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BANKING (DISCLOSURE) RULES

(Made by the Monetary Authority under section 60A of the Banking
Ordinance (Cap. 155) as amended by the Banking (Amendment)
Ordinance 2005 (19 of 2005) after consultation with the
Financial Secretary, the Banking Advisory Committee,
the Deposit-taking Companies Advisory Committee,

The Hong Kong Association of Banks
and The DTC Association)

PART 1

PRELIMINARY

1. Commencement

These Rules shall come into operation on the day appointed for the

commencement of section 2 of the Banking (Amendment) Ordinance
2005 (19 of 2005).

2. Interpretation

(1) In these Rules, unless the context otherwise requires—

“active market” (i% B %5), in relation to any financial assets, means a market
at which the quoted price of the assets—

(a) 1s readily obtainable and regularly available from an exchange,
dealer, broker, industry group, pricing service or regulatory
agency; and

(b) reflects actual and regularly occurring transactions involving the
assets, which take place on an arm’s length basis;

“annual reporting period” (JA4E#Hk M), in relation to an authorized
institution, means the institution’s last financial year;

“associate” (¥i&#), in relation to an authorized institution, means a person
(including a company, a partnership and any other unincorporated body
but excluding an individual)—

(a) over which the institution has significant influence; and

(b) which is neither a subsidiary nor a joint venture in which the
institution has an interest;

“available-for-sale” (P #) has the meaning assigned to it by section 35 of
the Capital Rules;

“capital requirements” (E4#{7E), in relation to—
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(a) the measure of an authorized institution’s non-securitization
exposures to credit risk calculated in accordance with Part 4, 5
or 6, as the case requires, of the Capital Rules; and

(b) the measure of an authorized institution’s securitization
exposures to credit risk calculated in accordance with Part 7 of
the Capital Rules,

means the amount of capital required to be held by the institution for that
risk based on the risk-weighted amount for that risk multiplied by 8%;

“Capital Rules” ({&4}1])) means the Banking (Capital) Rules (L.N. 228 of
2006);

“cash and balances with banks” (¥4 & R17458%) means—

(a) cash in the till;

(b) demand deposits with banks; and

(¢) deposits with banks which have a residual contractual maturity
of not more than one month;

“certificate of deposit” (f73#) means any certificate of deposit (including a
certificate of deposit held for trading purposes) regardless of maturity;

“consolidation requirement” (%G #iE) has the meaning assigned to it by
section 35 of the Capital Rules;

“debt securities” (f&#;#% %) has the meaning assigned to it by section 35 of the
Capital Rules;

“delta-weighted position” (15 #EMHERFE) has the meaning assigned to it by
section 281 of the Capital Rules;

“deposits and balances from banks” (i RKERITAR 45 ER), in relation to an
authorized institution—

(a) subject to paragraph (b), means all amounts which arise out of
banking transactions owed by the institution to other banks;

() does not include such amounts taking the form of debt securities
or certificates of deposit 1ssued by the institution;

“disclosure statement” (#E#¢3%), in relation to an authorized institution—

(a) means, except in Part 8, a disclosure statement prepared by the
institution pursuant to section 6(1);

(b) means, in Part 8, a disclosure statement prepared by the
institution pursuant to section 88(1);

“effective interest method” (EFEF|Zi%), in relation to a financial asset
(including a group of financial assets) or financial liability (including a
group of financial liabilities), means a method of—

(a) calculating the amortized cost of the asset or liability, as the case
may be; and

(b) allocating the interest income and interest expense of the asset or
the interest income and interest expense of the liability, as the
case may be,

over the expected life of the asset or liability, as the case may be;
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“effective interest rate” (EFEF|*), in relation to a financial asset or financial

liability, means an interest rate which is calculated by—
(a) exactly discounting—

(1) the estimated future cash receipts and cash payments
through the expected life (or, where appropriate, a shorter
period) of the financial asset; or

(1) the estimated future cash receipts and cash payments
through the expected life (or, where appropriate, a shorter
period) of the financial liability,

as the case may be, to the net carrying amount of the asset or
liability, as the case may be; and

(b) including all amounts received and paid in respect of the asset or
received and paid in respect of the liability, as the case may be,
which are an integral part of the interest rate (including
transaction costs and all other premiums or discounts);

