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Banking (Capital) (Amendment) Rules 2023

(Made by the Monetary Authority under section 97C 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)

Part 1

Preliminary

1. Commencement

(1) Subject to subsection (2), these Rules come into operation
on 1 April 2024.

(2) Parts 3, 4 and 5 come into operation on a day to be
appointed by the Monetary Authority by notice published
in the Gazette.

2. Banking (Capital) Rules amended

The Banking (Capital) Rules (Cap. 155 sub. leg. L) are
amended as set out in Parts 2 to 5.
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Part 2
Non-Basel III Related Amendments

3. Section 2 amended (interpretation)
(1) Section 2(1), definition of commodity-related derivative
contract, before “has”—
Add
“,in relation to the calculation of market risk,”.
(2) Section 2(1)—
Add in alphabetical order
“IPO means an initial public offering;”.
4. Section 3A repealed (minimum capital adequacy ratio applicable
to authorized institutions in 2013 and 2014)
Section 3A—
Repeal the section.
5. Section 3B amended (minimum capital adequacy ratio applicable
to authorized institutions from 2015)
(1) Section 3B, heading—
Repeal
“from 2015”.
(2) Section 3B—
Repeal

“on and after 1 January 2015”.
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6. Section 3D amended (authorized institution must notify
Monetary Authority of failure to have minimum capital adequacy
ratio)
Section 3D—
Repeal
“3A or”.
7. Section 3F amended (distribution payment requirements)
Section 3F—

Repeal subsection (1).

8. Section 3J amended (what authorized institution must do where
net CET1 capital ratio above buffer level)

Section 3J—
Repeal subsection (1).

9. Section 3K amended (what authorized institution must do where
net CET1 capital ratio not above buffer level)

Section 3K—
Repeal subsection (1).

10. Section 3L amended (other requirements)
Section 3L—
Repeal subsection (1).

11. Section 3M amended (CB ratio)
Section 3M—
Repeal
everything after “3G”
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Substitute
“18 2.5%.”.

12. Section 3P amended (applicable JCCyB ratio for jurisdiction
outside Hong Kong)

(1) Section 3P—
Repeal subsection (2).
(2) Section 3P(3)—
Repeal
“Subject to subsection (2)”
Substitute
“For this Part”.
(3) Section 3P(4)—
Repeal

“risks posed to the institutions because of the excessive
credit growth in the”

Substitute

“identified system-wide risks related to that”.
(4) Section 3P(5)—

Repeal

“(2), (6), (7), (8), (9) and (10)”

Substitute

“(6), (7), (8) and (9)”.
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13.

)

(6)

(7)

(8)

Section 3P(7)—

Repeal

“Subject to subsections (2) and (10), if”
Substitute

“If”.

Section 3P(8)—

Repeal

“subsections (9) and (10)”
Substitute

“subsection (9)”.

Section 3P(9)—

Repeal

“subject to subsection (10),”.
Section 3P—

Repeal subsection (10).

Section 3Q amended (applicable JCCyB ratio for Hong Kong)

(1)

2)

Section 3Q—

Repeal subsection (1).

Section 3Q—

Repeal subsections (2), (3) and (4)
Substitute

“(2) The applicable JCCyB ratio for Hong Kong is the
applicable JCCyB ratio announced by the Monetary

Authority under subsection (3).
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€)

(4)

©)

(3) Subject to subsection (7), the Monetary Authority
may announce, in accordance with subsection (10), a
ratio of 0% or greater that the Monetary Authority
considers prudent to be the applicable JCCyB ratio
for Hong Kong.

(4) In determining under subsection (3) whether a ratio
is prudent, the Monetary Authority may take into
account—

(a) the extent of risks for the financial system of
Hong Kong; and

(b) any other matters the Monetary Authority
considers relevant.”.

Section 3Q—

Repeal subsections (5) and (6).

Section 3Q(7)—

Repeal

“The Monetary Authority may announce”
Substitute

“The Monetary Authority may, after consulting the
Banking Advisory Committee, the Deposit-taking
Companies Advisory Committee, The Hong Kong
Association of Banks and The DTC Association,
announce”.

Section 3Q(7)(b)—

Repeal

“pace of credit growth did not slow to any material
extent”

Substitute

“system-wide risks did not materially recede”.
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(6) Section 3Q(7)(c)—
Repeal

“excessive credit growth and the build-up of system-wide
risks in”

Substitute

“the build-up of system-wide risks for”.
(7) Section 3Q(9)—

Repeal

“associated with a period of excessive credit growth”.
(8) Section 3Q(10)—

Repeal

“(6),”.

14. Section 3T amended (HLA ratio as applicable to G-SIB)
Section 3T(2)—
Repeal
everything after “concerned”
Substitute

“must be not less than 1% and not more than 3.5%.”.

15. Section 3V amended (HLA ratio as applicable to D-SIB)
Section 3V(2)—
Repeal
everything after “concerned”
Substitute
“must be not less than 1% and not more than 3.5%.”.
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16. Section 43 amended (deductions from CET1 capital)
Section 43(1)(n)—
Repeal
“any capital investment in a connected company of the
institution where that connected company is a commercial
entity to the extent that the net book value of such
investment”
Substitute
“in respect of any capital investment in a connected
company of the institution where that connected company
is a commercial entity, that part of the net book value of
the investment that”.
17. Section 54 amended (classification of exposures)
After section 54(i)—
Add
“(ia) exposures falling within section 64A;”.
18. Section 64 amended (regulatory retail exposures)

(1)

2)

Section 64(2)(b)(i1)—
Repeal

“unlisted.”

Substitute

“unlisted;”.

After section 64(2)(b)(ii)—
Add

“(iil) an exposure falling within section 64A.”.
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19. Section 64A added
After section 64—
Add

“64A. Exposures arising from IPO financing

(1) This section applies to a credit facility granted by an
authorized institution to a securities firm, a small
business, a corporate or an individual (borrower) if—

(a) the facility is granted by the institution solely
for the purpose of financing the borrower’s
subscription of securities to be listed on The
Stock Exchange of Hong Kong Limited through
an IPO;

(b) the settlement process of the IPO is conducted
on the Fast Interface for New Issuance operated
by Hong Kong Securities Clearing Company
Limited; and

(c) the money advanced by the institution under
the facility is still legally owned and held by,
and under the control of, the institution until
the settlement of the payment for the securities
successfully subscribed.

(2) The institution may allocate a risk-weight of 0% to
its exposure arising from the facility during the
period between the time the commitment to extend
the facility is made by the institution and the time—

(a) payment for the securities successfully
subscribed is made by the institution to the
receiving bank of the issuer of the securities; or
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(b) if the IPO is cancelled before the payment
referred to in paragraph (a) is made, the
outstanding loan amount under the facility is
fully repaid.”.
20. Section 66 amended (other exposures which are not past due
exposures)
Section 66(1)(b)(ii), after “64,”—
Add
“64A,.
21. Section 67 amended (past due exposures)
Section 67(1), after “64,”—
Add
“64A,.
22. Section 108 amended (classification of exposures)
After section 108(d)—
Add
“(da) exposures falling within section 113A;”.
23. Section 113A added

After section 113—
Add

“113A. Exposures arising from IPO financing

(1) This section applies to a credit facility granted by an
authorized institution to a corporate or an individual
(borrower) it—
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2)

)

(a)

(b)

(©)

the facility is granted by the institution solely
for the purpose of financing the borrower’s
subscription of securities to be listed on The
Stock Exchange of Hong Kong Limited through
an IPO;

the settlement process of the IPO is conducted
on the Fast Interface for New Issuance operated
by Hong Kong Securities Clearing Company
Limited; and

the money advanced by the institution under
the facility is still legally owned and held by,
and under the control of, the institution until
the settlement of the payment for the securities
successfully subscribed.

