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BANKING ORDINANCE
(Cap. 155)

Banking (Liquidity) (Amendment) Rules 2019

INTRODUCTION

For the purpose of implementing the latest international standards
on banking regulation promulgated by the Basel Committee on Banking
Supervision (“BCBS”), the Monetary Authority (“MA”) has made the
Banking (Liquidity) (Amendment) Rules 2019 (“BLAR 2019”), at Annex,
to modify the liquidity requirements under the Banking (Liquidity) Rules
(Cap. 155Q) (“BLR?”) in the following manner -

(a)

(b)

in relation to the liquidity coverage ratio (“LCR™) under the
BLR, to expand the scope of high quality liquid assets
(“HQLA”) by including BCBS-compliant listed ordinary
shares and triple-B rated marketable debt securities issued
by corporates, sovereigns, central banks or public sector
entities as “level 2B assets”. A similar expansion will also
be made for the locally implemented liquidity maintenance
ratio (“LMR”) under the BLR; and

in relation to the net stable funding ratio (“NSFR”) under
the BLR, to introduce a stable funding requirement such
that 5% of total derivative liabilities maintained by an
authorized institution (“Al’”) must be covered with stable
funding. Asimilar requirement will also be introduced for
the locally implemented core funding ratio (“CFR”) under
the BLR.



JUSTIFICATIONS

2. The BCBS is an international body responsible for setting
standards on banking regulation. It is incumbent upon Hong Kong, a
member of the BCBS, to implement the latest standards promulgated by
the BCBS, including the two international minimum standards for funding
liquidity known as LCR and NSFR. This will ensure the stable
development of our banking system, and promote our status as an
international financial centre.

3. The BCBS required member jurisdictions to implement the LCR
starting from January 2015 and the NSFR starting from January 2018. In
Hong Kong, the MA has implemented these two liquidity standards
according to the BCBS timelines by: (a) making the BLR to implement the
LCR (alongside the LMR) starting from 1 January 2015; and (b)
subsequently making the Banking (Liquidity) (Amendment) Rules 2017
(“BLAR 2017”) to implement the NSFR (alongside the CFR) starting from
1 January 2018.

4, Under the BLR, Als designated by the MA as “category 1
institutions” are required to observe both the LCR and NSFR requirements.
Other Als are regarded as “category 2 institutions” and required to observe
the local LMR requirements. The LMR is similar to the liquidity ratio
applied to all Als before 2015. Moreover, certain category 2 institutions
having considerable business size or liquidity risk exposures are designated
by the MA as “category 2A institutions” and required to observe the local
CFR requirements. The CFR is designed by the MA as a simplified version
of the NSFR.

LCR

5. The LCR seeks to promote short-term resilience of the liquidity
risk profile of banks by requiring banks to maintain sufficient HQLA to
meet their liquidity needs under a 30-day stress scenario. Under the Basel
Il LCR standard, HQLA comprises, among other types of assets, a class
of level 2B assets that can be accepted by national supervisors on a
discretionary basis. The class of level 2B assets (under the Basel 111 LCR
standard) includes residential mortgage-backed securities (“RMBS”) with
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a credit rating of AA or above, marketable debt securities with credit rating
between A+ and BBB-, and listed ordinary shares. When the MA
developed the LCR policy between 2013 and 2014, it was decided that a
more conservative policy stance be adopted by only including single-A
rated marketable debt securities and RMBS (the latter subject to case-by-
case pre-approval) as level 2B assets. The decision was made amid the then
unstable financial market environment in the aftermath of the 2008 global
financial crisis.

6. In light of the more stable market conditions observed in recent
years and international supervisory practices, the MA considers it
appropriate to exercise the discretion allowed under the Basel Il
framework to expand the scope of level 2B assets, by including BCBS-
compliant listed ordinary shares and marketable debt securities (rated
BBB- or above) issued by corporates, sovereigns, central banks or public
sector entities. To maintain a level playing field between category 1
institutions and category 2 institutions, the scope of liquefiable assets for
the purpose of calculating the locally implemented LMR will also be
expanded accordingly.

NSFR

7. The NSFR seeks to reduce banks’ funding risk over a one-year
time horizon by requiring banks to fund their activities with sufficiently
stable sources of funding. Under the Basel |11 NSFR standard, there was
initially a requirement that 20% of total derivative liabilities maintained by
banks should be covered with stable funding. When the MA amended the
BLR in 2017 to prescribe the NSFR and CFR requirements, the BCBS was
reviewing the stable funding requirement on total derivative liabilities
without any conclusion. Therefore, the MA did not include this stable
funding requirement in the BLAR 2017. Subsequently the BCBS issued
guidance in October 2017 (“BCBS Guidance”) allowing national
authorities to exercise discretion to lower this stable funding requirement
to a level of not less than 5%. In accordance with the BCBS Guidance,
the BLAR 2019 introduces a new requirement that 5% of total derivative
liabilities shall be covered with stable funding under the NSFR.  Asimilar
requirement will also be introduced for the locally implemented CFR.