“exchange rate-related derivative contract” (FEFEHifii4 T HA4%)) has the
meaning assigned to it by section 281 of the Capital Rules;

“financial assets or financial liabilities measured at fair value through profit or
loss” (PAZS BB FHE A48 5 R AR MY 4 Al & 7 o8 il £ f%), in relation to an
authorized institution, means financial assets or financial liabilities—

(a) which are classified by the institution as held for trading; or
(b) which are designated by the institution upon initial recognition
as at fair value through profit or loss;

“financial concerns” (4l {3£) means—

(a) 1investment companies including—

(1) companies in the business of investment in commodity
futures, foreign currencies, gold bullion, shares, funds and
securities;

(i1) unit trusts;

(ii1) retirement funds; and
(1iv) investment holding companies;

(b) 1nsurance companies;

(¢) futures brokers; and

(d) finance companies and other persons engaged in the financial
sector which are not authorized institutions or banks, including
companies in the business of leasing, factoring, bills discounting,
hire purchase, mortgage finance, commercial and industrial
finance, gold bullion brokers, money lenders, pawnshops and
credit card companies;

“foreign currency” (FEW#ICEM) means any currency other than the Hong
Kong dollar;

“geographical segment” (Hul#r#K), in relation to an authorized institution,
means a business unit of the institution—
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(a) which i1s engaged in providing products or services within a
particular economic environment;

(b) which i1s subject to risks and returns which are different from
those of business units of the institution operating in other
economic environments; and

(¢) which is distinct from other business units of the institution due
to factors relating to—

(1) similarity of economic and political conditions;
(1) relationships between operations in different geographical
areas;
(ii1) proximity of operations;
(iv) special risks associated with operations in a particular area;
(v) exchange control regulations;
(vi) underlying currency risks; or
(vil) any combination of the matters referred to in
subparagraphs (i), (i1), (111), (iv), (v) and (v1);

“held-to-maturity investments” (£#A ZF| M%&), in relation to an authorized
institution—

(a) subject to paragraph (b), means financial assets of the institution
(other than derivative contracts) with fixed or determinable
payments and fixed maturity which the institution has the
positive intention and ability to hold to maturity;

() does not include financial assets—

(1) which the institution designates upon initial recognition as
at fair value through profit or loss;
(11) which are available-for-sale; or
(111) which fall within the definition of “loans and receivables” in
this section;

“Hong Kong Internet website” (s BHiA94855), in relation to an authorized
institution, means a website (or section of a website) of the institution
which is specifically intended to be accessible by the general public in
Hong Kong;

“interest rate derivative contract” (2174 TH-A#%)) has the meaning assigned
to it by section 281 of the Capital Rules;

“interim reporting period” (FHHE M), in relation to an authorized
institution, means the 6 months period immediately after the close of the
institution’s last financial year;

“investment property” (HZ&#Z£), in relation to an authorized institution,
means any immovable property—

(a) which 1s owned by the institution, or held by the institution as a
lessee under a finance lease, to earn rentals or for capital
appreciation, or both; and

(b) which is not held by the institution—
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(1) for use in the production or supply of goods or services or
for administrative purposes; or
(1) for sale in the ordinary course of business;

“issued debt securities” (T #1TEF5 75 7¢) means all negotiable securities other
than loan capital, stocks, shares, import or export trade bills, or
certificates of deposit;

“loan capital” (fAHEE4) means subordinated liabilities (including loans,
debentures and floating rate notes);

“loans and advances to banks” (EH4R1THIE R IEHK) means placements with
banks which have a residual contractual maturity of more than one year;

“loans and receivables” (B M&MEWUKIE), in relation to an authorized
institution—

(a) subject to paragraph (b), means financial assets of the institution
(other than derivative contracts) with fixed or determinable
payments which are not quoted in an active market;

() does not include—

(1) financial assets which the institution—
(A) intends to sell immediately or in the near term; or
(B) designates upon initial recognition as at fair value
through profit or loss;

(1) financial assets which the institution designates upon initial
recognition as available for sale; or

(i11) financial assets purchased by the institution, for which the
institution may not recover substantially all of its initial
investment for reasons not related to credit deterioration;