The institution may allocate a risk-weight of 0% to
its exposure arising from the facility during the
period between the time the commitment to extend
the facility is made by the institution and the time—

(a)

(b)

payment for the securities successfully
subscribed is made by the institution to the
receiving bank of the issuer of the securities; or

if the IPO is cancelled before the payment
referred to in paragraph (a) is made, the
outstanding loan amount under the facility is
fully repaid.

In this section—

corporate (1%#) means—

(a)
(b)

a company; or

a partnership or any other unincorporated body,

that is not a public sector entity, multilateral
development bank or bank.”.
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24, Section 116 amended (other exposures)
Section 116(1)(b)(ii), after “113,”—
Add
“113A,”.

25. Section 202B added
Part 6, Division 9, after section 202A—
Add

“202B. Capital treatment of IPO financing

An authorized institution may apply section 64A, with all
necessary modifications, to determine the risk-weight for
the purpose of calculating the risk-weighted amount of
the exposures arising from [PO financing in respect of the
institution’s corporate, bank and retail exposures.”.

26. Section 226A amended (interpretation of Part 6A)
Section 226A—

Add in alphabetical order

“commodity-related derivative contract (7 i BB f1T4E T H
4 #7) means a derivative contract the value of which
is determined by reference to the value of, or any
fluctuation in the value of, one or more commodities
(within the meaning of paragraph (a) of the
definition of commodity in section 2(1));”.

27. Section 226X amended (exposures of clearing members to
qualifying CCPs)

Section 226X(4), Formula 23K, paragraph (a), before “unless
otherwise”—
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Add

“subject to section 226Y(6A) and”.

28. Section 226Y amended (provisions supplementary to section

226X(4))

After section 226Y(6)—

Add

“(6A)

If a qualifying CCP (first QCCP) has a link to
another qualifying CCP (second QCCP) such that an
authorized institution, as a clearing member of the
first QCCP, is able to centrally clear transactions
carried out with the second QCCP’s clearing
members or their clearing clients without the need of
the institution to become the second QCCP’s clearing
member or its clearing client, for the purposes of
section 226X(4)—

(a)

(b)

(©

the second QCCP may be treated as if it were a
clearing member of the first QCCP;

in calculating the Kgep of the first QCCP
referred to in paragraph (a) of Formula 23K, a
risk-weight of 2%, instead of the risk-weight of
20% required under that paragraph or the risk-
weight specified by the Monetary Authority
under section 226X(5), may be allocated to the
first QCCP’s default risk exposure to the second
QCCEP calculated in accordance with paragraphs
54.28 to 54.35 of the Basel CCR Rules; and

for any asset posted to the first QCCP by the
institution for the purposes of the link that
could be used by that QCCP as both initial
margin and contribution to the mutualized loss
sharing arrangement in relation to the link, the
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institution must treat the asset as a default fund
contribution.”.

29, Section 270 substituted
Repeal the section
Substitute

“270. Determination of risk-weights of securitization exposures

(1)

2)

If, for a securitization transaction, the total nominal
amount of the underlying exposures whose
delinquency status is unknown to an authorized
institution is equal to or less than 5% of the total
nominal amount of the entire pool of underlying
exposures, the institution must determine the risk-
weight of a securitization exposure to the transaction
in accordance with section 271.

If, for a securitization transaction, the total nominal
amount of the underlying exposures whose
delinquency status is unknown to an authorized
institution exceeds 5% of the total nominal amount
of the entire pool of underlying exposures, the
institution must allocate a risk-weight of 1 250% to a
securitization exposure to the transaction.”.

30. Section 273 amended (calculation of capital charge factor for
underlying exposures)

Section 273(2)—
Repeal

(1)

“If an authorized institution knows the delinquency status
for more than 5%, but not all, of the total nominal
amount of the entire pool of underlying exposures of a
securitization transaction”
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Part 2
Section 31

(2)
31.

Substitute

“If an authorized institution does not know the
delinquency status for the entire pool of underlying
exposures of a securitization transaction, but the total
nominal amount of the underlying exposures whose
delinquency status is unknown to the institution is equal
to or less than 5% of the total nominal amount of the
pool”.

Section 273(2), Formula 27L, heading—
Repeal

“K, when Delinquency Status for more than 5% (but not
all) of Total Nominal Amount of Pool of Underlying
Exposures is Known”

Substitute

“K, when 5% or less (but not 0%) of Total Nominal
Amount of Pool of Underlying Exposures whose
Delinquency Status is Unknown”.

Schedule 1 amended (specifications for purposes of certain
definitions in these Rules)

(1)

2)

Schedule 1, Part 1, after item 14—
Add
“15. Hong Kong Housing Society
16.  West Kowloon Cultural District Authority”.
Schedule 1, Part 10, item 4—
Repeal
“Community”
Substitute

“Union”.
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32. Schedule 4D amended (requirements to be met for minority

interests and capital instruments issued by consolidated bank
subsidiaries and held by third parties to be included in authorized
institution’s capital base)

(1)

2)

)

4

Schedule 4D, section 3(1A)(a)(i)—
Repeal

“sections 3A and”

Substitute

“section”.

Schedule 4D, section 3(1A)(a)(il)—
Repeal

“2.5%”

Substitute

“the buffer level applicable to the subsidiary under section
3G”.

Schedule 4D, section 3(1A)(b)(i)—
Repeal

“sections 3A and”

Substitute

“section”.

Schedule 4D, section 3(1A)(b)(ii)—
Repeal

“2.5%”

Substitute

“the buffer level applicable to the institution under section
3G”.
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)

(6)

(7)

(8)

©)

Schedule 4D, section 3(1B)(a)—
Repeal

“sections 3A and”

Substitute

“section”.

Schedule 4D, section 3(1B)(b)—
Repeal

“2.5%”

Substitute

“the buffer level applicable to the institution under section
3G”.

Schedule 4D, section 4(1A)(a)(i)—
Repeal

“sections 3A and”

Substitute

“section”.

Schedule 4D, section 4(1A)(a)(il)—
Repeal

“2.5%”

Substitute

“the buffer level applicable to the subsidiary under section
3G”.

Schedule 4D, section 4(1A)(b)(i)—
Repeal

“sections 3A and”

Substitute

“section”.
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(10)

(11)

(12)

(13)

(14)

Schedule 4D, section 4(1A)(b)(ii)—
Repeal

“2.5%”

Substitute

“the buffer level applicable to the institution under section
3G”.

Schedule 4D, section 4(1B)(a)—
Repeal

“sections 3A and”

Substitute

“section”.

Schedule 4D, section 4(1B)(b)—
Repeal

“2.5%”

Substitute

“the buffer level applicable to the institution under section
3G”.

Schedule 4D, section 5(1A)(a)(i)—
Repeal

“sections 3A and”

Substitute

“section”.

Schedule 4D, section 5(1A)(a)(ii)—
Repeal

“2.5%”

Substitute
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(15)

(16)

(17)

(18)

“the buffer level applicable to the subsidiary under section
3G”.

Schedule 4D, section 5(1A)(b)(i)—
Repeal

“sections 3A and”

Substitute

“section”.

Schedule 4D, section 5(1A)(b)(il)—
Repeal

“2.5%”

Substitute

“the buffer level applicable to the institution under section
3G”.

Schedule 4D, section 5(1B)(a)—
Repeal

“sections 3A and”

Substitute

“section”.

Schedule 4D, section 5(1B)(b)—
Repeal

“2.5%”

Substitute

“the buffer level applicable to the institution under section
3G”.
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Part 3

Amendments in relation to Credit Risk, Output Floor,
Operational Risk and Sovereign Concentration Risk

33.

Section 2 amended (interpretation)

(1) Section 2(1)—

2)

Repeal

“, unless the context otherwise requires”.
Section 2(1), definition of bank—
Repeal paragraph (b)

Substitute

“(b)

subject to subsection (7), a financial institution (other
than an authorized institution) incorporated outside
Hong Kong—

(i) that is licensed or authorized to take deposits
from the public of the jurisdiction in which it is
incorporated or it has an establishment; and

(1) that is either—

(A)

(B)

an internationally active financial
institution subject to appropriate
prudential standards (including regulatory
capital and liquidity requirements) and
level of supervision in accordance with the
Basel Framework; or

a financial institution (other than an
internationally active financial institution)
subject to appropriate prudential standards
determined by the banking supervisory
authority of the jurisdiction in which it is
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incorporated that include at least a
minimum regulatory capital requirement;”.