THE SUBSIDIARY LEGISLATION

8. The key amendments proposed in the BLAR 2019 are as follows

For LCR and LMR

(@)

(b)

(©)

amendments to rules 48, 49, and Schedules 2, 4A and 5
to recognise Basel-compliant listed ordinary shares as level
2B assets under the LCR and as liquefiable assets under the
LMR;

incorporation of a new section 10 in Part 3 of Schedule 2
to prescribe the qualifying criteria for listed ordinary shares
to be included in level 2B assets and liquefiable assets;

amendments to Schedules 2 and 5 to recognise marketable
debt securities (rated BBB- or above) issued by corporates,
sovereigns, central banks or public sector entities as level
2B assets and liquefiable assets; and

For NSFR and CFR

(d)

amendments to rules 54, 58 and Schedule 6 to introduce a
stable funding requirement on total derivative liabilities
under the NSFR and the CFR respectively.

LEGISLATIVE TIMETABLE

9. The BLAR 2019 will be published in the Gazette on 28 June 2019
and tabled before the Legislative Council (“LegCo”) at its sitting of 3 July
2019. Subject to negative vetting by the LegCo, the BLAR 2019 will
come into operation on 1 January 2020.



IMPLICATION OF THE PROPOSALS

10. The amendments made in the BLAR 2019 are intended to bring
the regulatory regime in Hong Kong up-to-date and in line with
international standards.  They will enhance the resilience of banks, ensure
competitiveness of the banking industry and reinforce Hong Kong'’s status
as an international financial centre. The BLAR 2019 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 on 19
February 2019, the Hong Kong Monetary Authority (“HKMA?”) briefed
members on the key features of the BLAR 2019. HKMA has also closely
engaged the banking industry in formulating the legislative amendments
and conducted statutory consultation as required under the Banking
Ordinance.  The banking industry is receptive to the amendments, save
for some enquiries on interpretation of certain provisions and calculation
requirements. HKMA has responded to these enquiries and the finalised
rules have been modified accordingly as appropriate.

PUBLICITY

12. We will issue a press release upon gazettal of the BLAR 2019.
HKMA will also issue a circular letter to all Als.

ENQUIRIES

13. Enquiries should be directed to Ms Eureka Cheung, Principal
Assistant Secretary for Financial Services and the Treasury (Financial

! For statutory consultations, these include the Banking Advisory Committee, the Deposit-taking
Companies Advisory Committee, the Hong Kong Association of Banks and the DTC Association.

-5-



Services), at 2810 2067, or Mr Frank Leung, Head (Banking Policy) of
HKMA, at 2878 1457.

Financial Services and the Treasury Bureau
Hong Kong Monetary Authority
26 June 2019
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Ruls 1

Banking {Liquidity} (Amendment) Rules 2019

1.

Banking (Liquidity) (Amendment) Rules 2019

(Made by the Monetary Authority under section 97H 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)

Commencement

These Rules come into operation on 1 January 2020.

Banking (Liquidity) Rules amended

The Banking (Liquidity) Rules (Cap. 155 sub. leg. Q) are amended
as set out in rules 3 t0 21,

Rule 2 amended (interpretation)

(I} Rule 2(1), definition of level I assets—
Repeal
“specified in”
Substitute
“falling within”.

(2) Rule 2(1), definition of level 24 assets—
Repeal
“specified in”
Substitute
“falling within™.

(3) Rule 2(1), definition of level 2B assets—
Repeal

“specified in”

Banking (Liquidity) (Amendment) Rules 2019

Rule 4 2
Substitute
“falling within”,
{4} Rule2(1)—
Add in alphabetical order
“Basel Il LCR document ( {2228 1L LCR 324) ) means
the document entitled “Basel I1II. The Liquidity
Coverage Ratio and liquidity risk monitoring tools”
published by the Basel Committee in January 2013;”,
(5} Rule2{2)—
Add in alphabetical order
“recognized exchange (5UT[2Z B FR)y”.
4, Rule 25 amended (requirements that must be satisfied before
asset can be included in HQLA for purposes of calcalation of
LCR)
Rule 25(a), Chinese text—
Repeal
“if#= 2 #5597
Substitute
‘MR 2 Fide”.
5. Rule 39 amended (interpretation of Division 5)
Rule 39—
Repeal the definition of Basel IIT LCR document.
6. Rule 48 amended (calenlation of average LMR in each calendar

month)
Rule 48(8), definition of principal amount—
Repeal paragraph (a)




Rule 7
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8.

