulgated by the BCBS, which will essentially 
replace the single/linked counterparty large exposure limits currently set 
out in section 81 of the BO.  The corresponding sections in Part XV of 
the BO will be repealed upon commencement of the BELR from 1 July 
2019. 
 
Banking (Capital) (Amendment) Rules 2018 and Banking (Disclosure) 
(Amendment) (No. 2) Rules 2018 

 
5. The purposes of the amendments in the BCAR are mainly to: 
 

(a) implement the 2016 BCBS TLAC holdings standard, which sets 
out the regulatory capital treatment of banks’ holdings of loss-
absorbing capacity (“LAC”) instruments;  

 
(b) introduce a capital treatment to address concentration risk in 

sovereign exposures to complement the BCBS large exposures 
framework implemented through the BELR; and 

 
(c) incorporate the IAA of the BCBS revised securitisation 

framework which is a methodology for calculating capital 
requirement specifically designed for certain securitisation 
exposures to asset-backed commercial paper programmes 
(“ABCP programmes”). 

 
6. A minor consequential change to a definition in the Banking 
(Disclosure) Rules arising from the implementation of the BCBS large 
exposures framework will be made vide the BDAR.   
 

                                                      
2 This refers to the Banking (Exposure Limit) Rules (Cap. 155 sub. leg. R) gazetted on 18 May 2018 

which subsequently took effect on 13 July 2018. 
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7. Taking this opportunity, the MA also seeks to specify the HKMC
Insurance Limited and the HKMC Annuity Limited as domestic public
sector entities for preferential capital treatment under the Banking
(Capital) Rules (“BCR”) to cater for the business restructuring of the
Hong Kong Mortgage Corporation Limited, as well as to introduce some
miscellaneous amendments to enhance the consistency and clarity of
certain provisions in the BCR.

THE SUBSIDIARY LEGISLATION 

Banking (Amendment) Ordinance 2018 (Commencement) (No. 2) 
Notice 2018 

8. The Commencement Notice specifies 1 July 2019 as the date
on which the remaining provisions of the BAO (as described in
paragraphs 3 and 4 above) will commence operation.

Banking (Exposure Limits) Rules 

9. The requirements in the existing sections 79A, 80, 81, 83, 85,
87, 87A and 88 of the BO will be replaced by those in the BELR.  Major
changes in the corresponding provisions in the BELR are explained as
follows:

(a) Part 3 – The limit of the existing section 87A (limit on major
share acquisition) of the BO takes the form of a prior approval
requirement on major share acquisition of an AI.  The purpose
is to allow the MA to check whether a major share acquisition
proposal is relevant to the ordinary business of an AI and
whether it will result in a corporate structure that might
undermine the effectiveness of banking supervision.  In the
BELR, specific exemptions will be given to shares acquired in
the insurance and trading businesses of an AI.  This serves to
mitigate the unintended impact of the section 87A prior approval
requirement on the development of certain businesses in Hong
Kong;
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(b) Part 4 – The restriction under the existing section 80 (advance 
against security of own shares, etc) of the BO will be extended 
from shares to certain other capital-in-nature instruments; 

 
(c) Part 6 – The existing section 88 (limit on interest in land) of the 

BO contains a limit on interests in non-self-use land only, while 
a limit on interests in self-use land was included separately in a 
combined limit of different types of exposures (including some 
non-property exposures) under the former section 90 of the BO, 
which was repealed on 13 July 2018.3 The purpose of the 
proposed revision to the section 88 limit under the BELR is to 
rationalise the design of the exposure limits by introducing a 
combined, single limit on interests in land (for both self-use and 
non-self-use); 

 
(d) Part 7 – Reflecting the BCBS large exposures framework which 

imposes exposure limits on a single counterparty or group of 
linked counterparties 4 , the BELR contain more details (as 
compared to the existing section 81 of the BO) on how 
individual exposures are measured and take into account credit 
risk mitigation.  Locally, sovereign exposures of AIs will not be 
covered by the exposure limits but concentration in such 
exposures will generally be subject to an additional capital 
charge (introduced under the BCAR as explained in paragraph 
5(b)); and 