(3) Section 2(1), definition of commodity, paragraph (a)(ii)—
Repeal
“inflation); or”
Substitute
“inflation);”.
(4) Section 2(1), definition of commodity—
Repeal paragraph (b)
Substitute

“(b) in relation to the calculation of market risk—means
any precious metal (other than gold), base metal,
non-precious metal, energy, agricultural asset or
other physical product that is traded on an exchange;
and”.

(5) Section 2(1), definition of commodity, after paragraph
(b)—
Add

“(c) in relation to the calculation of credit risk (other
than counterparty credit risk)—means any item
falling within paragraph (a)(i) that is traded on an
exchange;”.

(6) Section 2(1)—
Repeal the definition of credit quality grade
Substitute
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“credit quality grade ({5 FI'E & 55—

(a)

(b)

except in Part 8, means a grade represented by a
numeral to which an ECAI rating is mapped in
accordance with an LT ECAI rating mapping
table or an ST ECALI rating mapping table; and

in Part 8 means a grade represented by a
numeral to which an ECAI rating is mapped in
accordance with Schedule 11 or 14 to the pre-
amended Rules (within the meaning of section
287A) or Schedule 6, 8 or 11 (all as in force
immediately before the commencement date of
Part 3 of the Banking (Capital) (Amendment)
Rules 2023);”.

(7) Section 2(1)—
Repeal the definition of ECAI issue specific rating

Substitute

“ECAI issue specific rating (ECALFF € & HFTFAR)—

(a)

(b)

©

in relation to an exposure, subject to paragraphs
(b) and (c), means a short-term credit
assessment rating or long-term credit assessment
rating that is assigned to the exposure by a Type
A ECAI or a Type B ECAL

in relation to an exposure that is a securitization
exposure, has the meaning given by section
227A; and

in relation to an exposure in section 287, has
the meaning given by section 287(11);”.

(8) Section 2(1)—
Repeal the definition of ECAI issuer rating

Substitute
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©)

(10)

(11)

“ECAI issuer rating (ECATEE NFF4K), in relation to any
person (however described)—

(a) except in section 287, means a long-term credit
assessment rating that is assigned to the person
by a Type A ECAI or a Type B ECAI; and

(b) in section 287, has the meaning given by section
287(11);”.

Section 2(1)—

Repeal the definition of exposure amount
Substitute

“exposure amount (JEF 75 BUAH)—

(a) in relation to the STC approach, has the
meaning given by section 51(1);

(b) in relation to the BSC approach, has the
meaning given by section 105; and

(c) in relation to a securitization transaction, has
the meaning given by section 227(1);”.

Section 2(1)—

Repeal the definition of external credit assessment
institution

Substitute

“external credit assessment institution (9Ni¥E F FFAS )
means an institution that is on the list published on
the Monetary Authority’s website under section
4B(3);”.

Section 2(1)—

Repeal the definition of financial instrument

Substitute



Banking (Capital) (Amendment) Rules 2023

Part 3 L.N. 167 of 2023
Section 33 B4481

“financial instrument (4@ TH) includes a financial
instrument in any one or more of the following
forms—

(a) a written document;

(b) information recorded in the form of an entry in
a book of account;

(¢) information recorded (by means of a computer
or otherwise) in a non-legible form but is
capable of being reproduced in a legible form;”.

(12)  Section 2(1), definition of foreign public sector entity—
Repeal paragraph (b)
Substitute
“(b) the Basel Framework;”.
(13) Section 2(1), definition of insurance firm, paragraph
(a)(i)—
Repeal
“country”
Substitute
“jurisdiction”.
(14)  Section 2(1), definition of internal model—
Repeal
“, market risk or operational risk”
Substitute
“or market risk”.
(15) Section 2(1)—

Repeal the definition of long-term ECAI issue specific
rating
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Substitute
“long-term ECAI issue specific rating (= AECAIFT & fEIH
#F#%) means an ECAI issue specific rating that is a
long-term credit assessment rating;”.
(16) Section 2(1)—
Repeal the definition of non-securitization exposure
Substitute
“non-securitization  exposure (I T LB AR IE)
means an exposure that is not a securitization
exposure;”.
(17) Section 2(1), definition of outstanding default risk
exposure, paragraph (b)(i)—
Repeal
“default risk exposures”
Substitute
“the amounts of the default risk exposures”.
(18) Section 2(1)—

Repeal the definition of positive current exposure

Substitute

“positive current exposure (3117 EFRANE FE), in relation
to a transaction of an authorized institution in
securities, foreign exchange or commodities that is
outstanding after the settlement date in respect of

the transaction, means the risk of loss to the
institution on the difference between—

(a) the transaction valued at the agreed settlement
price; and

(b) the transaction valued at the current market
price;”.
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(19)  Section 2(1), definition of risk-weighted amount for credit
risk—
Repeal paragraph (a)
Substitute

“(a) the institution’s non-securitization exposures to credit
risk calculated in accordance with one or more of
Parts 4, 5 and 6 and Division 4 of Part 6A, as the
case requires;”.

(20)  Section 2(1), definition of risk-weighted amount for credit
risk—
Repeal paragraph (b)
Substitute

“(b) the institution’s securitization exposures to credit risk
calculated in accordance with Part 7; and

(c) the institution’s CVA risk calculated by using the
standardized CVA method, the advanced CVA
method or a combination of those 2 methods, as the
case requires;”.

(21) Section 2(1), Chinese text, definition of 7z /M 1y Ki
IRES B —

Repeal
“HIE”.
(22) Section 2(1)—
Repeal the definition of SA-CCR risk-weighted amount
Substitute

“SA-CCR risk-weighted amount (SA-CCRJEF IIHEBAR),
in relation to a netting set of an authorized
institution with a counterparty that contains one or
more derivative contracts, means the product of—
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(a) either one of the following amounts calculated
by using the SA-CCR approach—

(1)

(ii)

(b) the

if the institution calculates the credit risk
for exposures to the counterparty by using
the IRB approach—the outstanding
default risk exposure in respect of the
netting set; or

in any other case—the exposure amount of
the default risk exposure in respect of the
netting set; and

risk-weight applicable to the amount

referred to in paragraph (a) determined in
accordance with Part 4, 5 or 6 or Division 4 of
Part 6A, as the case requires;”.

(23)  Section 2(1)—

Repeal the definition of securities firm

Substitute

“securities firm (#5551 5%)—

(a) means an entity (other than a bank)—

()

(i)

that is authorized and supervised by a
securities regulator under the law of a
jurisdiction other than Hong Kong; and

that is subject to supervisory arrangements
regarding the maintenance of adequate
capital to support its business activities
comparable to those prescribed for
authorized institutions under the
Ordinance and these Rules; and
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(24)

(25)

(26)

(b) includes a licensed corporation that has been
granted a licence to carry on a regulated activity
by the Securities and Futures Commission; but

(c) does not include a credit rating agency that is
authorized by a securities regulator outside
Hong Kong or the Securities and Futures
Commission to provide credit rating services;”.

Section 2(1), definition of sovereign concentration risk,

paragraph (a)—
Repeal

“country”

Substitute
“jurisdiction”.
Section 2(1), English
supervisory haircut—
Repeal

“Table”

Substitute

“Tables”.

Section 2(1)—

text, definition of standard

Repeal the definition of trade-related contingency

Substitute

“trade-related contingency (8 7 B H H), in relation
to an authorized institution, means an off-balance
sheet exposure of the institution arising from a self-
liquidating trade letter of credit—



Part 3
Section 33

Banking (Capital) (Amendment) Rules 2023

L.N. 167 of 2023

(a) that has an original maturity below 1 year; and
(b) that is associated with the movement of goods,

including such an exposure arising from issuing or
confirming a letter of credit, from acceptance on a

trade bill or from shipping guarantee;”.