Substitute

“(a) in relation to an item mentioned in item 2, 6 or 6A in
Table A in section 2 of Schedule 5, means the fair value
of the item determined in accordance with mle 9 at the
close of business on a working day; or”.

Rule 49 amended (requirements that must be satisfied before
asset can be included in liguefiable assets for purposes of
calculation of LMR)

After rule 49(2)(H)—-
Add
“(fa) for a listed ordinary share, the share—

(i) would fall within section 3{¢) of Patt 2 of Schedule
2 if the category 2 institution were a category 1
institution; and

(ii) must be listed on a recognized exchange;”.

Rule 54 amended (interpretation of Part 9 and Schedule 6)
Rule 54(1)—
Add in alphabetical order

“total derivative liabilities (before adjustments) (74 TE B
{BERZE (R B AT, in relation to an authorized
institution, subject to rule 58, means the sum of the
replacement costs of derivative contracts between the
institution and its counterparties, where each of those
contracts has a negative replacement cost before
adjustment for any variation margin posted by the
institution to the counterparty under the contract;”.

Rule 9

Banking (Liquidity) {Amendment) Rules 2019
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Rule 58 amended (total derivative assets (after adjustments) or
total derivative liabilities (after adjustments))

(1) Rule 58, heading—
Repeal
“or total derivative Habilities (after adjustments)”
Substitute

“, total derivative liabilities (after adjustments) or toial
derivative liabilities (before adjustments)—valid bilateral
netting agreements”,

(2) Rule 58—
Repeal subrule (1)
Substitute

“(1) 'This rule applies to an authorized institution that has
entered into 2 or more derivative confracts with a
particular counterparty that are subject to a walid
bilateral netting agreement.

(1A) In determining an authorized institution’s total derivative
assets (after adjustments), total derivative liabilities
(after adjustments) or total derivative liabilities (before
adjustments) under this Part and Schedule 6—

(a) the replacement costs of the contracts mentioned in
subrule (1) are not to be included; and

(b) subrules (2), (3) and (4} apply.”.
(3) Rule 58(2)—
Repeal
everything before “by—"
Substitute
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Rule 10 5 Rule 11 6
“(2) The institution must determine the aggregate net value of “ASF item (ASF JF ), in relafion to a category 1 institution,
the contracts mentioned in subrule (1) (aggregate net means a capital item or on-balance sheet liability, listed
value)”, in column 1 of Table 1 in Schedule 6, of the institution;
(4) Rule 58— RSF item (RSF IHE), in relation to a category 1 institution,
Repeal subrule (3) means an on-balance sheet asset or off-balance sheet
Substitut obligation or the total derivative liabilities (before
ubstitute adjustments), listed in column 1 of Table 2 in Schedule
“(3) Ifthe agpregate net value is a positive value, it— 6, of the institution;”.
(@) must be included in the institution’s total derivative o
assets (after adjustments); and 11, Rule 65 amended (determination of ASF)
(b) must not be included in the institution’s total (1) Rule 65(1)—
derivative liabilities (after adjustments) and total Repeal

derivative fiabilities (before adjustments). everything after “all of”

Substitute
“its ASF items.”.

(4) Ifthe appregate net value is a negative value, it—

(a) must be included in the institution’s total derivative
liabilities (after adjustments) and total derivative

liabilities (before adjustments); and (2) Rule 65—
(b) must not be included in the institution’s total Repeal subrule (2).
derivative assets (after adjustments).”, {3) Rule 653)(b)(i)—
Repeal
140, Rule 59 amended (interpretation of Division 2 and Tables 1 and “6u1”
2 in Schedule 6) B
(1) Rule 59(1), Chinese text, definition of FEE /NPt Substitute
paragraph (b)(ii}— “1 in Schedule 6 (Table 6-1)".
Repeal 12, Rule 68 amended (determination of RSF)
i (1) Rule 68(1)—
Substitute
- Repeal

everything after “all of”

(2) Rule 59(1)— Substitute

Add in alphabetical order




Rule 13
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13.

2

3

“its RSF items.”.

Rule 68—

Repeal subrule (2),

Rule 68(3)(b)(1)—

Repeal

g

Substitute

“2 in Schedule 6 (Tuble 6-2)".

Ruie 71 amended (interpretation of Division 3)

(N

@

&)

G

Rule 71, heading, after “3"—

Add

“and Tables 3 and 4 in Schedule 6”.
Rule 71, after “Division”—

Add

“and Tables 3 and 4 in Schedule 6”.
Rule 71, definition of average CFR—
Repeal

“76.”

