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LEGISLATIVE COUNCIL BRIEF 

 

BANKING ORDINANCE 

(Cap. 155) 

 

Banking (Capital) (Amendment) Rules 2020 

 

 

INTRODUCTION 

 

  For the purpose of implementing the latest international standards 

on banking regulation promulgated by the Basel Committee on Banking 

Supervision (“Basel Committee”), the Monetary Authority has made the 

Banking (Capital) (Amendment) Rules 2020 (“BCAR”), at Annex, under 

section 97C of the Banking Ordinance (Cap. 155) to provide for – 

 

(a) a new method for calculating an authorized institution’s1 exposure 

amount of counterparty credit risk arising from derivative 

contracts, as set out in the document entitled “The standardised 

approach for measuring counterparty credit risk exposures” 

published by the Basel Committee in March 2014 (and revised in 

April 2014); and 

 

(b) the revised capital treatment of an authorized institution’s default 

fund contributions and exposures in respect of access to central 

clearing services for derivatives contracts through multiple layers 

of intermediaries, as set out in the document entitled “Capital 

requirements for bank exposures to central counterparties” 

published by the Basel Committee in April 2014. 

 

 

  

                                                      
1  Under the Banking Ordinance, an “authorized institution” refers to a bank, a restricted licence bank 

or a deposit-taking company licensed under the Ordinance. 
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JUSTIFICATIONS 

 

2.  The Basel Committee is an international body responsible for 

setting standards on banking regulation.  In the aftermath of the global 

financial crisis in 2007-08, the Basel Committee has introduced sweeping 

regulatory reforms aimed at enhancing the resilience of banks against 

future shocks.  Jurisdictions across the globe are required to implement 

more rigorous standards covering capital, liquidity, disclosure, exposure 

limits and other requirements for banks.  The two sets of revised Basel 

standards governing the treatment of banks’ counterparty credit risk 

exposures to derivatives trades, as set out in the Basel Committee’s 

publications named in paragraph 1 above, form an important part of the 

Basel III reform package to ensure the capital adequacy of banks.  

Complementing the global over-the-counter derivatives market reforms to 

promote central clearing of derivatives trades, the Basel standards are 

designed to better address the relevant risks observed in stress periods and 

reflect the prevailing risk management practices of banks. 

   

3.  As a member of the Basel Committee, it is incumbent upon Hong 

Kong to implement the international standards promulgated by the Basel 

Committee.  It is therefore necessary to amend the Banking (Capital) 

Rules (Cap. 155L; hereafter referred to as the “principal Rules”), which 

prescribe a capital adequacy framework for banks in accordance with the 

Basel standards, to implement the two sets of revised Basel standards for 

managing credit risks arising from counterparty default of a bank’s 

derivatives portfolios.  This will ensure the stability of our banking 

system and underline our status as an international financial centre that 

takes its international obligations seriously.        

 

The Standardised Approach for Measuring Counterparty Credit Risk 

Exposures (“SA-CCR”) 

 

4.  In accordance with “The standardised approach for measuring 

counterparty credit risk exposures” promulgated by the Basel Committee, 

the BCAR seek to introduce a new method, namely the “standardized 

(counterparty credit risk) approach” (“SA-CCR approach”), for calculating 

an authorized institution’s exposure amount of counterparty credit risk 

arising from derivatives contracts.  The SA-CCR approach will replace 
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the “current exposure method” (“CEM”) presently used by banks, which 

has been criticised for its limitations, including that there is no 

differentiation between margined and unmargined transactions, the 

supervisory add-on factors fail to reflect the level of volatilities observed 

during recent stress periods, and that the manner in which netting benefits 

are recognised is not reflective of the economically meaningful 

relationship between derivatives positions.  The SA-CCR approach 

provides a more robust method for measuring a bank’s risk exposures 

arising from derivative contracts entered into with counterparties in a way 

that better reflects the margining effects and the netting benefits.  

Compared with the CEM, the SA-CCR approach is more risk-sensitive, 

with various risk parameters in the calculation methodology recalibrated to 

reflect market volatilities observed during the global financial crisis.  It 

also provides more meaningful recognition of credit risk mitigation 

techniques (e.g. variation margin) that are more reflective of the risk 

management practices in the market. 