(27)  Section 2(1), definition of tranche—
Repeal

(28)

(29)

“, except in section 348,”.

Section 2(1), Chinese text, definition of STM #f 3 %—

Repeal

cc% ’ LE)

Substitute

Section 2(1)—

(a) definition of alternative standardized approach;
(b) definition of ASA approach;

(c) definition of basic indicator approach;

(d) definition of BIA approach;

(e) definition of CARE Ratings Limited,

(f) definition of CEM risk-weighted amount;

(g) definition of CRISIL Ratings Limited,

(h) definition of Fitch Ratings;

(1) definition of gross income;

() definition of ICRA Limited,

(k) definition of IRB coverage ratio;

(1) definition of Japan Credit Rating Agency, Ltd.;

(m)

definition of last 3 years;
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(n) definition of Moody’s Investors Service;

(o) definition of past due exposure;

(p) definition of PDILGD approach;

(q) definition of Rating and Investment Information, Inc.;
(r) definition of residential mortgage loan;

(s) definition of standardized business line;

(t) definition of standardized (operational risk)
approach;

(u) definition of STO approach;
(v) definition of S&P Global Ratings;
(w) definition of transitional period—
Repeal the definitions.
(30) Section 2(1)—
Add in alphabetical order
“Basel Framework (I FETHESE) means—
(a) the current Basel Framework; or

(b) other standards (including FAQs) for the
regulation and supervision of banks published
by the Basel Committee in or after 2006 that
have been superseded by the current Basel
Framework;

covered bond (‘& 7E 7 2 fE7%), in relation to the calculation
of the risk-weighted amount for credit risk, means a
bond issued by a bank or mortgage institution—

(a) that is subject to relevant laws or regulations
specially designed to protect the holders of the
bond; and
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(b) the proceeds from the issue of which must, in
conformity with those relevant laws or
regulations, be invested in assets that—

(1) during the whole period of the validity of
the bond, are capable of covering claims
attached to the bond; and

(i) in the event of the failure of the issuer of
the bond, would be used on a priority
basis for the reimbursement of the
principal and payment of the accrued
interest;

current Basel Framework (BTEZETIHESE) means the
consolidated Basel Framework launched by the Basel
Committee in December 2019 comprising standards
and the associated FAQs, as amended or
supplemented from time to time, that are currently in
force according to the Basel Committee’s
implementation timeline;

eligible covered bond (7 &N EEE ZET5), in relation to
the STC approach and the BSC approach, means a
covered bond that meets all the conditions specified
by the Monetary Authority under section 59D(4);
home jurisdiction (J5\J& 715§ R), in relation to a Type
B ECAI, means—
(a) the jurisdiction in which the Type B ECAI is
incorporated; or

(b) another jurisdiction specified by the Monetary
Authority in a restriction published under
section 4B(3) for the Type B ECAL;

IRB adoption class (IRBIRM%N) means a class of
exposures specified in Table 1AAB;
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LT ECAI rating mapping table (LT ECAIGFEERACE )
means a table made by the Monetary Authority
under section 4B(2) that includes the mapping of
ECAI issuer ratings and long-term ECAI issue
specific ratings to credit quality grades;

qualifying non-bank financial institution (5 &M IEERITE
Rl #H5) means an entity (other than a bank)—

(a)

(b)

©

that is a licensed corporation licensed and
supervised by the Securities and Futures
Commission (except a licensed corporation that
has been licensed for Type 10 regulated activity
(within the meaning of the Securities and
Futures Ordinance (Cap. 571)));

that is an authorized insurer or a designated
insurance holding company within the meaning
of the Insurance Ordinance (Cap. 41); or

that is incorporated in a jurisdiction other than

Hong Kong and is authorized by a regulator

under the law of that jurisdiction to carry on

financial activities in that jurisdiction, if the
relevant banking supervisory authority in that
jurisdiction—

(1) determines that the regulatory and
supervisory standards imposed on the
entity by its regulator are comparable to
those (including capital and liquidity
requirements) that are imposed on banks
incorporated in that jurisdiction; or

(i) has implemented capital standards
consistent with the current Basel Framework
and permits banks incorporated in that
jurisdiction to treat exposures to the entity
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as exposures to a bank for the purpose of
complying with the capital standards;

revolving (153%)—

(a)

(b)

for the purposes of Parts 4 and 6 and Schedule 6,
and in relation to a facility granted by an
authorized institution to an obligor, means that
the obligor’s outstanding balance under the
facility is permitted to fluctuate based on the
obligor’s decisions to borrow and repay, up to a
limit agreed with the institution; and

for the purposes of Part 7, has the meaning
given by section 227(1);

ST ECAI rating mapping table (ST ECAIGTAKFCE )
means a table made by the Monetary Authority
under section 4B(2) that includes the mapping of
short-term ECAI issue specific ratings to credit
quality grades;

transactor (3Z 55 )—

(a)

in relation to a revolving facility that has at
least one scheduled repayment date during the
previous 12 months, where all or part of the
outstanding balance under the facility as at a
predefined reference date is due for repayment
at the succeeding scheduled repayment date
(such as a credit card or charge card), means an
obligor in respect of the facility who—

(1) has repaid in full the balance due under
the facility at each scheduled repayment
date for the previous 12 months; or

(i) has no balance due under the facility over
the previous 12 months; or



Banking (Capital) (Amendment) Rules 2023

Part 3 L.N. 167 of 2023
Section 33 B4501

(b) in relation to an overdraft facility or a similar
revolving facility that can be drawn and repaid
at any time, means an obligor in respect of the
facility who has not made any drawdown under
the facility in the previous 12 months;

Type A ECAI (AJHECAI) means an ECAI other than a
Type B ECALI

Type B ECAI (BSAECAI) means an ECAI the use for the
purposes of these Rules of the credit assessment
ratings issued by which is subject to one or more
restrictions published by the Monetary Authority
under section 4B(3);

unspecified multilateral body (J+5W £ B4 %%) means an
entity (other than a multilateral development bank)—

(a) that is established by a group of countries to
provide financing and professional advice for
economic and social development projects;

(b) that has—
(1) a large sovereign membership;

(i) its own independent legal and operational
status; and

(i) a mandate similar to the mandates of
multilateral development banks; and

(c) a considerable number of the owners of which

are also the owners of multilateral development
banks;”.

(31) After section 2(6)—
Add
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34.

“(7) A financial institution (other than an authorized
institution) incorporated outside Hong Kong does
not fall within paragraph (b) of the definition of
bank in subsection (1) if—

(a)

(b)

in the opinion of the Monetary Authority, the
institution is not adequately supervised by the
banking supervisory authority of the
jurisdiction in  which the institution is
incorporated; or

the licence or other authorization of the
institution to take deposits from the public of
the jurisdiction in which the institution is
incorporated or it has an establishment is for
the time being suspended.”.

Section 4 amended (interpretation of Part 2)

(1)

2)

)

Section 4—

Repeal

“, unless the context otherwise requires”.

Section 4, English text, definition of solo-consolidated
subsidiary—

Repeal

“282)():”

Substitute

“28(2)(a).”.
Section 4, Chinese text, definition of #% &%/, paragraph

(b)—
Repeal

“/Z}Eﬂ ; b
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Substitute
RZACTICI
(4) Section 4—
(a) definition of IRB coverage ratio;
(b) definition of transitional period—

Repeal the definitions.