Substitute

“16;”,

Rule 71—

Add in alphabetical order

“ACF item (ACF Y H), in relation to a category 2A
institution, means a capital item or on-balance sheet
liability, {isted in column t of Table 3 in Schedule 6, of

the institution;

Ruie 14
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14,

15.

RCF item (RCF IH ), in relation to a category 2A
institution, means an on-balance sheet asset or off-
balance sheet obligation or the total derivative liabilities
(before adjustments), listed in column 1 of Table 4 in
Schedule 6, of the institution.”.

Rule 76 amended (calculation of average CFR in each calendar
month)

(1) Rule 76(1){(z)—
Repeal

“capital and on-balance sheet liabilities listed in column 1 of
Table 3 in Schedule 6”

Substitute
“ACF items”.

(2) Rule 76(1)(b)—
Repeal

“on-balance sheet assets and off-balance sheet obligations
listed in column 1 of Table 4 in Schedule 6”

Substitute
“RCF items”.

Rule 77 amended (determination of ACF)
(1} Rale 77(1)—

Repeal

everything after “all of”

Substitute

“its ACT items.”.
(2) Rule77—

Repeal subrule (2),




Rule 18
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16.

17.

&)

Rule 77(3)(b)(i—

Repeal

g3

Substitute

*3 in Schedule 6 (Table 6-3)”.

Rule 8¢ amended (determination of RCF)

(M

(2)

€

Rule 80{1)—

Repeal

everything after “all of”
Substitute

“its RCF items.”,

Rule 80—

Repeal subrule (2).
Rule 80(3)(b)(i}—
Repeal

“G-4"

Substitute

“4 in Schedule 6 {Table 6-4)”,

Schedule 2 amended (classes of assets which may be included in
HQLA for calculating LCR and qualifying criteria applicable
to those classes)

M

Schedule 2—

Repeal

“& 25 & Sch. 4A1”

Substitute

“, 25 & 49 & Schs. 4A, 5 & 6]

Rule 17

Banking {Liquidity} (Amendment) Rules 2019
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2)

€)

4

(3

(6)

Schedule 2, Part 1, section 1—
Renumber the section as section 1(1),
Schedule 2, Chinese text, Part 1, section 1(1), definition of ZF

e —

Repeal the semicolon

Substitute a fulistop.

Schedule 2, Part 1, section 1(1)—

(a) definition of credit risk;

(b) definition of IRB approach,

(c) definition of local carrency;

(d) definition of standardized (credit risk) approach—
Repeal the definitions.

Schedule 2, Part I, section 1(1)}—

Add in alphabetical order

“PSE bank (/\BENI8R{T) means a bank that is a public
sector entity;”.

Schedule 2, Part 1, after section 1({1)}—
Add

*“(2) In this Schedule, an expression specified below has the
meaning given by section 2{1) of the Capital Rules—

central counterparty (‘PR35 B FTT

credit visk ({5 FHRRD

Fitch Ratings (FEREETER)

IRB approach (IRB 1 E%)

Japan Credit Rating Agency, Ltd, (H AT HECHER
HEH)

local currency (A HEEE )
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Rule 17 11

Moody’s Investors Service (F8 iR & E B
Rating and Investment Information, Inc. GRS E
HRERAE)
S&P Global Ratings ({EE-2TEEFER)
standardized (credit visk) approach (25 FEET
BAY
{7y Schedule 2, Part 2, section 3(a)}—
Repeal |
“corporates; and”
Substitute
“a corporate, sovereign, central bank or public sector entity;”.
(8) Schedule 2, Part 2, section 3(b)—
Repeal
“RMBS.”
Substitute
“RMBS; and™,
(9) Schedule 2, Part 2, after section 3(b)-
Add

“{c) subject to section 10 of Part 3 of this Schedule, listed
ordinary shares.”.

(10}  Schedule 2, Chinese text, Part 3, section 1{1)}—
Repeal everything before paragraph (a)
Substitute
“«0 BRIFFEBERESTEUTRA » SRIBZEEES
ABAMERE 2 VR 1(c)RPTiEE —.
(11y  Schedule 2, Part 3, section 1{1)—
Repeal paragraph (d)

Banking (Liquidity) (Amendment) Rules 2019

Rule 17 12

Substitute

“(d) it is not an obligation of a financial institution, or an
associated entity of a financial institution, that is not a
PSE bank.”.

