HONG KONG MONETARY AUTHORITY
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Our Ref: B1/15C
B9/127C

18 February 2015

The Chief Executive
All authorized institutions

Dear Sir / Madam,

New Supervisory Policy Manual (SPM) Module
CA-B-2: Systemically Important Banks

I am writing to inform you that, following consultation with the two industry Associations,
the Monetary Authority (MA) is today publishing the above-mentioned SPM module as
statutory guidance, by notice in the Gazette, under section 7(3) of the Banking Ordinance.

Responding to lessons learned from the recent global financial crisis, the Basel Committee on
Banking Supervision (Basel Committee) has established policy frameworks to address the
risks posed by both global systemically important banks (G-SIBs) and domestic systemically
important banks (D-SIBs). The rationale for adopting additional policy measures for
systemically important banks is the significant “negative externalities” which these banks
could create if they were ever to become non-viable. The work of the Basel Committee in
this regard forms part of a broader effort by the Financial Stability Board to make these
banks less susceptible to failure and thereby improve the resilience of the financial system
and economy as a whole.

The additional policy measures for G-SIBs and D-SIBs include the application of Higher
Loss Absorbency (HLA) capital buffer requirements, together with more intensive
supervision and prioritised recovery and resolution planning requirements.

The SPM module CA-B-2 complements the Banking (Capital) Rules®, which empower the
MA to determine HLA requirements applicable to locally incorporated Als designated by the
MA as D-SIBs or G-SIBs under the Banking (Capital) Rules. CA-B-2 sets out the MA’s
approach to assessing the systemic importance of Als and describes the supervisory measures
to be applied to Als assessed to be G-SIBs or D-SIBs. The key sections of the SPM module
cover:

! As amended by the Banking (Capital) (Amendment) Rules 2014.
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(i) Overview of the D-SIB framework — in sections 1 and 2, the module provides an
overview of the D-SIB framework in Hong Kong in identifying systemically
important Als locally (including the scope of Als subject to D-SIB assessment), and
the MA’s power to designate locally incorporated Als as D-SIBs and apply HLA
requirements to these D-SIBs.

(i) MA’s approach to D-SIB identification — in section 3, the module explains the
approach underlying the D-SIB assessment process:

- The D-SIB assessment in Hong Kong is based on four factors drawn from the
Basel Committee’s D-SIB framework, namely size, interconnectedness,
substitutability and complexity. Under the D-SIB framework, the MA will take a
two-step approach in identifying D-SIBs.

- The first step is to draw up a preliminary indicative list of D-SIBs by reference to a
quantitative measure using an indicator-based approach for the *“size”,
“interconnectedness” and “substitutability” factors. A weight will be assigned to
each of the factors and quantitative indicators. Based on these weights, an overall
systemic score (which is the sum of an Al’s weighted scores for all the indicators)
will then be calculated for each of the Als within the D-SIB assessment pool. The
“complexity” factor will be assessed using a qualitative approach (in the second
step), as no suitable and readily available quantitative indicator has as yet been
identified to accommodate the multifaceted nature of complexity.

- The second step in the assessment process is to apply supervisory judgement in
order to take into account factors that cannot be appropriately captured by a purely
quantitative measure.

(iii) Consequences of being identified or designated as a D-SIB — in sections 4 to 6, the
module explains the consequences of being identified or designated as a D-SIB:

- An HLA requirement, which is expressed in terms of Common Equity Tier 1
capital as a percentage of total risk-weighted amount for credit risk, market risk
and operational risk (RWA), will be applied to a locally incorporated D-SIB based
on its degree of systemic importance. Given the diversified nature and varying
degrees of systemic importance of Als in Hong Kong, the MA will adopt a
“bucketing approach” to achieve a degree of differentiation between D-SIBs. Each
D-SIB will be allocated to a bucket corresponding to a required HLA ratio ranging
from 1% to 2.5% of RWA, with an empty top bucket of 3.5% to provide an
incentive for the most systemically important D-SIBs to refrain from becoming
even more systemically important in the future.




