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LEGISLATIVE COUNCIL BRIEF 

 

BANKING ORDINANCE 

(Cap. 155) 

 

Banking (Capital) (Amendment) Rules 2022 

 

 

INTRODUCTION 

 

  The Monetary Authority has made the Banking (Capital) 

(Amendment) Rules 2022 (“BCAR”) (Annex) under section 97C of the 

Banking Ordinance (Cap. 155) to implement the capital requirements for 

banks’ equity investments in funds published by the Basel Committee on 

Banking Supervision (“Basel Committee”) in December 2013 (and revised 

in 2019) (“EIF Standard”) and to specify the Hong Kong Export Credit 

Insurance Corporation (“HKECIC”) as a domestic public sector entity 

under the Banking (Capital) Rules (Cap. 155L) (“principal Rules”). 

 

 

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 2007-2008, the Basel Committee has introduced 

sweeping regulatory reforms (including standards on regulatory capital 

requirements) aimed at enhancing the resilience of banks against future 

shocks.  Ensuring that banks’ exposures to funds are supported by 

adequate capital, the EIF Standard contributes to the broader effort by the 

Financial Stability Board1  to strengthen the oversight and regulation of 

                                                      
1  The Financial Stability Board (“FSB”) is an international body that monitors and makes 

recommendations about the global financial system.  The FSB promotes international 

financial stability by coordinating financial authorities and international standard-setting 

bodies as they work toward developing strong regulatory, supervisory and other financial 

sector policies. 
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shadow banking activities, including those conducted through funds.  It is 

also intended to promote due diligence by banks (in assessing the 

underlying risks of funds) and transparent reporting by funds. 

 

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 principal Rules, which 

prescribes a capital adequacy framework for authorized institutions2 , to 

implement the EIF Standard.  This will contribute towards ensuring the 

stability of Hong Kong’s banking system and underlining the status of 

Hong Kong as an international financial centre that takes its international 

obligations seriously. 

 

The EIF standard 

 

4.  In accordance with the EIF standard, the BCAR seek to introduce 

a hierarchy of three approaches with varying degrees of risk sensitivity for 

setting capital requirements for authorized institutions’ equity investments 

in funds, viz.— 

 

(a) the look-through approach, which is the most risk-sensitive 

approach that requires an authorized institution to look through a 

fund to its underlying assets and calculate the risk-weighted 

amount 3  of such assets as if they were held directly by the 

institution.  If the institution does not have adequate data to 

perform the calculation itself, it may rely on the calculation 

performed by a third party (usually the management company of 

the fund) provided that certain conditions are met.  The capital 

requirement for the institution’s equity investment in the fund is 

then calculated based on the risk-weighted amount of the fund’s 

underlying assets and the fund’s leverage level; 

 

(b) the mandate-based approach, which must be used if the look-

through approach is infeasible for a fund.  An authorized 

                                                      
2  Under the Banking Ordinance, an authorized institution refers to a bank, a restricted 

licence bank or a deposit-taking company licensed under the Ordinance. 

 
3  The risk-weighted amount of an asset is calculated as the book value of the asset multiplied 

by a risk-weight that reflects the credit risk level of the asset. 
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institution employing this approach calculates the capital 

requirement for its equity investment in a fund by assuming that 

the fund uses leverage, and invests in assets that attract the highest 

risk-weights, to the maximum extent allowed by the fund’s 

investment mandate; and  

 

(c) the fall-back approach, under which an authorized institution 

calculates the capital requirement for its equity investment in a 

fund by assigning a risk-weight of 1250%4  to the investment.  

This approach must be used when neither the look-through 

approach nor the mandate-based approach is feasible. 