(12) Scheduie 2, Chinese text, Part 3, section 2—
Repeal subsection (1)
Substitute
‘() BRIERFAREERNE T EBE R #TIE
EEBE S | HEE  REZEFRILRE
BB TR B A SR B R L BIRITH
ﬁ%ﬁgﬂﬁ%ﬁiﬁﬁ%xgﬁwﬁ% 2 BESE LR
EE=JR
(13) Schedule 2, Chinese text, Part 3, section 3(1)—
Repeal
everything before ”
Substitute
“() BRIFEEEBESTEUTHRE  RUZKEEES
FIBAMIERSE 2 3R 1eRFTHEE".
(14) Schedule 2, Chinese text, Part 3, section 4(1)—
‘Repeal everything before paragraph (a)
Substitute |
‘) BRIFFEEBESAE TR BHZEGES
TREANIRDE 2 #RE8 2 Frtes —
(15) Schedule 2, Part 3, section 4(1)—
Repeal paragraph (d)
Substitute
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(16)

(a7

(18)

(19)

(20)

“(d) it is not an obligation of a financial institution, or an
associated entity of a financial institution, that is not a
PSE bank.”.

Schedule 2, Chinese text, Part 3, section 5(1)—
Repeal everything before paragraph (a)
Substitute
“() ERFAEEBESTELUT SR - GRIZRESSE S
TREAMRE 2 805 20FFfad —.
Schedule 2, Chinese text, Part 3, section 6(1)—
Repeal everything before paragraph (a)
Substitute
‘) BREEEESESTEUTRHEY THIREERESR
HZ R RANTE 2 8056 2oRFre &

Schedule 2, Chinese text, Part 3, section 7{1)—

Repeal everything before paragraph (a)
Substitute
“) BRIFEEBHERTELITHRA  SRIZAGES
FRBAMIZRE 2 858 3IFEFEE —
Schedule 2, Part 3, section 7(1)}a)}—
Repeal
“of 27
Substitute
“of 1,2 or 3™
Schedule 2, Part 3, section 7(1}b)(i)—
Repeal
woy
Substitute -

Banking {Liquidity) (Amendment) Rules 2019

Rule 17 14
“1,2 0r 3”.
(21) Schedule 2, Part 3, section 7(1){b)(ii)—
Repeal
“2 or 35’
Substitute
“1,2,3 or 4",
(22) Schedule 2, Part 3, after section 7(1){(b)—
Add
“{ba) subject to subsection (2), if the debt security is issued by
a sovereign or central bank, it has an ECAI issue specific
rating that, if mapped to the scale of credit quality grades
in Table A in Schedule 6 to the Capital Rules, would
result in the debt security being assigned a credif quality
grade of |, 2 or 3;
(bby subject to subsection (2), if the debt security is issued by
a public sector entity, it has an ECAI issue specific
rating that, if mapped to the scale of credit quality grades
in Table B or Part {1 of Table C (for a long-term ECAI
issue specific rating) or Part 1 of Table E (for a short-
term ECAT issue specific rating) in Schedule 6 to the
Capital Ruies, would result in the debt security being
assigned a credit quality grade of 1, 2 or 3;”.
(23) Schedule 2, Part 3, section 7(1)(c)—
Repeal
‘i(a) Or (b)”
Substitute
“(a), (b), (ba) or (bb)”.
(24) Schedule 2, Part 3, section 7(1)—

Repeal paragraph (f)
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Rule 17 15 Rule 17

16

Substitute (b)

“(fy it is not issued by a financial institution, or an associated
entity of a financial institution, that is not a PSE bank; (c)
and”,

(25) Schedule 2, Part 3, section 7(2)—
Repeal
“(a) and (b)”
Substitate
“(a), (b, (ba) and (bb)”.
(26) Schedule 2, Chinese text, Part 3, section 8(1)—
Repeal everything before paragraph (a)
Substitute
“(1)  BRJE RMBS FHEDATEREH » 5HIEZ RMBS KA
58 2 W 3R e ——
(27 Schedule 2, Part 3, section 8(1 X e)}(i)—
Repeal
“Standard & Poor’s Ratings Services”
Substitute @
“S&P Global Ratings”.
{(28) Schedule 2, Part 3, after section 9—

Add
(e)

“10. Qualifying criteria—listed ordinary shares (level 2B
assets) under section 3(c) of Part 2 of this Schedule

{1} A lsted ordinary share does not fall within section 3(c)
of Part 2 of this Schedule unless— 63

() it is not issued by a financial institution or an
associated entity of a financial institution;

it is listed and traded on an exchange, and its
trading is cleared by a central counterparty;

it is a constituent of—

(i) the Hang Seng Index or MSCI Hong Kong
Index; or

(ii) a stock index specified by the relevant
banking supervisory authority of a country
outside Hong Kong, where the following
conditions are met-—

(A) the category | instifution holding the
share is incorporated in that counfry or
carries on a banking business through a
branch or subsidiary in that country; and

(B) the supervisory authority’s liquidity
requirements on level 2B assets are
consistent with, and no less stringent
than, the relevant requirements referred
to in paragraph 54(c) of the Base! TII
LCR document;

it is denominated in Hong Kong dollars or in the
local currency of the country in which the category
! institution holding the share is incorporated or
carties on a banking buginess through a branch or
subsidiary;

it is traded in large, deep and active markets,
characterized by a low level of concentration, and
where a share of that type can be monetized
through direct sale or repo-style transactions; and

subject to subsection (2), it has a proven record as a

reliable source of liquidity in those markets, even
during a period of financial stress.
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18.