35. Section 4A amended (valuation of exposures measured at fair
value)

Section 4A(1)—
Repeal
“Part 4, 5, 6, 6A, 7, 8 or 10”
Substitute
“one or more of Parts 4, 5, 6, 6A, 7,8, 10 and 117,

36. Sections 4B to 4E added
Part 2, Division 1, after section 4A—
Add

“4B. Recognition of ECAIs

(1) A credit assessment rating assigned to a person or an
exposure may be used by an authorized institution
for the purposes of these Rules only where—

(a) the rating has been issued by an entity
recognized by the Monetary Authority;
(b) the use of the rating is not for a purpose that is

prohibited by a restriction published on the
Monetary Authority’s website under subsection

(3);
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2)

3)

(©)

(d)

if the rating is assigned to an exposure, the
exposure has not ceased to be outstanding; and

the rating is for the time being neither
withdrawn nor suspended by the entity that
issued it.

The Monetary Authority is to—

(a)

(b)

(©)

determine with which of the credit quality
grades, which are represented by the numerals 1
to 18, the relevant long-term credit assessment
ratings issued by an entity falling within
subsection (1)(a) are to be associated;

determine with which of the credit quality
grades, which are represented by the numerals 1
to 5, the relevant short-term credit assessment
ratings issued by an entity falling within
subsection (1)(a) are to be associated; and

make tables to include the mappings determined
under paragraphs (a) and (b).

The Monetary Authority is to publish on the
Monetary Authority’s website—

(a)

(b)

(©

(d)

the list of entities that have been recognized
under subsection (1)(a);

any restrictions on the use of the credit
assessment ratings issued by an entity that has
been recognized under subsection (1)(a);

the mapping tables made under subsection (2)(c);
and

any amendments made by the Monetary
Authority from time to time to the list of
entities, the restrictions or the mapping tables.
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4C. Nomination of ECAIs to be used

(1)

2)

)

If an authorized institution is required under these
Rules to determine the risk-weight attributable to an
exposure in accordance with Part 4 or 7, the
institution must nominate one or more ECAIs in
accordance with this section.

Subject to subsections (3) and (4), an authorized
institution must nominate, for each of the ECAI
ratings based portfolios relevant to it, one or more
ECAIs the ECAI ratings issued by which the
institution will use for the purposes of Part 4 or 7, in
respect of—

(a) the ECALI ratings based portfolio concerned; or

(b) a certain type of exposures falling within the
ECALI ratings based portfolio concerned.

An authorized institution must not nominate an
ECAI, or a group of ECAIs, for an ECAI ratings
based portfolio unless, having regard to the obligors
in respect of the exposures that fall within the
portfolio and to the geographical regions where those
exposures arise or may be required to be enforced, it
can reasonably be concluded that the ECAI, or the
group of ECAIs collectively, issues a range of ECAI
ratings that—

(a) if the ECAI ratings will be used in respect of
any exposure falling within that
portfolio—provides a reasonable coverage for
that portfolio; or

(b) if the ECAI ratings will be used in respect of a
certain type of exposures falling within that
portfolio—provides a reasonable coverage for
those exposures.
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“4)

)

(6)

(7

(8)

An authorized institution may nominate a Type B
ECALI for an ECALI ratings based portfolio if the use
of the ECALI ratings issued by the Type B ECAI for
the purposes of Part 4 or 7 in respect of exposures
falling within the ECAI ratings based portfolio is not
prohibited by a restriction published on the
Monetary Authority’s website under section 4B(3).

An authorized institution must give written notice to
the Monetary Authority of a nomination under
subsection (2) as soon as practicable after making the
nomination.

An authorized institution must not, in respect of an
ECAI ratings based portfolio or a certain type of
exposures falling within an ECAI ratings based
portfolio, use, for the purposes of Part 4 or 7, the
ECALI ratings of an ECAI unless—

(a) the ECAI has been nominated under subsection
(2) in respect of that portfolio or type of
exposures; and

(b) notice of that nomination has been given to the
Monetary Authority under subsection (5).

To avoid doubt, an authorized institution must, for
the purposes of Part 4 or 7, treat as not having an
ECALI rating any person or exposure that, although
falling within an ECAI ratings based portfolio, does
not have an ECAI rating assigned to it by an ECAI
nominated under subsection (2) by the institution in
respect of that portfolio or the type of exposures to
which the exposure belongs.

In this section—
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ECAI ratings based portfolio (ECATFFAREEMEH ) —

(a) in relation to Part 4, has the meaning given by
section 51(1);

(b) in relation to Part 7, means securitization
exposures other than re-securitization exposures.

4D. Amendment of nomination

(1) An authorized institution may, with the prior consent
of the Monectary Authority, amend a nomination
made under section 4C(2) or further amend a
nomination that has been amended previously under
this section.

(2) Section 4C(3), (4), (5) and (6), with all necessary
modifications, applies to a nomination to be
amended, or amended, under this section as it applies
to a nomination made under section 4C(2).

4E. Transitional provision in relation to nominations

(1) On and after the commencement date of Part 3 of
the Banking (Capital) (Amendment) Rules 2023,
unless an authorized institution makes a new
nomination under section 4C(2) for the following
exposures, any nomination (and the corresponding
notification to the Monetary Authority) or any
amendment to a nomination (and the corresponding
consent of the Monetary Authority) made in
accordance with section 70 or 267(1)(a), as the case
requires, as in force immediately before that date for
those exposures remains in effect as if it were a
nomination made under section 4C(2) or an
amendment made under section 4D—

(a) sovereign exposures;
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(b) public sector entity exposures;

(c) bank exposures;
(d) securitization exposures subject to the SEC-
ERBA.

(2) To avoid doubt, a nomination made in accordance
with section 70 as in force immediately before the
commencement date of Part 3 of the Banking
(Capital) (Amendment) Rules 2023 for the following
exposures ceases to have effect on that date—

(a) securities firm exposures;
(b) corporate exposures.”.

37. Section 5 amended (authorized institution shall only use STC
approach, BSC approach or IRB approach to calculate its credit
risk for non-securitization exposures)

(1) Section 5(1)(b), before “non-securitization”—

Add

“all of its”.

(2) Section 5(2)—

Repeal

“, BSC approach”.

38. Section 6 amended (authorized institution may apply for approval

to use BSC

approach to calculate its credit risk for non-

securitization exposures)

(1) Section 6(1) and (2)(a), before “non-securitization”—

Add

“all of its”.
(2) Section 6(3)—
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39.

Repeal

“non-securitization exposures if any one or more of the
requirements specified in section 7(a) or (b)”

Substitute

“all of its non-securitization exposures if any one or more
of the requirements specified in section 7(a)”.
(3) Section 6—

Repeal subsection (4).

Section 7 amended (minimum requirements to be satisfied for
approval under section 6(2)(a) to use BSC approach)

(1) Section 7(a)—
Repeal subparagraph (ii)
Substitute
“(i1) there is no cause to believe that the use by the

institution of the BSC approach to calculate its credit
risk for all of its non-securitization exposures would
not adequately identify, assess and reflect the credit
risk of all of the institution’s non-securitization
exposures taking into account the nature of the
institution’s business.”.

(2) Section 7—

Repeal paragraph (b).
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40. Section 8 amended (authorized institution may apply for approval
to use IRB approach to calculate its credit risk for non-
securitization exposures)
(1) Section 8(1), (2)(a) and (3), after “approach”—
Add
“for one or more IRB adoption classes”.
(2) Section 8(4), after “use the IRB approach”™—
Add
“for one or more IRB adoption classes”.
(3) Section 8(4)(a), after “exposures”—
Add
“within the IRB adoption class for which an approval is
granted to use the IRB approach”.
41. Section 10 amended (measures which may be taken by Monetary

Authority if authorized institution using BSC approach or IRB
approach no longer satisfies specified requirements)

(1)

2)

Section 10(1), before “non-securitization” (wherever
appearing)—

Add

“all of its”.

Section 10(2)—

Repeal

“non-securitization exposures in respect of .
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42.

3)

(4)

©)

(6)

Section 10(5)(a)—
Repeal

“in respect of all of its non-securitization exposures, or
such parts of its”

Substitute

“in respect of its non-securitization exposures within all
the IRB adoption classes for which an approval to use the
IRB approach has been granted, or such parts of those”.