 

5.  Taking this opportunity, the Monetary Authority also seeks to 

specify the HKECIC as a domestic public sector entity for preferential 

capital treatment under the principal Rules 5 .  The preferential capital 

treatment would encourage authorized institutions to provide more 

financial support to exporters (including small and medium-sized 

enterprises) as the institutions’ trade exposures guaranteed by, or covered 

by insurance policies issued by, HKECIC would attract a lower risk-weight 

and in turn a lower capital requirement, contributing to Hong Kong’s 

export trade.  In addition, miscellaneous amendments are also introduced 

to enhance clarity of certain existing provisions in the principal Rules. 

 

 

THE SUBSIDIARY LEGISLATION 

 

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

 

 

 

                                                      
4  The fall-back approach is the most conservative one among the three approaches.  Under 

this approach, authorized institutions assume that there would be total loss on their equity 

investments in funds.  The purpose of assigning a risk-weight of 1250% to an authorized 

institution’s equity investment in a fund is therefore to require the institution to set aside 

capital of an amount equal to the amount of the investment (i.e. each dollar of investment 

must be backed by one dollar of capital). 

 
5  The designation of any entity as a domestic public sector entity under the principal Rules 

is based on the criteria that the entity is (i) majority-owned and established by the 

Government, (ii) set up for public policy objectives, and (iii) of high credit-worthiness. 



- 4 - 

The EIF standard 

 

(a) Amendments to Parts 4, 5 and 6 of the principal Rules – 

Amendments are made to require authorized institutions to 

calculate the capital requirements for equity investments in funds 

in accordance with the new Part 6B (see paragraph (b) below); 

 

(b) Addition of new Part 6B to the principal Rules – The new Part 

sets out the three approaches described in paragraph 4 and the 

conditions to be fulfilled in order to use a particular approach; 

 

HKECIC 

 

(c) Amendment to Part 1 of Schedule 1 to the principal Rules – 

Revision is made to specify HKECIC as a domestic public sector 

entity; and 

 

Others 

 

(d) Amendments to sections 2 and 226BZA of and Schedule 6 to the 

principal Rules – Revisions are made to (i) update the rating 

symbols and names of two external credit rating agencies 

specified in the principal Rules; and (ii) clarify the additional 

factor that must be considered by an authorized institution when 

choosing a method to approximate the payoffs of complex 

derivatives for the purpose of calculating counterparty credit risk 

exposures. 

 

 

LEGISLATIVE TIMETABLE 

 

7.  The BCAR will be published in the Gazette on 22 April 2022 and 

tabled before the Legislative Council (“LegCo”) at its sitting of 

27 April 2022.  Subject to negative vetting by LegCo, the BCAR will 

come into operation on 1 July 2022.6 

                                                      
6  Originally scheduled to take effect internationally on 1 January 2017, the implementation 

of the EIF Standard has been deferred in some major jurisdictions (such as the European 

Union) in order to accommodate their respective local circumstances.  To ensure a level-

playing field for authorized institutions in Hong Kong vis-à-vis their overseas counterparts 
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IMPLICATIONS OF THE PROPOSALS 

 

8.  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 against 

shocks, thereby contributing to the overall stability of the banking system. 

 

9.  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 

 

10.  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 EIF Standard.  

The FA Panel was informed of the implementation progress of the EIF 

standard in its subsequent meetings between November 2016 and 

February 2022. 

 

11.  HKMA has closely engaged the banking industry in the course of 

formulating the relevant legislative amendments, through industry 

consultations conducted in recent years, and statutory consultation 

conducted in January 2022 pursuant to the Banking Ordinance.7   The 

BCAR has taken into consideration comments received from the banking 

community on the policy proposals and the draft provisions, with 

adjustments made as appropriate. 

 

 

PUBLICITY 

 

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

                                                      
on the adoption of the EIF Standard, the implementation date for Hong Kong has likewise 

been deferred. 

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

Financial Secretary, the Banking Advisory Committee, the Deposit-taking Companies 

Advisory Committee, the Hong Kong Association of Banks and the DTC Association. 
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will also issue a circular letter to all authorized institutions. 

 

 

ENQUIRIES 

 

13.  Enquiries should be directed to Mr Justin To, 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 

20 April 2022 
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