“premises and equipment expense” (J5E &Ml X), in relation to an
authorized institution’s operating expenses, includes rents and rates,
insurance of premises and equipment, lighting, heating, maintenance costs
and electronic data processing expenses;

“publish” (17) includes distribute, make available and disseminate;

“reporting date” (¥t# H M), in relation to a disclosure required under these
Rules, means the last day of the reporting period to which the disclosure
relates;

“reporting period” (5 H#1) means—

(a) an annual reporting period; or

(b) an interim reporting period;

“repossessed asset” (ZUx[E&E), in relation to an authorized institution,
means an asset in respect of which the institution has acquired control
(whether through court proceedings or otherwise) for the discharge in
whole or in part of the obligations of an obligor;
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“surplus provisions” (¥Effi4:f#%), in relation to an authorized institution
which uses the IRB approach to calculate its credit risk for non-
securitization exposures, means that part of the excess of the institution’s
total eligible provisions over the institution’s total EL amount which is
included in the institution’s supplementary capital in the determination of
the institution’s capital base;

“swap deposit arrangement” (FLIIfFHEZHF), in relation to an authorized
institution, means an arrangement entered into by the institution with an
obligor whereby—

(a) the institution sells a specified currency at spot rate to the
obligor against another currency; and

(b) at the same time, the obligor deposits the specified currency so
purchased with the institution and enters into a forward
exchange rate contract with the institution to sell the specified
currency so purchased back to the institution against another
currency at a specified exchange rate on a future date;

“trade bills” (¥ % [5%), in relation to an authorized institution, means all bills
of exchange purchased by the institution in relation to trade transactions.
(2) Section 2 of the Capital Rules applies to the interpretation of these

Rules as that section applies to the interpretation of the Capital Rules.

(3) A disclosure required under these Rules is—
(a) a disclosure to the general public; and
(b) unless the context otherwise requires, a disclosure as at the
reporting date.

3. Application

(1) Parts 2 and 4 apply to an authorized institution incorporated in
Hong Kong except such an institution which is exempted under subsection (7).
(2) Part 3 applies to an authorized institution incorporated in Hong
Kong except such an institution which is exempted under subsection (8).
(3) Part 5 applies to an authorized institution—
(a) to which Part 4 applies; and
() which uses the STC approach to calculate its credit risk for—
(1) non-securitization exposures; or
(i1) non-securitization exposures the subject of an exemption
under section 12(2)(a) of the Capital Rules.
(4) Part 6 applies to an authorized institution—
(a) to which Part 4 applies; and
() which uses the BSC approach to calculate its credit risk for non-
securitization exposures.
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(5) Part 7 applies to an authorized institution—
(a) to which Part 4 applies; and
() which uses the IRB approach to calculate its credit risk for non-
securitization exposures.

(6) Part 8 applies to an authorized institution incorporated outside Hong
Kong except such an institution which is exempted under subsection (9).

(7) For the purposes of subsection (1), the Monetary Authority may, by
notice In writing given to an authorized institution incorporated in Hong
Kong, exempt the institution from the application of Parts 2 and 4 if—

(a) the institution is a deposit-taking company or restricted licence
bank; and
(b) the institution demonstrates to the satisfaction of the Monetary
Authority that it meets the following criteria—
(1) it has total assets less provisions of less than $1 billion (or
the equivalent amount in any foreign currency); and
(i1) it has total deposits from customers of less than $300
million (or the equivalent amount in any foreign currency).

(8) For the purposes of subsection (2), the Monetary Authority may, by
notice in writing given to an authorized institution incorporated in Hong
Kong, exempt the institution from the application of Part 3 if—

(a) the institution 1s exempted from the application of Parts 2 and 4
under subsection (7); or
(b) the institution—
(1) 1s not listed on The Stock Exchange of Hong Kong Limited;
and
(1) 1s a wholly owned subsidiary of an authorized institution
incorporated in Hong Kong.