. The intensity of supervision of D-SIBs in Hong Kong will be higher than for other
Als. D-SIBs will be expected to adhere to higher standards in general, in terms of
risk culture and risk management; corporate governance; and internal controls. In
order to strengthen their data processing capabilities and risk reporting practices so
as to support better risk identification and measurement, D-SIBs will also be
expected to be in a position to comply with the Principles for effective risk data
aggregation and risk reporting® issued by the Basel Committee in January 2013
within three years of their designation.

- With respect to the ongoing implementation of recovery and resolution planning
requirements in Hong Kong, priority and focus will be given to D-SIBs.

(iv) Announcement of D-SIBs — in section 7, the module provides an outline of the process
for public announcements regarding the identification and designation of D-SIBs.

(v) Disclosure requirements applicable to D-SIBs — in section 8, the module describes the
disclosure requirements applicable to Als identified or designated as D-SIBs.
Currently, there are no specific additional disclosure requirements for D-SIBs in
addition to those applicable to Als generally those under the Banking (Disclosure)
Rules (BDR). However, the MA will consider whether D-SIBs should be required to
make any additional disclosures in the next round of amendments to the BDR to
implement the Revised Pillar 3 disclosure requirements released by the Basel
Committee in January 2015.3

(vi) MA’s approach to G-SIB designation — in section 9, the module describes the MA’s
approach to applying the Basel Committee’s G-SIB framework in Hong Kong. This
includes the MA’s power to designate locally incorporated Als as G-SIBs, and to
apply an HLA requirement to such G-SIBs. The MA’s assessment methodology
basically adopts the Basel Committee’s G-SIB framework. Als satisfying the
prescribed criteria will be required to report data on the relevant G-SIB indicators and
make disclosures under the BDR* in line with the Basel Committee’s G-SIB
requirements. In addition, as with D-SIBs, any local G-SIBs will be expected to
adhere to higher standards in terms of recovery and resolution planning, and risk
culture as well as data processing and risk reporting capabilities.

Relevant Als will be informed in advance by the MA that he is minded to identify/designate
them as D-SIBs and, in the case of locally incorporated Als, to apply an HLA requirement to
them. The Als concerned will then be given an opportunity to discuss the proposed
identification/designation with the MA and make such representations as they consider
appropriate within a given period. Thereafter, the MA will finalise his decision and any Als
ultimately identified/designated as D-SIBs will be so notified by the MA. A full list of the
D-SIBs (and, if applicable, the associated HLA requirements applied to locally incorporated
D-SIBs) will be published.

2 http://www.bis.org/publ/bchs239.pdf
® http://www.bis.org/bchs/publ/d309.pdf
* As amended by the Banking (Disclosure) Rules 2014 which will commence operation on 31 March 2015.
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On-line access to the SPM module is available on the HKMA’s public website
(http://www.hkma.gov.hk/eng/key-functions/banking-stability/supervisory-policy-manual.sht
ml) and private website (http://www.stet.iclnet.hk/index.htm).

Should you have any questions regarding the SPM module, please feel free to contact Mr
Martin Sprenger (msprenger@hkma.gov.hk) or Ms Carita Wan
(carita_pm_wan@hkma.gov.hk).

Yours sincerely,

Karen Kemp
Executive Director (Banking Policy)

Encl
cc: The Chairman, Hong Kong Association of Banks

The Chairman, The DTC Association
FSTB (Attn: Mr Jackie Liu)
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This module should be read in conjunction with the Introduction and with the
Glossary, which contains an explanation of abbreviations and other terms
used in this Manual. If reading on-line, click on blue underlined headings to

activate hyperlinks to the relevant module.

Purpose

To set out the MA's assessment methodology for identifying
systemically important Als in Hong Kong and for calibrating the level
of any higher loss absorbency (“HLA") capital requirements to which
such Als incorporated in Hong Kong will be subject; to set out other
policy and supervisory measures to be applied to Als identified as
being systemically important in order to address the risks they pose.

Classification

A statutory guideline issued by the MA under the Banking Ordinance,

§7(3).

Previous guidelines superseded
This is a new guideline.

Application
To all Als.