Section 10(5)(c)(iii), after “ratio;”—
Add

“and”.

Section 10(5)—

Repeal paragraph (d).

Section 10(6)—

Repeal

“(d)”.

Section 10B amended (authorized institution may apply for
approval to use IMM(CCR) approach to calculate its default risk
exposures)

(1)

2)

Section 10B(1)—
Repeal

“that has obtained the Monetary Authority’s approval to
use the IMM approach to calculate its market risk”.

After section 10B(9)—
Add
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“(10) Subject to section 10D, an approval granted under
subsection (2)(a) before the commencement date of
Part 3 of the Banking (Capital) (Amendment) Rules
2023 for an authorized institution to use the
IMM(CCR) approach to calculate its default risk
exposures in respect of the categories of contracts or
transactions specified in the approval remains in
force on and after that date.”.

43. Section 11 substituted
Section 11—
Repeal the section
Substitute

“11. Adoption of IRB approach

(1) When an authorized institution applies to the
Monetary Authority under section 8(1) for approval
to use the IRB approach, the institution must—

(a) submit an implementation plan agreed with the
Monetary Authority that specifies to what
extent and when the institution intends to use
the IRB approach to calculate its credit risk for
non-securitization exposures; and

(b) subject to subsection (2), choose one or more
IRB adoption classes set out in Table 1AAB for
which the institution applies to use the IRB
approach to calculate its credit risk for non-
securitization exposures.
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Table 1AAB

IRB Adoption Classes

Column 1  Column 2  Column 3 Column 4
IRB
adoption  IRB class IR B subclass
Item class covered covered
1. Corporate— Corporate (a) Small and
other than  exposures medium-
specialized sized
lending corporates
(b) Large
corporates
(¢) Financial
institutions
treated as
corporates
(d) Other
corporates
2. Corporate— Corporate (a) Specialized
specialized  exposures lending
lending (project
finance)
(b) Specialized
lending
(object

finance)



Banking (Capital) (Amendment) Rules 2023

Part 3 L.N. 167 of 2023
Section 43 B4527
Column1l Column?2 Column 3 Column 4
IRB
adoption  IRB class IRB subclass
Item class covered covered

(c) Specialized
lending
(commodity
finance)

(d) Specialized
lending
(income-
producing
real estate)

(e) Specialized
lending
(high-
volatility
commercial
real estate)

3. Sovereign Sovereign (a) Sovereigns

eXpOSUres () Sovereign

foreign
public sector
entities

(c) Multilateral
development
banks
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Column1l Column?2 Column 3 Column 4

IRB
adoption  IRB class IRB subclass
Item class covered covered

4, Bank Bank (a) Banks
exposures (excluding
covered
bonds)

(b) Qualifying
non-bank
financial
institutions

(c) Public
sector
entities
(excluding
sovereign
foreign
public sector
entities)

(d) Unspecified
multilateral
bodies

(e) Covered
bonds

5. Retail— Retail (a) Qualifying
qualifying exposures revolving
revolving retail
retail exposures
exposures (transactor)



Banking (Capital) (Amendment) Rules 2023

Part 3
Section 43

L.N. 167 of 2023
B4531

Column 2
IRB
adoption
class

Column 1

Item

6. Retail—
residential
mortgages

7. Retail—
others

8. CIS

Column 3

IRB class
covered

Retail
exposures

Retail
exposures

CIS
exposures

Column 4

IRB subclass
covered
(b) Qualifying
revolving
retail
exposures
(revolver)

Residential
mortgages
to
individuals

Residential
mortgages
to property-
holding
shell
companies

(a)

(b)

Small
business
retail
exposures

Other retail
exposures to
individuals

(a)

(b)

CIS exposures
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Columnl Column2 Column 3 Column 4
IRB
adoption  IRB class IRB subclass
Item class covered covered
9. Others Other (a) Cash items

2)

€)

4

CXPOSUICS  (b)  Other items

An authorized institution must not choose only the
IRB adoption class of “Others” to apply for the use
of the IRB approach to calculate its credit risk for
exposures falling within the IRB class of “Other
exposures”.

Subject to section 12, if an authorized institution
uses the IRB approach to calculate its credit risk for
an IRB adoption class, the institution must use the
IRB approach to calculate its credit risk for all
exposures that fall within that IRB adoption class.

In this section, the following expressions have the
meanings given to them by section 139(1)—

(a) cash items;

(b) corporate;

(¢) financial institution treated as corporate;
(d) specialized lending.”.

44. Section 12 amended (exemption for exposures)
Section 12(2)—

Repeal

“Subject to subsection (4), the”
Substitute

“The”.

(1)
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45.

)

)

(4)

)

(6)

(7)

Section 12(2)(a)(1)—
Repeal

“IRB class (or, in the case of retail exposures, an IRB
subclass)”

Substitute

“IRB adoption class”.
Section 12(3)(a)—
Repeal

“subject to paragraph (b),”.
Section 12(3)(a)—
Repeal

“relates; or”
Substitute

“relates.”.

Section 12(3)—
Repeal paragraph (b).
Section 12—

Repeal subsection (4).
Section 12(5)(b)—
Repeal

“or (4)”.

Section 13 amended (revocation of exemption under section 12)

(1)

2)

Section 13(1)(a)—
Repeal

“or BSC approach”.
Section 13(1)(b)—



Banking (Capital) (Amendment) Rules 2023

Part 3 L.N. 167 of 2023
Section 46 B4537
Repeal
“or (4)”.
(3) Section 13(2)(a)(ii), after “plan;”—
Add
“and”.

(4) Section 13(2)—
Repeal paragraph (b).
(5) Section 13(3) and (4)—
Repeal
“or (b)”.

46. Section 14 repealed (transitional arrangements)
Section 14—

Repeal the section.

47. Section 15 amended (authorized institution must use SEC-IRBA,
SEC-ERBA, SEC-SA or SEC-FBA to determine risk-weight of
securitization exposure)

Section 15(2)(b)(i) and (2B)(b)(i)—
Repeal
“for the purposes of section 267(1)(a)”
Substitute

“under section 4C for the purposes of Part 7.

48. Section 15B amended (meaning of eligible ABCP exposure)
(1) Section 15B(e)—
Repeal
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“for the purposes of Part 7 in the manner as set out in
section 267(1)(a)”

Substitute

“under section 4C for the purposes of Part 7”.
(2) Section 15B—

Repeal paragraph (j)

Substitute

“(j) the initial internal credit rating assigned to the
specified exposure by the institution in accordance
with the approved internal assessment process is at
least equivalent to an ECALI issue specific rating that
maps to—

(1) a credit quality grade of 1, 2, 3,4, 5,6,7,8,9
or 10 in the LT ECAI rating mapping table
made by the Monetary Authority under section
4B(2)(c) for securitization exposures; or

(i) a credit quality grade of 1, 2 or 3 in the ST
ECAI rating mapping table made by the
Monetary Authority under section 4B(2)(c) for
securitization exposures.”.

49. Part 2, Division 6 repealed (prescribed approaches to calculation
of operational risk)

Part 2—

Repeal Division 6.

50. Section 32 amended (provisions supplementary to section 31)
Section 32—
Repeal subsections (3) and (4).
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51. Section 33 amended (exceptions to section 27)
Section 33(1)(b), (2)(a) and (3)—
Repeal
“country” (wherever appearing)
Substitute
“jurisdiction”.
52. Part 2, Division 7A heading amended (attachment of conditions

to approvals granted under section 6(2)(a), 8(2)(a), 10B(2)(a),
15C(2)(a), 18(2)(a) or 25(2)(a))

Part 2, Division 7A, heading—
Repeal
“, 18(2)(a) or 25(2)(a)”
Substitute
“or 18(2)(a)”.