19.

(2) A listed ordinary share, for meeting the criterion
specified in subsection (1)(f), must not have experienced
a decline of more than 40% of its market price, or (if it is
used as collateral in a repo-style transaction) an increase
in haircut of more than 40 percentage points, within—

{a) any period of 30 calendar days during a relevant
period of significant liquidity stress since the share
was listed; or

(b) (if no such relevant period of significant Hiquidity
stress is applicable to the share} any period of 30
calendar days since the share was listed.”.

Schedule 3 amended (characteristic requirements that asset
must satisfy before it can be included in HQLA for purposes of
calculation of LCR)

(1)  Schedule 3, Chinese text, section 1, definition of ZE77HEEE
F
Repeal
“*g_ : 5%
Substitate
“1;% ° n.
(2) Schedule 3, section I-—
Repeal the definition of recognized exchange.

Schedule 4A amended (tables related to LCR)
{1) Schedule 4A, Table 1, item 1(c)—

Repesal

*“mentioned in”

Substitute

“falling within”.

Rule 19
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)

€)

(4)

&)

(6)

O

Schedule 4A, Table 1, item 1(d)}—
Repeal

“mentioned in”

Substitute

“falling within”.

Schedule 4A, Table 1, item [({e)}—
Repeal

“mentioned in”

Substitute

“falling within”.

Schedule 4A, Table 1, item 2(a)—
Repeal

“mentioned in”

Substitute

“falling within™,

Schedule 4A, Table 1, item 2(b)—
Repeal

“mentioned in”

Substitute

“falling within”,

Schedule 4A, Table 1, item 2(¢c)}—
Repeal

“mentioned in”

Substitute

“falling within®.

Schedule 4A, Table 1, item 3(a)—
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20.

6

&)

Repeal

“mentioned in”

Subsiitute

“falling within”.

Schedule 4A, Table 1, after item 3(b)}—
Add

“(c) listed ordinary shares falling 50%”.
within section 3(c) of Part 2 of
Schedule 2

At the end of Schedule 4A—
Add
“Note—

See rule 17 for the interpretation of this Schedule.”.

Schedule 5 amended (liquidity conversion factors applicable to
assets and liabilities in calculation of LMR)

M

()

3

Schedule 3, section 1—

Repeal the definition of gqualifying ECAI issue specific
rating

Substitute

“qualifying ECAI issue specific rating (554 ECAIBE
{EIEFTAR)—see section 1A of this Schedule;”™.

Schedule 5, section 1—
Repeal the definition of qualifving ECAI issuer rating
Substitute

“qualifying ECAI issuer rating (5& ECAl & AFT
48y —see section 1A of this Schedule;”.

Schedule 5, section 1—
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Repeal the definition of qualifiing ECAI rating
Substitute
“qualifving ECAI rating (&&% BCAI §F4k)—see section
1A of this Schedule.”.
(4) Schedule 5, section 1—
Add in alphabetical order
“investment-grade issue specific rating (RS8R AN EEE
24k )—see section 1B of this Schedule;
investment-grade issuer rating (SRS AT —see
section iB of this Schedule;
investment-grade rating (Y& &4 RIFEL)—see section 1B of
this Schedule;”.
(5) Schedule 5, after section 1—
Add
“IA. Qualifying ECAI issue specific rating, qualifying ECAI

issuer rating and qualifying ECAI rating
For the purposes of this Schedule—

{a} a marketable debt security or prescribed instrument
has a qualifying ECAI issue specific rating if any
of the following conditions is met—

(i) the ECAI issue specific rating of the debt
security or instrament—

{A) if mapped to the scale of credit quality
grades in Table A, Table B or Part 1 of
Table C (for a long-term ECAI issue
specific rating) in Schedule 6 to the
Capital Rules, would result in the debt
security or instrument being assigned a
credit quality grade of 1 or 2; or
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(b)

(if)

(B) if mapped to the scale of credit quality
grades in Part 1 of Table E (for a short-
term ECAI issue specific rating) in
Schedule 6 to the Capital Rules, would
result in the debt security or instrument
being assigned a credit quality grade of
1 or2;

without limiting subparagraph (i), for a debt
security or instrument issued by a corporate
incorporated in India, the ECAI issue specific
rating of the debt security or instrument—