(9) For the purposes of subsection (6), the Monetary Authority may, by
notice in writing given to an authorized institution incorporated outside Hong
Kong, exempt the institution from the application of Part 8 if the institution
demonstrates to the satisfaction of the Monetary Authority that it meets the
following criteria—

(a) 1ts local branches, together with its principal place of business in
Hong Kong, have in aggregate total assets less provisions of less
than $10 billion (or the equivalent amount in any foreign
currency); and

(b) 1its local branches, together with its principal place of business in
Hong Kong, have in aggregate total deposits from customers of
less than $2 billion (or the equivalent amount in any foreign
currency).
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(10) For the purposes of determining whether or not an authorized
institution meets the criteria referred to in subsection (7)(b) or (9), the
Monetary Authority shall make reference to the relevant average of the
relevant figures over the relevant period of the institution.

(11) Where the Monetary Authority has determined that an authorized
institution is not exempted under subsection (7) because the institution does
not meet the criteria referred to in subsection (7)(b), the institution shall not
subsequently be exempted under subsection (7) unless—

(a) the Monetary Authority makes a subsequent determination that
the institution is exempted under subsection (7); and

(b) the institution submits to the Monetary Authority a business
plan, within a period reasonable in all the circumstances of the
case, which—

(1) demonstrates to the satisfaction of the Monetary Authority
that, if the plan were implemented by the institution, it
would be unlikely that the institution would cease to meet
the criteria referred to in subsection (7)(b) during the period
referred to in subparagraph (i1); and

(i1) covers such an appropriate period in the future that the
Monetary Authority is satisfied that it would be unlikely
that the institution would cease to meet the criteria referred
to in subsection (7)(b) in the foreseeable future.

(12) Where the Monetary Authority is satisfied that an authorized
institution which is exempted under subsection (7) ceases to fall within the
description of subsection (7)(a) or ceases to meet the criteria referred to in
subsection (7)(b), the Monetary Authority may, by notice in writing given to
the institution, inform the institution that it ceases to be so exempted from the
date specified in the notice.

(13) Where the Monetary Authority is satisfied that an authorized
institution which is exempted under subsection (8) ceases to fall within the
description of subsection (8)(a) or (b), the Monetary Authority may, by notice
in writing given to the institution, inform the institution that it ceases to be so
exempted from the date specified in the notice.

(14) Where the Monetary Authority is satisfied that an authorized
mnstitution which is exempted under subsection (9) ceases to meet the criteria
referred to in that subsection, the Monetary Authority may, by notice in
writing given to the institution, inform the institution that it ceases to be so
exempted from the date specified in the notice.

(15) These Rules do not apply to or in relation to an authorized
institution except on and after the first day of the institution’s first financial
year commencing after 31 December 2006.
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(16) For the avoidance of doubt, it is hereby declared that subsection (15)
shall not be construed to disapply, in respect of a reporting period of an
authorized institution to which these Rules do not apply pursuant to the
operation of that subsection, any of the provisions of the Ordinance (including
any guidelines made under the Ordinance)—

(a) relating to disclosures by an authorized institution; and
(b) as in force immediately before the commencement of that
subsection.

(17) In this section—

“relevant average” (HBF-¥¥0), in relation to the relevant figures for an
authorized institution, means the arithmetic mean of the relevant figures
as at the end of each calendar month for the last relevant period of the
institution;

“relevant figures” (A RB#F), in relation to an authorized institution, means
the figures as at the end of each calendar month relating to the
institution’s total assets less provisions and total deposits from customers,
as set out in the return relating to assets and liabilities submitted by the
institution to the Monetary Authority for each calendar month pursuant
to section 63 of the Ordinance;

“relevant period” (FBHHAM]), in relation to an authorized institution, means
each period of 12 calendar months ending on and including the fifth
calendar month preceding the close of the institution’s financial year.

PART 2

GENERAL REQUIREMENTS FOR AUTHORIZED INSTITUTIONS
INCORPORATED IN HONG KONG

4. References to authorized institution
in Part 2

Unless the context otherwise requires, a reference to an authorized
institution in this Part is a reference to an authorized institution which falls
within section 3(1).

5. Disclosure policy

An authorized institution shall have in place, not later than 6 months after
the commencement of this section or after the date on which it became an
authorized institution, whichever is the later, a clearly documented policy—

(a) which sets out—
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(1) the approach used by the institution to determine the
content, appropriateness and frequency of the information
it discloses to the general public relating to its state of
affairs, profit and loss or capital adequacy ratio; and

(i1) the institution’s internal controls over its process for
making such disclosures (including internal controls for
verifying or reviewing the accuracy of the information
disclosed); and

() which is approved by the institution’s board of directors.