Structure

1 Introduction
1.1 Terminology
1.2 Background
1.3 Legal basis

2 Overview of the D-SIB framework in Hong Kong
2.1 Objective
2.2 Scope of application



http://www.hkma.gov.hk/media/eng/doc/key-functions/banking-stability/supervisory-policy-manual/IN.pdf
http://www.hkma.gov.hk/media/eng/doc/key-functions/banking-stability/supervisory-policy-manual/GL.pdf
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1. Introduction
1.1 Terminology

1.1.1 Unless otherwise specified, abbreviations and terms used in
this module follow those used in the Banking (Capital) Rules
(“BCR”) and Banking (Disclosure) Rules (“BDR”).*

1.2 Background

1.2.1 To address the negative externalities posed by systemically
important institutions, the Basel Committee on Banking
Supervision (“Basel Committee”) established a framework in
November 2011 (subsequently updated in July 2013) to
identify global systemically important banks? (“G-SIBs”), and
calibrate a capital surcharge or HLA capital requirement
(expressed in terms of Common Equity Tier 1, or “CET1",
capital) that would apply to each identified G-SIB according
to its perceived degree of systemic importance.
Subsequently the Basel Committee moved from the global to
the domestic domain and issued A framework for dealing
with domestic systemically important banks® (“D-SIBs”) in
October 2012. The D-SIB framework provides a
complementary perspective to the G-SIB framework,
focussing on the impact that the distress of banks (including
international banks) may have on a jurisdiction’s domestic
economy.

1.2.2 Under the Basel Committee’s D-SIB framework, national
authorities are responsible for establishing a methodology
for assessing the degree to which banks are systemically
important locally, and calibrating the level of an appropriate
corresponding HLA requirement, as well as for applying

! It should be noted however that the terms D-SIB and G-SIB and their derivations are not confined to
those locally incorporated Als designated under the BCR for the purposes of applying HLA capital
requirements.

% See Global systemically important banks: updated assessment methodology and the higher loss
absorbency requirement, issued in July 2013: http://www.bis.org/publ/bcbs255.pdf

® http://mww.bis.org/publ/bcbs233.pdf
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other policy/supervisory measures appropriate to address
the risks posed by a D-SIB.

1.2.3 This module sets out the MA’s framework for assessing the
systemic importance of Als, and for determining the HLA
capital requirements to which any locally incorporated Al
designated as a D-SIB or G-SIB under the BCR should be
subject.

1.2.4 The HLA requirement will be phased-in between 1 January
2016 and the end of 2018, with the full HLA requirement
becoming effective from 1 January 2019 (see paragraph
4.1.5).

1.3 Legal basis

1.3.1 The BCR*, issued pursuant to 897C of the Banking
Ordinance, empower the MA to designate locally
incorporated Als as D-SIBs or G-SIBs and to apply an HLA
requirements to the Als so designated. An Al would be
considered a D-SIB if in the opinion of the MA the risks
associated with the Al are such as to render the Al capable
of having a significant impact on the effective working and
stability of the banking or financial system of Hong Kong
were the Al to become non-viable. An Al would be
considered a G-SIB if in the opinion of the MA the risks
associated with the Al are such as to render the Al capable
of having a significant impact on the effective working and
stability of the global financial system were the Al to become
non-viable.

1.3.2 The BDR°®, issued pursuant to 860A of the Banking
Ordinance, will empower the MA to require designated Als to
make additional disclosures as a result of their designation.

* As amended by the Banking (Capital) (Amendment) Rules 2014.

®> As amended by the Banking (Disclosure) (Amendment) Rules 2014 which will commence operation on
31 March 2015.
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2. Overview of the D-SIB framework in Hong Kong
2.1 Objective

2.1.1 The overarching objective of the D-SIB framework is to
identify Als whose impact, in the event of distress or failure,
could cause significant disruption to the financial system and

economic activity locally. To address

the negative

externalities posed by such Als, regulatory and supervisory

measures will be taken with the aim of:

o reducing their probability of failure, by increasing their
going-concern loss absorbency in the case of locally
incorporated Als designated as D-SIBs under the BCR,
requiring early recovery planning, and increasing the

intensity of their supervision; and

o reducing the extent or impact of any failure, by

improving the resolvability of these Als.