(A) if mapped to the scale of credit quality
grades in Part 2 of Table C (for a long-
teem ECAI issue specific rating) in
Schedule 6 to the Capital Rules, would
result in the debt security or instrument
being assigned a credit quality grade of
[,2or3;0r

(B) if mapped to the scale of credit quality
grades in Part 2 of Table B (for a short-
term ECAI issue specific rating) in
Schedule 6 to the Capital Rules, would
result in the debt security or instrument
being assigned a credit quality grade of
1,20r3;

the issuer or guarantor of a marketable debt
security or prescribed instrument has a qualifying
ECAI issuer rating if any of the following
conditions is met—

(i

the ECAI issuer rating of the issuer or
guarantor, if mapped to the scale of credit
quality grades in Table A, Table B or Part 1
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of Table C in Schedule 6 to the Capital Rules,
would result in the issuer or guarantor being
assigned a credit quality grade of 1 or 2;

(iiy without limiting subparagraph (i), for an
issuer or guarantor that is a corporate
incorporated in India, the ECAI issuer rating
of the issuer or guarantor, if mapped to the
scale of credit quality grades in Part 2 of
Table C in Schedule 6 to the Capital Rules,
would result in the issuer or guarantor being
assighed a credit quality grade of 1, 2 or 3;
and

(c) amarketable debt security or prescribed instrument
has a qualifying ECAI rating if—
(i) it has a qualifying ECAI issue specific rating;
or
(i) its issuer or guarantor has a qualifying ECAI
issuer rating.

1B. Investment-grade issue specific rating, investment-grade
issuer rating and invesiment-grade rating

For the purposes of this Schedule—

(a) amarketable debt security or prescribed instrument
has an investment-grade issue specific rating if any
of the following conditions is met—

(i) the ECAI issue specific rating of the debt
security or instrument—

{A) if mapped to the scale of credit quality
grades in Table A, Table B or Part 1 of
Table C (for a long-term ECAI issue
specific rating) in Schedule 6 to the
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(i)

Capital Rules, would result in the debt
security or instrument being assigned a
credit quality grade of 3; or

(B) if mapped to the scale of credit quality

grades in Part 1 of Table E (for a short-
term ECAI issue specific rating) in
Schedule 6 to the Capital Rules, would
result in the debt security or instrument
being assigned a credit quality grade of
3
without limiting subparagraph (i), for a debt
security or instrument issued by a corporate
incorporated in India, the ECALI issue specific
rating of the debt security or instrument—

(A) if mapped to the scale of credit quality

grades in Part 2 of Table C (for a long-
term ECAT issue specific rating) in
Schedule 6 to the Capital Rules, would
result in the debt security or instrument
being assigned a credit quality grade of
4; or

(BY if mapped to the scale of credit quality

grades in Part 2 of Table E (for a short-
term ECAI issue specific rating) in
Schedule 6 to the Capital Rules, would
resuit in the debt security or instrument
being assigned a credit quality grade of
4

(b) the issuer or pguarantor of a marketable debt
security or prescribed instrument has an
investment-grade issuer rating if any of the
following conditions is met-——
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(i) the ECAI issuer rating of the issuer or
guarantor, if mapped to the scale of credit
quality grades in Table A, Table B or Part 1
of Table C in Schedule 6 to the Capital Rules,
would result in the issuer or guarantor being
assigned a credit quality grade of 3;

(if) without limiting subparagraph (i), for an
issuer or pguarantor that is a corporate
incorporated in India, the ECAI issuer rating
of the issuer or guarantor, if mapped 1o the
scale of credit quality grades in Part 2 of
Table C in Schedule 6 to the Capital Rules,
would result in the issuer or guarantor being
assigned a credit quality grade of 4; and

(c) a marketable debt security or prescribed instrument
has an investment-grade rating if—

(i) it has an investment-grade issue specific
rating; or
(ii) its issuer or guarantor has an investment-
grade issuer rating.”.
{6) Schedule 5, section 2, Table A, item 6(b)—
Repeal
everything before “, with”
Substitute

“(b) having a qualifying ECAI rating, issued or guaranteed
by the central bank or central government of a country, a
multilateral development bank, or a relevant
international organization”.
(7) Schedule 5, English text, section 2, Table A, item 6(c)—

Repeal
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(8)

&)

(10)

(D

(12)

“with a qualifying”

Substitute

“having a qualifying”,

Schedule 5, section 2, Table A, item 6(c)(i)—
Repeal

“paragraph”

Substitute

“sub-item”,

Schedule 5, English text, section 2, Table A, item 6(d)}—

Repeal

“without”

Substitute

“not having”.

Schedule 5, section 2, Table A, item 6(d)(i)~-
Repeal '

“paragraph”

Substitute

“sub-item”.

Schedule 5, section 2, Table A, item 6(g)—
Repeal

“month”

Substitute

“month;™.