 
(e) Part 8 – The purpose of the limit under the existing Section 83 

(connected party exposure limit) of the BO is to prevent abuses 
arising from transactions that an AI enters into with its connected 
parties.  The determination of connected party exposures will 
align with the BCBS large exposures framework to reduce the 
compliance burden of the industry.  The level of the connected 
party exposure limits are proposed to be revised under the BELR 
to keep pace with market developments.  As for connected 

                                                      
3 Incidental to the implementation of the BELR to replace the equity exposure limit under section 87 

of the BO in July 2018, the combined exposure limit under section 90 of the BO was repealed at the 
same time because this combined limit includes equity exposures. 

4 Linked counterparties are counterparties of an AI that the financial or funding difficulties of one are 
likely to affect the others through a control or economic interdependence relationship. 
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natural persons (including relatives), the definition of relative 
will be streamlined to align with international practices. This 
addresses the industry’s concerns that the current definition of 
relative is very broad (e.g. including former spouse of a director) 
and therefore hard to monitor in practice. 

 
Banking (Capital) (Amendment) Rules 2018 
 
10. The key amendments proposed in the BCAR are as follows: 

 
TLAC holdings standards 

 
(a) Sections 3E5 and 3F – The revisions to these sections reflect the 

requirement in the BCBS TLAC holdings standard that banks 
must take into account their minimum LAC requirements6 in 
determining the amount of distributions (e.g. dividend payout) 
they can make from capital; 
 

(b) Section 48, new section 48A, sections 66, 116, 145, 183 and 
Schedules 4F and 4G – These sections (as revised or introduced) 
will (i) expand the scope of the existing capital treatment for 
instruments held by an AI to cover not only capital instruments, 
but also non-capital LAC liabilities 7 , and (ii) introduce 
corresponding modifications on the existing deduction 
mechanism to cater for AIs’ holdings of non-capital LAC 
liabilities; 

 
(c) Schedules 4B and 4C – The revisions to these Schedules 

incorporate sales and distribution criteria as part of the 
qualifying criteria of Additional Tier 1 and Tier 2 capital 
instruments so as to align with the corresponding criteria for 
qualifying instruments eligible to be counted as LAC under the 
LAC Rules; 
 

                                                      
5 All section references under paragraph 10 are those of the BCR. 
6 The minimum LAC requirements will be implemented in Hong Kong through the Financial 

Institutions (Resolution) (Loss-absorbing Capacity Requirements – Banking Sector) Rules (“LAC 
Rules”) gazetted on 19 October 2018 which are currently undergoing negative vetting by the LegCo. 

7 The term “non-capital LAC liabilities” is defined in the LAC Rules. 
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(d) Sections 43(1), 47(1) and 48(1), schedules 4D and 4H – The
revisions are to remove obsolete provisions in relation to
transitional arrangements that have already ended;

Sovereign concentration risk

(e) Section 2 – The revisions are to introduce the concept of
sovereign concentration risk and include this risk in the
parameters for the calculation of the capital adequacy ratio;

(f) Section 4A – The revisions are to make the existing standard on
valuation of exposures applicable also to sovereign
concentration risk;

(g) Sections 29, 30 and 31, and a new Part 10 – The revisions are to
specify the methodology for calculating the capital requirement
of sovereign concentration risk.  It generally requires an AI to
provide capital to the extent that its exposures to a sovereign
exceeds the amount of its Tier 1 capital (the greater the excess
the higher will be the capital requirement);

Internal assessment approach

(h) Section 15 and new section 15B – The revisions to section 15
and the new section 15B specify the circumstances under which
an AI may use the IAA to risk-weight its securitisation exposures
to ABCP programmes;

(i) New sections 15C and 15D – These sections prescribe the
requirements related to AIs’ application to the MA for approval
to use the IAA and the measures that may be taken by the MA if
an AI has contravened certain requirements relevant for the
approval;

(j) New section 266A – The new section specifies the manner in
which internal credit ratings assigned by an AI to securitisation
exposures to ABCP programmes are mapped to the
corresponding risk-weights under the IAA; and
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Others 
 

(k) Schedule 1 (Part 1) – The revisions are to include the HKMC 
Insurance Limited and the HKMC Annuity Limited in the list of 
domestic public sector entities. 