53. Section 33A amended (attachment of conditions to approvals
granted under section 6(2)(a), 8(2)(a), 10B(2)(a), 15C(2)(a),
18(2)(a) or 25(2)(a))

(1) Section 33A, heading—
Repeal
“, 18(2)(a) or 25(2)(a)”
Substitute
“or 18(2)(a)”.

(2) Section 33A(1) and (2)—
Repeal
“, 18(2)(a) or 25(2)(a)”
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Substitute
“or 18(2)(a)”.

54. Section 34 amended (reviewable decisions)
Section 34(1)—
Repeal
“, 25(2)”.

55. Section 48 amended (deductions from Tier 2 capital)
Section 48(3)—
Repeal
“the applicable risk-weight under Part 4, 5, 6 or 8”
Substitute
“one or more of Parts 4, 5, 6 and 8”.

56. Section 50 substituted
Section 50—
Repeal the section
Substitute

“50. Application of Part 4

(1) This Part applies to an authorized institution that is
required or permitted by these Rules to use the STC
approach to determine the risk-weight or the risk-
weighted amount of a non-securitization exposure.

(2) A reference in this Part to an authorized institution
is a reference to an authorized institution that is
required or permitted by these Rules to use the STC
approach to determine the risk-weight or the risk-
weighted amount of a non-securitization exposure.”.
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57. Section 51 amended (interpretation of Part 4)

(1) Section 51(1)—
Repeal

“, unless the context otherwise requires”.

(2) Section 51(1)—

Repeal the definition of attributed risk-weight

Substitute

“attributed risk-weight (§7 & JE P 1 H ) —

(a) subject to paragraphs (b), (c¢), (d) and (e), in
relation to a person an exposure to whom would
fall within an ECAI ratings based portfolio—

(1) if the person has

an ECAI

issuer

rating—means the risk-weight that would

be attributable, in

accordance with

Subdivision 3 of Division 3, to a senior
and unsecured long-term debt obligation
of the person based on that ECAI issuer
rating and on the assumption that no

ECAI issue specific

rating has been

assigned to any debt obligation of the

person;

(i) if the person does not have an ECAI issuer
rating—means the risk-weight that would
be attributable, in accordance with that
Subdivision, to an unrated exposure to the
person and on the assumption that no

ECAI issue specific

rating has been

assigned to any debt obligation of the

person;
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(b) in relation to a person that is a public sector
entity or sovereign foreign public sector
entity—means the risk-weight that would be
attributable, in accordance with section 57, to

an unsecured exposure to the person;

(c) in relation to a relevant international
organization or a multilateral development bank
to which section 58(1) applies—means a risk-
weight of 0%;

(d) in section 59C—has the meaning given by
section 59C(5); and

() in sections 65C and 65D—means the risk-
weight that would be attributable to an
unsecured exposure to an obligor under
Division 3;”.

(3) Section 51(1)—
Repeal the definition of corporate
Substitute
“corporate (1%H) means—

(a) a company; or

(b) a partnership or any other unincorporated body,

that is not a multilateral development bank,

unspecified multilateral body, public sector entity,
bank or qualifying non-bank financial institution;”.
(4) Section 51(1), definition of credit equivalent amount—
Repeal
“or 73”.
(5) Section 51(1)—

Repeal the definition of credit protection covered portion
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Substitute

“credit protection covered portion ({5 FIIAFEIHZTBST), in
relation to an exposure of an authorized institution
that is covered by recognized collateral, a recognized
guarantee or a recognized credit derivative contract,
means the portion of the exposure (which may be all
of the exposure) that is covered by—

(a)
(b)

(©

(d)

in the case of recognized collateral—the current
market value of the recognized collateral;

in the case of a recognized guarantee or a credit
derivative contract recognized under section
99(1) or (2)—the maximum liability of the
credit protection provider to the institution
under the recognized guarantee or recognized
credit derivative contract, as the case may be;

in the case of a credit derivative contract
recognized under section 99(3) or (4)—the
maximum liability of the credit protection
provider to the institution under the recognized
credit derivative contract, up to the maximum
amount of the contract that may be recognized
under that section;

in the case of a credit derivative contract
recognized under section 99B(1)—the maximum
liability of the credit protection provider or
credit protection providers to the institution
under the external hedge referred to in that
section, up to an amount equal to the amount
of the internal risk transfer concerned; or
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() in the case of a credit derivative contract
recognized under section 99B(3)(a) or (b)—the
maximum liability of the credit protection
provider or credit protection providers to the
institution under the external hedge referred to
in that section, up to the maximum amount of
the internal risk transfer concerned that may be
recognized under that section;”.

(6) Section 51(1)—
Repeal the definition of credit protection uncovered portion
Substitute

“credit protection uncovered portion (325 FOR B 25
47), in relation to an exposure of an authorized
institution that is covered by recognized collateral, a
recognized guarantee or a recognized credit derivative
contract, means the portion of the exposure that is
not the credit protection covered portion;”.

(7) Section 51(1), definition of principal amount, paragraph
(b)(i) and (i1))—
Repeal
“Table 10 or to which section 73(2) applies”
Substitute
“Schedule 6.
(8) Section 51(1)—

Repeal the definition of recognized credit derivative contract

Substitute
“recognized credit derivative contract (i1 {5 AR AE T RS
#7) means—

(a) a credit derivative contract recognized under
section 99(1), (2) or (5);
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(b) a credit derivative contract to the extent that it
is recognized under section 99(3) or (4);

(c) an internal risk transfer recognized under
section 99B(1); or

(d) an internal risk transfer to the extent that it is
recognized under section 99B(3)(a) or (b);”.

(9) Section 51(1), English text, definition of sovereign foreign
public sector entity, paragraph (b)—

Repeal
“entity.”
Substitute
“entity;”.
(10)  Section 51(1)—
(a) definition of cash items;
(b) definition of past due exposure;
(c) definition of regulatory retail exposure;
(d) definition of rescheduled,
(e) definition of SFT risk-weighted amount,
(f) definition of small business;
(g) definition of small business consent provisions—
Repeal the definitions.

(11) Section 51(1), before the definition of attributed risk-
weight—
Add
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(12)

“3 months’ bank exposure (310 J1 117 AR KIE) means an
exposure to a bank or qualifying non-bank financial
institution with an original contractual period of
time for full repayment of not more than 3 months,
where—

(a)

(b)

the exposure is not associated with cross-border
movement of goods (including movement of
goods between Hong Kong and mainland China
or between Hong Kong and Macao); and

the facility to which the exposure relates is not
expected or anticipated to be rolled over at the
expiration of the contractual period;

6 months’ bank exposure (6fF 7 #8247 E 37K #E) means an
exposure to a bank or qualifying non-bank financial
institution with an original contractual period of
time for full repayment of not more than 6 months,
where—

(a)

(b)

the exposure is associated with cross-border
movement of goods (including movement of
goods between Hong Kong and mainland China
or between Hong Kong and Macao); and

the facility to which the exposure relates is not
expected or anticipated to be rolled over at the
expiration of the contractual period;”.