Schedule 5, section 2, Table A, after item 6(g)—
Add

“(hy  having an investment-grade rating, that

50%”.
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are not covered by sub-item (a), (b),
(c), (d), (&), (D) or (g)
(13) Schedule 5, section 2, Table A, after item 6—
Add
“6A. Listed ordinary shares that would fall 5097,
within section 3(c) of Part 2 of
Schedule 2 if the category 2 institution
were a category 1 institution
21. Schedule 6 amended (tables related to NSFR and CFR)

(D

@

)

C

Schedule 6—

Repeal

“16, 77 & 80]”

Substitute

71, 77 & 80]".

Schedule 6, Table 1, heading—
Repeal

“Capital and On-balance Sheet Liabilities™
Substitute

“ASF Items”,

Schedule 6, Table 1—

Repeal

“Capital or on-balance sheet liability”
Substitute

“ASF itemn™.

Schedule 6, at the end of Table 1--
Add
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“Note— Substitute
See rule 59 for the interpretation of this Table.”, “ACF Ttems”,
(5) Schedule 6, Table 2, heading— (11) Schedule 6, Table 3—
Repeal Repeal
“On-balance Sheet Assets and Off-balance Sheet “Capital or on-balance sheet liability”
Obligations” .
Substitute
Substitute “ACF item”
“RSF Items”. '
o (12) Schedule 6, Table 4, heading—
{6) Schedule 6, Table 2—
Repeal
Repeal .
o On-balance Sheet Assets and Off-balance sheet
“On-balance sheet asset or off-balance sheet obligation” Obligations”
Substitute Substitute
“RSF item”. “RCF Ttems”.
(7) Schedule 6, Table 2, item 3(e), after “equities”— (13) Schedule 6, Table 4—
Add Repeal

“not covered by sub-item (c)”.

“On-balance sheet asset or off~balance sheet obligation”
(8) Schedule 6, Table 2, after item 12—

Substitute
Add “RCF item”.
13, Total derivative liabilities N/A N/A N/A 5%”. (}4) Scheduie 6. Table 4. after item S(a)——
{before adjustments) ! *
(9) Schedule 6, at the end of Tabie 2— Add
Add “(ab) listed ordinary shares that 0% 0% 0% 0%
would fall within section 3(c)
“Note— of Part 2 of Schedule 2 if the

category 2A institution were a
category I institution

(15) Schedule 6, Table 4, item 5(b), after “(a)*—
Add
“or {(ab)”.

See rule 59 for the interpretation of this Table.”.
{10) Schedule 6, Table 3, heading—
Repeal

“Capital and On-balance Sheet Liahilities”
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(16) Schedule 6, Table 4, after item 11—
Add

“12.  Total derivative liabilities NJA  NA O NA 5%
(before adjustments)

(17 Atthe end of Schedule -
Add

“Note—

See rule 54 for the interpretation of this Schedule.”.

Monetary Authority

2019

Banking (Liquidity} (Amendment) Rules 2019

Explanatory Note
Paragraph 1

30

Explanatory Note

These Rules amend the Banking (Liguidity) Rules (Cap. 155
sub. leg. Q) (BLR).

The main purpose of these Rules is to introduce the following in the

BLR, in line with the standards set by the Basel Committee on
Banking Supervision (BCBS)y—

(a) recognizing listed ordinary shares and marketable debt
securities (rated BBB- or above) issued by corporates,
sovereigns, central banks or public sector entities—

as level 2B assets in calculating a category 1
institution’s liquidity coverage ratio (LCR); and

as liquefiable assets in calculating a category 2
institution’s liquidity maintenance ratio;

(b) Implementing—

a required stable funding factor of 5% on total
derivative liabilities (before adjustments) in

-calculating a category 1 institution’s net stable

funding ratio; and

a required core funding factor of 5% on total
derivative liabilities (before adjustments) in
calculating a category 2A institution’s core funding
ratio.

These Rules also make amendments to the LCR provisions in the

BLR to reflect the latest BCBS guidance on the eligibility of level

2.
(i)
(i)
(1)
(i1

3.

2B assets.
4.

documents—

The amendments are made after referencing the following
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(a)

(b)

(c)

(d)

“Basel HI: The Liquidity Coverage Ratio and liquidity
risk monitoring tools” published by the BCBS in January
2013;

“Basel [1I—The Liquidity Coverage Ratio framework:

frequently asked questions” published by the BCBS in
June 2017,

“Basel 1I1: The net stable funding ratio” published by the
BCBS in October 2014, supplemented with an
announcement made by the BCBS in October 2017;

“Basel [lI—The Net Stable Funding Ratio: frequently

asked questions” published by the BCBS in February
2017.
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