 
Banking (Disclosure) (Amendment) (No. 2) Rules 2018 
 
11. The amendment proposed in the BDAR is to update the 
definition of “capital requirement” for disclosure purposes.  A reference 
to the new “Part 10” of the BCR (item (g) of paragraph 9) will be inserted 
in the definition such that the disclosure requirements will be expanded to 
cover the capital treatment in relation to concentration risk in sovereign 
exposures. 
 
 
LEGISLATIVE TIMETABLE 
 
12. The Commencement Notice, the BELR, the BCAR and the 
BDAR will be published in the Gazette on 16 November 2018 and tabled 
before LegCo at the sitting of 21 November 2018.  Subject to negative 
vetting by LegCo, 
 

(a) Part 4 (except section 34), and sections 15 and 16 of the BCAR 
will come into operation on 11 January 2019; 

 
(b) Part 2 (except sections 15 and 16) of the BCAR will come into 

operation on 1 April 2019; and 
 

(c) the remaining provisions of the BAO, the BELR, Part 3 and 
section 34 of the BCAR in relation to concentration risk in 
sovereign exposures and the BDAR will come into operation on 
1 July 2019. 
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IMPLICATIONS OF THE PROPOSALS 

13. The Commencement Notice, the BELR, the BCAR and the
BDAR are intended to bring the regulatory regime in Hong Kong up-to-
date and in line with international standards.  They will enhance the
resilience of banks, ensure the stability of the banking system and
reinforce Hong Kong’s status as an international financial centre.

14. The four pieces of subsidiary legislation are in conformity with
the Basic Law, including the provisions concerning human rights.  The
proposed subsidiary legislation will not affect the binding effect of the
BO.

PUBLIC CONSULTATION 

15. At the meeting of the LegCo Panel on Financial Affairs on 5
November 2018, the Hong Kong Monetary Authority (“HKMA”) briefed
members on the key features of the BELR, the BCAR and the BDAR.
At the preceding two meetings of the Panel in February and May 2018,
the HKMA also briefed members on the relevant background to these
rules.

16. The HKMA has engaged the banking industry in formulating
the policy proposals contained in the BELR and the BCAR through a
series of consultations in 2018.  Pursuant to sections 60A, 81A and 97C
of the BO, statutory consultations were conducted on the draft provisions
in the BELR, the BCAR and the BDAR in October 2018.  The HKMA
has taken into consideration comments received from the consultees8 on
the policy proposals and the draft provisions, and made adjustments as
appropriate.  The intent of certain provisions has also been clarified in
response to some comments raised during the consultation process.

8 For statutory consultations, these include 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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PUBLICITY 

17. We will issue a press release upon gazettal of the
Commencement Notice and the three sets of Rules.  The HKMA will
also issue a circular letter to all AIs.

ENQUIRIES 

18. Enquiries should be directed to Ms Eureka Cheung, Principal
Assistant Secretary for Financial Services and the Treasury (Financial
Services), at 2810 2067, or the following officers at the HKMA:

 Mr Martin Sprenger, Head (Research and Development), at 2878
8278 (on BELR Part 7 and BCAR Part 10);

 Mr Frank Leung, Head (Banking Policy), at 2878 1457 (on BELR,
other than Part 7); or

 Mr Richard Chu, Head (Banking Policy), at 2878 8276 (on BCAR,
other than Part 10 and BDAR).

Financial Services and the Treasury Bureau 
Hong Kong Monetary Authority 
14 November 2018 



Annex A



Annex B



















































































































































Annex C























































































Annex D




	LegCo_Brief_BELR_and_BCAR_clean
	eng. 'blue' of BAO 2018 (Commencement) (No. 2) Notice 2018
	BELR - 'blue' (Eng)
	Banking (Capital) (Amendment) Rules 2018
	Banking (Disclosure) (Amendment) (No. 2) Rules 2018