6. Medium and location of disclosure
and issue of press release

(1) Subject to subsections (2) and (3), where an authorized institution is
required under these Rules to disclose information (however described), it shall
make that disclosure by—

(a) preparing a disclosure statement, in the Chinese and English
languages, which contains the information;
(b) publishing the statement—

(1) not later than 4 months after the end of the reporting period
to which the statement relates (except in the case of a
statement which relates to Part 3);

(i1) not later than 3 months after the end of the reporting period
to which the statement relates in the case of a statement
which relates to Part 3; and

(c) complying with the other provisions of this section applicable to
or in relation to the statement.

(2) An authorized institution shall make it clear in its disclosure
statement which information contained in the statement has been audited and
which information contained in the statement has not been audited.

(3) An authorized institution shall ensure that when its disclosure
statement is published—

(a) the statement contains—

(1) all the disclosures required under these Rules to be made by
the institution for the reporting period to which the
statement relates; or

(i1) a prescribed summary; and

(b) neither the disclosures referred to in paragraph (a)(i), nor the
prescribed summary referred to in paragraph (a)(ii), nor any
information published with the prescribed summary, is false or
misleading in any material respect.
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(4) An authorized institution shall, at the same time as it publishes its
disclosure statement, issue a press release to the press in Hong Kong, in the
Chinese and English languages containing the statement or consisting of the

statement.

(5) An authorized institution shall lodge a copy of its disclosure
statement with the Monetary Authority before it publishes the statement.

(6) The Monetary Authority shall keep each copy of a disclosure
statement lodged with it pursuant to subsection (5) with the register.

(7) Subject to subsections (8) and (9), an authorized institution shall—

(a)

(b)

keep one or more than one copy (referred to in this subsection as
the “relevant copy”) of each of its disclosure statements—

(1) in 1ts principal place of business in Hong Kong; and

(i1) if practicable, in each local branch of the institution; and
make a relevant copy available for inspection by the general
public during the business hours of the institution at the place
where the relevant copy is kept.

(8) Where an authorized institution publishes a disclosure statement
which contains the disclosures referred to in subsection (3)(a)(i), it shall ensure
that the statement is available for inspection under subsection (7) for a

period—

(@)

(b)

in the case where the statement relates to an annual reporting
period, not less than the period commencing on the date of the
publication of the statement and ending on the date of
publication in accordance with subsection (1) of its disclosure
statement in respect of the immediately succeeding annual
reporting period; or

in the case where the statement relates to an interim reporting
period, not less than the period commencing on the date of the
publication of the statement and ending on the date of
publication in accordance with subsection (1) of its disclosure
statement in respect of the immediately succeeding interim
reporting period.

(9) Where an authorized institution publishes a disclosure statement
which contains a prescribed summary—

(a)

it shall ensure that the statement is available for inspection under
subsection (7) for a period—

(1) in the case where the statement relates to an annual
reporting period, not less than the period commencing on
the date of the publication of the statement and ending on
the date of publication in accordance with subsection (1) of
its disclosure statement in respect of the immediately
succeeding annual reporting period; or



L. S. NO. 2 TO GAZETTE NO. 43/2006 L.N. 229 of 2006  B3561

(1) in the case where the statement relates to an interim
reporting period, not less than the period commencing on
the date of the publication of the statement and ending on
the date of publication in accordance with subsection (1) of
its disclosure statement in respect of the immediately
succeeding interim reporting period; and

(b) it shall not change the means as stated in the prescribed
summary by which the general public may readily access the
relevant complete disclosures unless it amends the summary in
such a manner, and at such time, that the summary at all times
states the means by which the general public may readily access
the relevant complete disclosures.

(10) Subsections (5) and (6) apply to an amendment referred to in
subsection (9)(b) of a prescribed summary contained in an authorized
institution’s disclosure statement as they apply to the disclosure statement.