Chart 1: Key components of the D-SIB framework in Hong Kong

1. Identification Assessment approach

2. Reducing probability

HLA requirement for locally
incorporated Als designated
as D-SIBs under the BCR

of failure

—
~

Intensive supervision

failure

3. Reducing impact Of | oy Improving resolvability
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2.1.2 As noted in paragraph 2.1.1, the D-SIB framework focuses
on the impact that the distress or failure of an Al may have
on the domestic economy. Given that the size of the Hong
Kong banking sector is large in comparison to the local
economy and that the local banking sector is diversified with
extensive links to both the domestic and global economies,
there is potential for shocks affecting Als and the banking
sector to pose significant risks to financial stability more
broadly and to spill-over into the “real economy”. These risks
have not been fully addressed in the Basel Il framework,
which focuses primarily on addressing the risks faced by
individual Als rather than the risks such Als pose to the
system as a whole. The D-SIB framework is specifically
intended to address the system-wide perspective, and hence
complement Basel lll.

2.2 Scope of application

2.2.1 All licensed banks (“LBs”) will automatically be within the
scope of the MA’s regular assessment for the purpose of
identifying D-SIBs. In contrast, restricted licence banks
(“RLBs”) and deposit-taking companies (“DTCs”) will
generally not automatically be within scope, because the
individual failure of these types of Al would generally be
expected to create limited systemic externalities for the
domestic economy. Nevertheless, in those instances where
the externalities potentially associated with an individual RLB
or DTC may be of systemic concern, such institutions can be
brought within the D-SIB assessment process on a case-by-
case basis.

2.2.2 Als incorporated in Hong Kong will be assessed on a
consolidated basis to the extent possible. ° Overseas
incorporated Als will be assessed on the position of their
Hong Kong offices.

® If consolidated position is not applicable, then it will be based on the combined position (if the Al has
overseas branches). Otherwise, the Hong Kong office position will be used.
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2.3 Application to foreign bank branches

2.3.1

2.3.2

2.3.3

Since the primary responsibility for supervising capital
adequacy in respect of foreign bank branches rests with the
home supervisory authority, such branches are not subject
to local branch capital adequacy requirements in Hong Kong
and hence will not be formally designated as D-SIBs under
the BCR for the purposes of applying HLA requirements to
them. However, where a foreign bank branch is considered
to be so systemically important in Hong Kong as to be
identified as a D-SIB, the MA will examine whether there is a
need to adopt a more intensive regulatory and supervisory
approach in relation to it.

In determining the most appropriate supervisory and
regulatory approach for foreign bank branches that are
identified as D-SIBs, the MA will take into account a number
of factors, including the extent and character of the local
operations of the branch and the home authority’s
supervision and regulation of the group (and therefore the
extent to which the MA can rely on the home authority), in
order to assess the risks posed by the branch to financial
stability in Hong Kong. As with foreign bank subsidiaries, the
MA will seek to coordinate and cooperate with the home
authority in making such assessments focussing, among
other things, on the adequacy of capital and liquidity levels at
the parent group, and the parent group’s relationship with
the foreign bank branch in Hong Kong.

In cases where, notwithstanding more intensive supervisory
measures, the MA still considers it needs greater ability to
regulate and supervise the branch more closely in order to
promote the general stability and effective working of the
banking system in Hong Kong, the MA may consider
whether there is a case for the Al to be required to operate
locally through a subsidiary rather than a branch (e.g.
whether the Al has such extensive retail operations in Hong
Kong that its potential failure would significantly impair the
normal functioning of the domestic economy).
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3. Assessment methodology to identify D-SIBs
3.1 General

3.1.1

3.1.2

3.1.3

3.14

3.15

According to paragraph 14 of the Basel Committee’s D-SIB
framework, D-SIBs should be assessed in terms of the
potential impact of their failure on the reference system. This
can be interpreted as a “loss given default” concept rather
than a “probability of default” concept. On this basis, the
indicators to be used in the D-SIB identification process are
focussed primarily on measures of the “impact of failure”, as
opposed to measures of “risk of failure”.