 

Capital Requirements for Bank Exposures to Central Counterparties 

(“CCP Standard”) 

 

5.  The BCAR also seek to revise the capital treatment of an 

authorized institution’s exposures arising from derivatives transactions 

cleared by central counterparties according to the Basel Committee’s 

promulgation in the “Capital requirements for bank exposures to central 

counterparties”.  The existing method in the principal Rules for 

calculating the capital requirements of an authorized institution’s 

exposures arising from its contribution to the default fund of a qualifying 

central counterparty (“QCCP”)2 will be replaced by a new methodology 

under which the SA-CCR approach will be used to determine a QCCP’s 

counterparty credit risk exposures to its clearing members.  This apart, a 

cap will be set on an authorized institution’s total capital charges for its 

exposures to a QCCP, and a multi-level client structure will be introduced 

with capital treatments of exposures between clients within the structure 

                                                      
2  QCCPs are central clearing houses of over-the-counter derivatives contracts subject to prudential 

supervision by competent regulators.  In recognition of this fact, banks’ exposures to QCCPs are 

allowed more preferential capital treatment than those to other clearing houses.  A bank may utilise 

a QCCP for clearing derivatives contracts by directly becoming a member of the clearing house, or 

it may clear its derivatives contracts at the QCCP indirectly through intermediaries.  Default fund 

is a mutualised loss-sharing arrangement contributed by members, under which non-defaulting 

clearing members may be required to share losses due to a default of another clearing member. 
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clearly laid down in the principal Rules.  Working together, the revised 

standards aim to ensure that there are incentives for banks to mitigate the 

counterparty credit risks arising from bilateral transactions by adopting 

central clearing services for derivatives contracts, and that banks handle 

their exposures to central counterparties in a risk-sensitive manner. 

 

6.  The opportunity is taken to introduce miscellaneous amendments, 

which are all technical in nature, to enhance clarity of certain existing 

provisions in the principal Rules.  Such primarily include amendments to 

refine the capital treatment under the securitisation framework to reflect 

certain common practices relating to the origination of securitisation 

transactions.   

 

 

THE SUBSIDIARY LEGISLATION 

 

7.  The key amendments proposed in the BCAR are as follows – 

 

SA-CCR 

 

(a) Sections 10A, 10B, 10C and 10D – Revisions are made such that 

an authorized institution must use SA-CCR to measure its 

counterparty credit risk exposure, unless it is one that currently 

uses the “basic approach” 3  for calculating credit risk capital 

requirement, in which case it may use a modified CEM4 instead 

of SA-CCR; 

 

(b) Parts 4, 5 and 6 – Existing provisions related to CEM are repealed.  

Corresponding new provisions related to SA-CCR, together with 

other provisions relating to the measurement of counterparty 

credit risk exposure arising from securities financing transactions5, 

                                                      
3  The “basic approach” is one of the three approaches prescribed in the principal Rules for risk-

weighting an authorized institution’s credit exposures. 

 
4  Intended for use by smaller authorized institutions with limited scale of operations, the modified 

CEM follows the design of the existing CEM but is updated with certain modifications in risk 

parameters to align with those in the SA-CCR. 

 
5  Securities financing transactions refer to repo, reverse repo and securities lending/borrowing 

transactions. 
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are relocated to Part 6A (Calculation of Counterparty Credit Risk), 

for the purpose of consolidating under Part 6A provisions in the 

principal Rules relating to the capital treatment of CCR exposures; 

 

(c) New Divisions 1A, 2A and 2B of Part 6A – The new divisions set 

out respectively SA-CCR, modified CEM and the provisions 

related to securities financing transactions relocated from other 

parts of the principal Rules; 

 

CCP Standard 

 

(d) Division 4 of Part 6A – Some of the existing provisions in sections 

226X and 226Y are superseded by new provisions to prescribe the 

new capital treatment for default fund contributions made to 

QCCPs.  New provisions are also inserted to set out the capital 

treatment for exposures between clients within a multi-level client 

structure; 