(11) In this section—

“prescribed summary” (¥TPH#%), in relation to an authorized institution’s
disclosure statement, means a statement setting out the location at which
and the means by which the general public may readily access all the
disclosures—

(a) which are required under these Rules to be made by the
institution for the reporting period to which the disclosure
statement relates; and

(b) which are readily accessible by the general public—

(1) on a Hong Kong Internet website;

(1) 1f section 7 1s applicable, in the institution’s annual report
and accounts, in any attachment to the institution’s annual
report and accounts, or by any other means;

(11) if section 15 is applicable, on an Internet website of the
institution’s parent bank; or

(iv) by any combination of the means referred to in
subparagraphs (1), (i1) and (111).

7. Interaction of other requirements

Where—

(a) an authorized institution makes a disclosure (referred to in this
section as an “external disclosure”) pursuant to a requirement
(referred to in this section as an “external requirement”),
whether in or outside Hong Kong, which is not a requirement
under these Rules (referred to in this section as an “internal
requirement”);
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(b) the external requirement is similar, in whole or in part, to an
internal requirement pursuant to which the institution 1is
required to make a disclosure (referred to in this section as an
“internal disclosure™) similar to the external disclosure; and

(¢) the external disclosure is available to the general public in Hong
Kong,

the institution may treat the external disclosure as complying with the internal
requirement if—

(d) the institution demonstrates to the satisfaction of the Monetary
Authority that—

(1) the external disclosure substantially complies with the
internal requirement; and

(i1) the institution’s disclosure statement adequately explains, or
1s accompanied by information which adequately explains,
any material differences between the external disclosure and
the internal disclosure which the institution would have
made but for the operation of this section; and

(e) the institution’s disclosure statement states the means by
which the general public may readily access the external
disclosure (including the information, if any, referred to in

paragraph (d)(i1)).

8. Verification

(1) The senior management of an authorized institution shall ensure that
the information which the institution is required to disclose pursuant to these
Rules is, before being so disclosed, scrutinized and subjected to an internal
review to ensure that the information is not false or misleading in any material
respect.

(2) The internal review referred to in subsection (1) shall be carried out
by an authorized institution’s adequately qualified personnel who are
independent of the institution’s staff or management responsible for preparing
the information which the institution is required to disclose pursuant to these
Rules.

9. Proprietary and confidential
information

(1) An authorized institution may, with the prior consent of the
Monetary Authority, decline to disclose proprietary or confidential
information the disclosure of which would otherwise be required pursuant to a
requirement of these Rules (referred to in this subsection as the “relevant
requirement”) if the institution—
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(a) discloses general information relating to the subject matter of the
relevant requirement in its disclosure statement (whether or not
pursuant to the relevant requirement); and

() includes a statement in that disclosure statement stating what
information it has declined to disclose pursuant to this section.

(2) In this section—
“proprietary or confidential information” (A EHl), in relation to an
authorized institution, means information—

(a) which, if it became publicly available, would cause serious
prejudice to the competitive position of the institution; or

(b) 1n respect of which the institution has legally binding obligations
to its customers or other counterparties which prevent the
institution from disclosing the information.

10. Materiality

(1) The senior management of an authorized institution shall ensure that
a disclosure made by the institution pursuant to these Rules contains all the
material information.
(2) In this section—
“material information” (FHZ % #l) means information—
(a) which is required to be disclosed under these Rules; and
() which, if it were not disclosed or were misstated, could change or
influence the assessment or decision of a person relying on the
disclosure concerned for the purposes of making investment or
other economic decisions.

11. Consolidated group level
disclosures

(1) Subject to subsections (2), (3), (4) and (5), a disclosure made pursuant
to these Rules by an authorized institution applies to the institution on a
consolidated basis whether or not the institution is also required to calculate its
capital adequacy ratio on a solo basis or solo-consolidated basis pursuant to
the Capital Rules.

(2) Subsection (1) does not apply to an authorized institution which is
only required to calculate its capital adequacy ratio on a solo basis pursuant to
the Capital Rules.