The D-SIB framework in Hong Kong aims to assess the
degree to which Als are systemically important in a domestic
context by reference to the financial system and domestic
economy in Hong Kong. This means that the assessment
focuses on addressing the externalities that the distress or
failure of an Al could generate at a local level.

The D-SIB assessment is based on the following four factors
drawn from the Basel Committee’s D-SIB framework:

(i) size (subsection 3.2);

(i) interconnectedness (subsection 3.3);
(i)  substitutability (subsection 3.4); and
(iv) complexity (subsection 3.5).

D-SIBs are identified using a two-step approach. The first
step is to draw up a preliminary indicative list of D-SIBs
based on the quantitative scores calculated using a set of
factors/indicators. The second step involves the exercise of
supervisory judgement that may serve as a complement to
the quantitative assessment process, i.e. to refine the
preliminary indicative list by either (i) removing Als from the
list; or (ii) including other Als onto the list. Please see
subsection 3.7 for details of the two-step assessment
approach.

The MA'’s approach to using each of the four factors drawn
from the Basel Committee’s framework is discussed below.
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3.2 Size

3.2.1 Size is a key measure of systemic importance. The larger
the Al, the more widespread the effect of a sudden
withdrawal of its services and therefore the greater the
chance that its distress or failure would cause disruption to
the financial markets and systems in which it operates, and
to the broader functioning of the economy. The size factor
broadly measures the volume of a D-SIB’s banking activities
within Hong Kong’'s banking system and economy and
therefore provides a good measure of the potential systemic
impact in case the Al should fail.

3.2.2 The quantitative indicator used in the D-SIB framework to
measure an Al’s size is the Al's “total assets”, as disclosed
in the balance sheet. This proved to be the most suitable
indicator based on analysis undertaken by the MA.

3.3 Interconnectedness

3.3.1 This measure captures the extent of an Al's interconnections
with other financial institutions that could give rise to
externalities affecting the financial system and domestic
economy in Hong Kong.

3.3.2 The guantitative indicators used to capture
interconnectedness are:

e interbank activities (represented by balances and
placement with banks’ and deposits and balances from
banks?®); and

e |oans to financial concerns®.

“Balances and placement with banks” and “deposits and
balances from banks” provide a broad sense of the extent of
each Al's interconnectedness within the banking sector at an

! Represent amounts placed with other banks in the form of cash and deposits, and loans and advances.
Balances with central banks will be excluded.

8 Represent amounts owed by the Al to other banks which arise out of banking transactions. Balances
from central banks will be excluded.

® The definition is the same as specified in BDR §47(1)(a)(i)(C).
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aggregate level, whereas “loans to financial concerns” is
intended to provide some indication of an Al's exposure to
(and interconnectedness with) the wider financial system.

3.4 Substitutability

3.4.1 The concept underlying substitutability as a factor for
assessing systemic importance is the recognition that the
greater the role of an Al in a particular business line or in
acting as a service provider in relation to market
infrastructure, the more difficult it will be to swiftly replace
that Al and the extent of the products and services it offers,
and therefore the more significant the risk of disruption in the
event that the Al becomes distressed.

3.4.2 Obviously assessments of substitutability will need to
recognise local conditions within the banking industry
including the intensity of domestic competition and the
homogeneity of product offerings. In identifying the indicators
to capture this factor, the MA has sought to identify
aspects/elements which are susceptible to some degree of
“measurement” or “assessment” (in the sense, for example,
that information and data is relatively readily available) for
incorporation into the assessment process.

3.4.3 There are certain functions performed by certain Als in Hong
Kong that would obviously be difficult, if not impossible, to
substitute at short notice. These critical and specialised
functions include acting as the settlement institutions for
local payment and settlement systems and Hong Kong
Dollar banknote issuance. The MA will review the functions
deemed critical from time to time and will incorporate them
into the assessment as appropriate. Als that perform these
critical and difficult-to-substitute functions are likely to qualify
as D-SIBs.