 

(e) New Schedule 16 – The new schedule provides for a transitional 

arrangement for authorized institutions to treat existing QCCPs in 

jurisdictions which have yet to implement SA-CCR6 as QCCPs 

under the revised Division 4 of Part 6A for risk-weighting 

purposes; and  

 

Others 

 

(f) Section 230 and Schedule 10 – Revisions are made to specify 

(i) the conditions that must be met in order for unfunded credit 

protection provided by a special purpose vehicle in a 

securitisation transaction to be recognised to mitigate credit risk; 

and (ii) how the credit protection should be taken into account in 

                                                      
6  Under the CCP Standard, a clearing house can be regarded as a QCCP (hence subject to more 

preferential capital treatment) only if it can provide certain data relating to its counterparty credit 

risk exposures to clearing members measured based on the SA-CCR approach.  The transitional 

arrangement is in line with that adopted in major jurisdictions for accommodating time differences 

among jurisdictions in implementing SA-CCR. 
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calculating the capital requirement for assets securitised through 

the transaction. 

 

 

LEGISLATIVE TIMETABLE 

 

8.  The subsidiary legislation will be published in the Gazette on 24 

April 2020 and tabled before the Legislative Council (“LegCo”) at its 

sitting of 29 April 2020.  Subject to negative vetting by LegCo, the BCAR 

will come into operation on 30 June 2021.7 

 

 

IMPLICATIONS OF THE PROPOSALS 

 

9.  The amendments proposed in the BCAR are intended to bring the 

regulatory regime in Hong Kong up-to-date and in line with international 

standards.  They will further enhance the resilience of banks, thereby 

contributing to the overall stability of the banking system.   

 

10.  The BCAR are in conformity with the Basic Law, including the 

provisions concerning human rights.  The proposed amendments will not 

affect the current binding effect of the Banking Ordinance. 

 

 

PUBLIC CONSULTATION 

 

11.  At the meeting of the LegCo Panel on Financial Affairs (“FA 

Panel”) on 23 May 2016, the Hong Kong Monetary Authority (“HKMA”) 

briefed members on the key features of the SA-CCR and the CCP Standard.  

Further updates on the implementation progress of the two Basel standards 

were provided to the FA Panel at its meetings in May 2019 and March 2020. 

 

 
                                                      
7  Originally scheduled to take effect internationally on 1 January 2017, implementation of the SA-

CCR and the CCP Standard has been deferred in some major jurisdictions (including Singapore, the 

United States and the European Union) in order to accommodate local circumstances.  To facilitate 

cross-border harmonisation and ensure a level-playing field for authorized institutions in Hong 

Kong vis-à-vis their overseas counterparts on the adoption of these standards, the implementation 

date for Hong Kong has likewise been deferred to 30 June 2021 to align with the implementation 

timelines in these jurisdictions. 
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12.  HKMA has closely engaged the banking industry in the course of 

formulating the legislative amendments, through industry consultations 

conducted in October 2015 and August 2018, and statutory consultation 

conducted in March 2020 pursuant to the Banking Ordinance. 8   The 

BCAR have taken into consideration comments received from the banking 

community on the policy proposals and the draft provisions, with 

adjustments made as appropriate. 

 

 

PUBLICITY 

 

13.  We will issue a press release upon gazettal of the BCAR.  HKMA 

will also issue a circular letter to all authorized institutions. 

 

 

ENQUIRIES 

 

14.  For enquiries, please contact Ms Eureka Cheung, Principal 

Assistant Secretary for Financial Services and the Treasury (Financial 

Services), at 2810 2067, or Mr Richard Chu, Head (Banking Policy) of 

HKMA, at 2878 8276. 

 

 

 

Financial Services and the Treasury Bureau 

Hong Kong Monetary Authority 

22 April 2020 

 

                                                      
8  Pursuant to the Banking Ordinance, parties included in the statutory consultation cover the Banking 

Advisory Committee, the Deposit-taking Companies Advisory Committee, the Hong Kong 

Association of Banks and the DTC Association. 
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