Section 51(1)—
Add in alphabetical order

“ADC exposure (ADCJE 7K HE) means land acquisition,
development and construction exposure;

commitment (7K#), in relation to the determination of a
CCF applicable to an off-balance sheet exposure, has
the meaning given by section 2 of Schedule 6;
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commodities finance (T &Rl %) means short-term lending
to finance reserves, inventories or receivables of
exchange-traded commodities, where—

(a) the lending will be repaid from the proceeds of
the sale of the commodities; and

(b) the borrower has no independent capacity to
repay the lending;

defaulted exposure (EJAHANE) means an exposure
that—

(a) falls within section 67(2) or (3)(a), as the case
requires; or

(b) is treated as a defaulted exposure by an
authorized institution under section 67(3)(b);

ECAI ratings based portfolio (ECATRFARIEHEL A)—
(a) subject to paragraph (b), means—
(1) sovereign exposures;
(i) public sector entity exposures;
(i) multilateral development bank exposures;
(iv) unspecified multilateral body exposures;
(v) bank exposures;
(vi) eligible covered bond exposures;

(vil) qualifying non-bank financial institution
exposures;

(viii)  general corporate exposures; or
(ix) specialized lending; and

(b) excludes exposures referred to in paragraph (a)
that are—

(1) real estate exposures;
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(1) equity exposures;

(ii1) significant capital investments in

commercial entities;

(iv) exposures to capital instruments issued by

financial sector entities;

(v) exposures to non-capital LAC liabilities of
financial sector entities;

(vi) exposures to subordinated debts issued by

banks, qualifying non-bank financial
institutions or corporates;

(vil) exposures falling within section 64A, 65K

or 65L; or

(vii)  defaulted exposures;

equity exposure (XHEJEFZRHE) means an exposure that
falls within section 54A;

exposure amount (JE\F A IS BHH)—

(a)

(b)

(©)

in relation to an on-balance sheet
exposure—means the principal amount of the
exposure (net of specific provisions, if any);

in relation to an off-balance sheet exposure to a
counterparty that is a default risk exposure in
respect of one or more derivative contracts or in
respect of a netting set that contains both
derivative contracts and SFTs—means the
outstanding default risk exposure in respect of
the counterparty (net of specific provisions, if
any);

in relation to an off-balance sheet exposure to a
counterparty that is a default risk exposure in
respect of one or more SFTs—means the
amount of the exposure calculated in
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(d)

accordance with Division 2B of Part 6A (net of
specific provisions, if any); or

in relation to any other off-balance sheet
exposure, means—

(1) the credit equivalent amount of the
exposure calculated in accordance with
section 71(1); or

(i) the credit equivalent amount of the
exposure calculated in accordance with
section 71(2) and (3) (net of specific
provisions, if any);

general bank exposure (—MEERTTEFRKYE) means an
exposure to a bank or qualifying non-bank financial
institution that is not a short-term bank exposure;

general corporate exposure (— % H AR KIE) means an
exposure to a corporate that is none of the

following—

(a) an eligible covered bond exposure;

(b) a specialized lending;

(c) a regulatory retail exposure;

(d) an exposure falling within section 64A;

(e) a real estate exposure;

(f) an equity exposure;

(g) a significant capital investment in a commercial
entity;

(h) an exposure to a capital instrument issued by a
financial sector entity;

() an exposure to a non-capital LAC liability of a

0

financial sector entity;
an exposure to a subordinated debt;
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(k)
M

an exposure falling within section 65K or 65L;
a defaulted exposure;

land acquisition, development and construction exposure (1

MO - BH B S SR R ) —

(a)

(b)

subject to paragraph (b), means an exposure to
an individual, a company or a special purpose
vehicle financing or refinancing—

(1) land acquisition for development and
construction purposes; or

(i) development and construction of any
residential or commercial property; and

excludes an exposure to an individual, a
company or a special purpose vehicle financing
or refinancing the acquisition of forest or
agricultural land, if there is no planning consent
or intention to apply for planning consent;

object finance ()51 &) means a method of funding the
acquisition of physical assets (other than immovable
property) where the repayment of the funds provided
by a lender is dependent on the cash flows generated
by the assets that have been financed and pledged (or
otherwise provided as security) or assigned to the
lender;

project finance (P8 H fl’&) means a method of financing
or refinancing a single project (other than a project
of development and construction of residential or
commercial property) in which the lender that
provides the loan looks primarily to the revenue
generated by the project, both as the source of
repayment of, and as security for, the loan;

real estate exposure (Mi7E A5 7K %) means—
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(a) an exposure extended by a lender to a
borrower—
(1) that is secured by immovable property; and

(i) that is required by the facility agreement
between the lender and the borrower to be
secured on the immovable property
referred to in subparagraph (i); or

(b) an ADC exposure;

regulatory real estate exposure (5575 HbEE JE PR KYE ) —see
section 65(1);

regulatory retail exposure (5% %8 A\ 7K 1E)—see section
64(2);

short-term bank exposure (55 R4 T )RR 7K IE) means—
(a) a 3 months’ bank exposure; or
(b) a 6 months’ bank exposure;

significant capital investment in a commercial entity (78
EEBPYERXEAHE) means an  authorized
institution’s holdings of shares in a commercial entity
if—

(a) the holdings amount to more than 10% of the
ordinary shares issued by the commercial entity;
or

(b) the commercial entity is an affiliate of the
institution;
small business (/N 1>3) means—
(a) subject to paragraph (b), a corporate with

annual sales not exceeding $500 million for the
most recent financial year; or
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(b) a corporate in a consolidated group where the
annual sales for the group did not exceed $500
million for the most recent financial year;

specialized lending (HMVEfSEH) means an exposure of a
lender to a corporate that—

(a) arises from object finance, project finance or
commodities finance; and

(b) possesses both of the following characteristics,
either in legal form or economic substance—

(i) the corporate has few or no other material
assets or activities, and therefore the
primary source of repayment of the
exposure is the income generated by the
asset or assets being financed by the lender,
rather than the independent capacity of
the corporate;

(i) the terms of the exposure give the lender a
substantial degree of control over the asset
or assets being financed and the income
that the asset or assets generate;

specific provisions (15 7€ "M 4) includes partial write-offs;

subordinated debt (1% fE&1H), in relation to an obligor that
is a bank, qualifying non-bank financial institution
or corporate—

(a) includes a subordinated debt or junior
subordinated debt—

(1) that is not an equity exposure to the
obligor; and

(i) that is higher in ranking, or senior, to
equity exposures to the obligor in terms of
the priority of repayment; but
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(b) if the obligor is a financial sector entity,
excludes—

(1) a capital instrument issued by the obligor;
and

(i) a non-capital LAC liability of the obligor;
unhedged credit exposure (JEETH{EFJEBEAIE) has the
meaning given by section 51A;
unrated exposure (HEFT8L AP KYE) means—
(a) a non-securitization exposure—
(i) that—
(A) falls within an ECAI ratings based
portfolio; and

(B) does not have an ECALI issue specific
rating assigned to it; and

(i1) the obligor in respect of which has neither
of the following—

(A) an ECAI issuer rating;

(B) along-term ECALI issue specific rating
assigned to any other debt obligation
issued or undertaken by the obligor;
or

(b) a non-securitization exposure—
(1) that—

(A) falls within an ECAI ratings based
portfolio; and

(B) does not have an ECAI issue specific
rating assigned to it;

(i) the obligor in respect of which has either
or both of the following—
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(A) one or more ECAI issuer ratings;

(B) one or more than one debt obligation
that has at least one long-term ECAI
issue specific rating assigned to it; and

(iii)) in respect of which, because of section
4B(1)(b), (c) or (d), 4C(6), S4E or 54F,
none of the ratings referred to in
subparagraph (ii)) can be wused for
determining the risk-weight attributable to
the exposure in accordance with
Subdivision 3 of Division 3.”.

(13) Section 51—
Repeal subsection (2).

58. Section 51A added
Part 4, Division 1, after section 51—
Add

“51A. Meaning of unhedged credit exposure
(1) For the purposes of this Part—

unhedged credit exposure (FEX 15 FHJEFE A ) means an
exposure falling within section 64 or 65B where—

(a) the obligor in respect of the exposure is—

(1) if the exposure falls within section 64—an
individual; and

(1) if the exposure falls within section 65B—
(A) an individual; or

(B) a property-holding shell company
with an individual acting as a
guarantor for the exposure;
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(©
(d)

the exposure is a non-revolving loan—

(1)

(ii)

with a pre-specified schedule of repayments
of principal and interest and predefined
repayment amounts such that the whole
loan amount will be repaid within a fixed
repayment period (including a loan with
an irregular repayment structure or a loan
that allows re-borrowing of the repaid
principal with or without extension of the
fixed repayment period); or

that will be repaid within a fixed repayment
period with a bullet payment;

the exposure is denominated in a currency that
differs from—

(1)

(ii)

the currency of the obligor’s source of
income; or

if the oblig