3.4.4 Whilst the provision of more common services and functions,
such as deposit taking and lending to customers, may be
seen as more readily substitutable given that virtually all Als
perform these roles and the products may be considered
largely homogenous, it may nevertheless be the case that a

10
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certain “critical mass” in terms of market share may in reality
make it difficult to substitute a significant market player.

3.4.5 In identifying a “critical mass” in the more common but yet

essential services offered by Als, “deposits from
customers” and “loans and advances to customers” are
used as the quantitative indicators for substitutability. This is
based on the logic that the higher the market share of an Al,
the more difficult it will be to substitute the extent and level of
service it provides.

3.5 Complexity

3.5.1

3.5.2

The degree of complexity of an Al is generally expected to
be proportionately related to the systemic impact of the Al's
distress, since the less complex an Al is, the more
“resolvable” it will likely be, and in turn the more likely the
impact of its failure could be contained.

It has not proved possible as yet to identify any suitable and
readily available quantitative indicator for measuring
complexity in Hong Kong. To accommodate the multifaceted
nature of complexity, a qualitative approach will therefore be
used to assess complexity. This will allow the MA to better
take into account the various sources of complexity, such as:

(i) business complexity arising from a significant degree of
involvement in complex financial products (e.g. scale of
non-plain vanilla products/portfolios and special purpose
vehicles, extent of the use of off-balance sheet
exposures) or the scale of provision of specialised non-
banking services such as brokerage and insurance;

(i) structural complexity arising from the composition of an
Al's group (e.g. the number of hierarchical “layers”,
subsidiaries and associates within the group);

% The definition is the same as specified in BDR §36(1)(b)(ii) and §94(b)(ii). “Deposit” is defined under
§2 of the Banking Ordinance.

™ The definition is the same as specified in BDR 836(1)(a)(v)(A) and 8§94 (a)(vii)(A).

11
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3.6

3.5.3

(i) operational complexity in internal systems (e.g.
existence of booking centres outside Hong Kong, and
locational mismatch between the place where a trade is
originated and booked); and

(iv) resolvability — in that the more complex an Al, the more
difficult it will be to resolve and hence the more difficult it
will be to contain the impact of its distress.

The considerations referred in paragraph 3.5.2 for
determining complexity will not be exhaustive as each Al
may have a unique business model and structure. The
qualitative input in assessing complexity would primarily be
based on the information gathered through regular
supervisory interaction.

Qualitative indicators

3.6.1

3.6.2

3.6.3

To prevent the identification process from becoming overly
mechanistic, the MA will apply a supervisory judgemental
overlay to the quantitative assessment process recognising
that some of the most effective indicators for assessing
systemic importance tend not to be of a quantitative nature,
and hence not captured by a quantitative indicator-based
measurement approach.

To support the exercise of such supervisory judgement, the
MA has identified an indicative list of qualitative indicators
that will typically be considered in the assessment process
and these are set out in Annex 1. Because the exercise of
judgement inevitably requires flexibility to take into account
the individual characteristics of Als and specific market
developments, the list in Annex 1 should not be regarded as
exhaustive and will be updated periodically in light of
implementation experience and market developments.

To ensure that the qualitative indicators will be considered in
a consistent manner, the process should focus on factors
and indicators pertaining to an Al's domestic systemic
impact, i.e. the impact given the Al’'s distress/failure and not
the probability of distress/failure of the Al.

12
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3.7 Assessment approach

3.7.1 As mentioned in paragraph 3.1.4, the D-SIB identification
process is a two-step approach. First, a score will be
calculated for an Al based on the quantitative indicators of

“size”, “interconnectedness” and “substitutability”.

3.7.2 For this purpose, a weight is assigned to each of the “size”,
“interconnectedness” and “substitutability” factors. The MA
applies a 50% weight to “size” and a 25% weight to each of
“interconnectedness” and “substitutability” while the
guantitative indicators within each factor, as discussed in
subsections 3.2, 3.3 and 3.4, are weighted equally. Table 1
provides a summary of the quantitative indicators used for
the assessment and their respective weights. As noted in
paragraph 3.5.2, no quantitative indicators have been
assigned for the “complexity” factor. Complexity will be
assessed purely by reference to qualitative factors.

Table 1: Factor / Indicator weighting

Factor (and Quantitative Indicator Indicator
weighting) weighting
Size (50%) Total assets 50%
Interconnected- | Interconnectedness within the 12.5%
ness (25%) banking system:

Balances with and from banks (both
components weighted 6.25% each)

Interconnectedness with the 12.5%
financial system:

Loans to financial concerns

Substitutability | Deposits from customers 12.5%
(25%)

Loans and advances to customers 12.5%
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3.7.3

3.7.4

3.7.5

3.7.6

3.7.7

A higher weighting is assigned to “size” because, in addition
to being the single most dependable quantitative indicator in
terms of data reliability and objectivity, size is genuinely a
more important overall measure of systemic importance than
other factors and indicators. Generally speaking, the larger
the size of an Al, the greater its market share of critical
financial services and the more interconnected it is to the
banking sector and the domestic economy, and therefore the
more difficult to substitute. In addition, in the event of any
impairment or failure of an Al, the larger the Al, the more
likely that it will have a damaging effect on the confidence in,
and the stability of, the banking system as a whole.

The systemic score for each Al is calculated in a manner
similar to that in the Basel Committee’s G-SIB assessment
methodology. Thus the score for a particular indicator is
calculated by dividing the individual Al's amount for that
indicator by the aggregate amount for the indicator summed
across all Als in the assessment pool. The Al's score for
each indicator will then be weighted (based on the weights
shown under the “Indicator weighting” column of Table 1).
The overall systemic score for the Al equals the sum of its
weighted scores for all the indicators.

Once the overall systemic scores have been calculated, the
MA will first determine a cut-off threshold above which Als
are putatively considered systemically important. The
establishment of the cut-off threshold will take into
consideration the overall distribution of scores and cluster
analysis.

The MA will then overlay supervisory judgement, as a
complement to the quantitative scores of potential D-SIBs,
based on qualitative indicators. This is because, as noted
above, a robust assessment approach cannot rely solely or
mechanically on quantitative indicators, as some of the most
effective factors for assessing systemic importance tend not
to be of a quantitative nature.

As one of the policy objectives of the D-SIB framework is to
give appropriate incentives for D-SIBs to become less
systemic, the MA will assess the list of D-SIBs at least
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annually to ensure that there are continued incentives for Als
to reduce the systemic risks they pose to the system. In
exceptional cases an Al may be identified as a D-SIB (and in
the case of a locally incorporated Al designated as a D-SIB
under the BCR) by the MA outside of the annual assessment
exercise (e.g. due to an intervening merger or acquisition
which substantially increases the size of the Al).

3.7.8 The MA intends to conduct a review of the methodology,
including the indicators used; the approach for incorporating
these indicators into the assessment and identification
process; the calibration of scores and the cut-off threshold
for D-SIBs at least every three years. This should enable the
MA to capture developments within the banking sector, and
to reflect evolving international practices in the methods and
approaches for measuring systemic importance.

3.8 Datareporting

3.8.1 To facilitate the data collection for the purpose of the D-SIB
assessment in the future, a specifically tailored regulatory
return will be issued for Als within the scope of D-SIB
assessment to submit the selected data items for the
calculation of the relevant indicators. The indicators used in
the D-SIB assessment exercise are mostly based on items
that form part of the disclosure requirements in the BDR or
that are included in existing banking returns. Thus most of
the data items are not “new”.*

3.8.2 Once Als are identified by the MA as D-SIBs, they should
inform the MA as soon as possible of any identification or
designation by any overseas authorities of their parent
companies, their overseas branches and their downstream
subsidiaries as a D-SIB and of any HLA requirement applied
to any such entity.

2 Eor the first assessment exercise, in order to reduce Als’ reporting burden, the MA will base its D-SIB
assessment on data obtained through existing banking returns and, where applicable, will adjust
certain significant data items manually in order to conduct its assessment from a consolidated
perspective.
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4. HLA requirement for local