(3) Subsection (1) does not operate to prevent an authorized institution
from making a disclosure pursuant to these Rules on a solo basis or solo-
consolidated basis, as the case requires, in addition to a consolidated basis if
the institution reasonably believes that to do so would provide greater clarity
in understanding the institution’s state of affairs, profit and loss or capital
adequacy ratio, for persons relying on the disclosures.
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(4) Subsection (1) does not apply to disclosures required to be made by
an authorized institution pursuant to any of—
(a) sections 19, 20, 21, 22 and 23;
(b) sections 25, 26, 27, 28, 29 and 30;
(c) sections 34, 35, 36, 37, 38, 39, 40, 41, 42, 43 and 44; or
(d) sections 46, 47, 48, 49, 50, 51 and 52.

(5) Subject to subsection (6), a disclosure required to be made by an
authorized institution pursuant to any of the sections set out in subsection
(4)(a), (b), (c) and (d) shall be made on the basis of preparation (whether
fully consolidated or unconsolidated) which the institution believes is most
appropriate for the purposes of providing clarity in understanding the
institution’s state of affairs, profit and loss or capital adequacy ratio for
persons relying on the disclosures required by those sections, including (where
appropriate) the basis used by the institution for accounting purposes for the
reporting period to which the disclosure relates.

(6) A disclosure required to be made by an authorized institution
pursuant to any of sections 28, 29, 30, 49, 50 and 51 shall be made on the same
basis as that used by the institution to prepare the return respectively referred
to in those sections.

12. Basis of disclosure

An authorized institution shall make disclosures pursuant to these Rules
on the basis of—

(a) subject to paragraphs (b) and (¢), the approach it uses under the
Capital Rules to calculate its regulatory capital or capital charge
for credit risk, market risk or operational risk, as the case
requires;

(b) subject to paragraph (c), if it uses a combination of 2 or more
approaches under the Capital Rules to calculate its regulatory
capital or capital charge for credit risk, market risk or
operational risk, the respective approach it uses for each of its
exposure classes, business units, risk categories, or parts of its
business, as the case requires;

(¢) if it has, during any one reporting period, used different
approaches under the Capital Rules to calculate its regulatory
capital or capital charge for credit risk, market risk or
operational risk for the same exposure class, business unit, risk
category, or part of its business, the respective approach it uses
for each of its exposure classes, business units, risk categories, or
parts of its business, as the case requires, as at the reporting date
for that period.
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13. Comparative information

(1) Subject to subsections (2), (3) and (4), an authorized institution which
makes a quantitative disclosure (referred to in this section as the “relevant
disclosure”) pursuant to these Rules shall ensure that the relevant disclosure is
accompanied by, or contains, the like quantitative disclosure, if any, it made
pursuant to these Rules—

(a) subject to paragraph (b), for its immediately preceding annual
reporting period;
(b) 1n the case of profit and loss information and liquidity ratio—

(1) if the relevant disclosure relates to an annual reporting
period, for the immediately preceding annual reporting
period;

(i1) if the relevant disclosure relates to an interim reporting
period, for the immediately preceding interim reporting
period.

(2) Notwithstanding any case where subsection (1) does not apply to an
authorized institution in a reporting period referred to in that subsection, the
institution shall, if it is practicable for it to do so, ensure that the disclosure
referred to in that subsection is accompanied by the equivalent to the like
quantitative disclosure referred to in that subsection.

(3) Where an authorized institution uses, in 2 consecutive annual
reporting periods, different approaches under the Capital Rules to calculate its
regulatory capital or capital charge for credit risk, market risk or operational
risk for the same exposure class, business unit, risk category, or part of its
business, as the case requires, the institution is not required to comply with
subsection (1) in respect of that exposure class, business unit, risk category, or
part of its business, as the case may be, for the last of those periods if the
quantitative disclosure concerned is accompanied by, or contains, a statement
explaining the reason why subsection (1) has not been complied with in respect
of that disclosure.

(4) Where the like quantitative disclosure contains a material restatement
of information, the authorized institution shall ensure that the relevant
disclosure is accompanied by, or contains, a statement giving the nature of the
restatement and the institution’s reasons for the restatement.

14. Frequency

(1) An authorized institution shall make a disclosure pursuant to these
Rules (other than Part 3) in respect of the institution’s last financial year.

(2) An authorized institution shall make a disclosure pursuant to Part 3
in respect of the 6 months period immediately after the close of the institution’s
last financial year.
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15. Group-wide disclosures made by parent
bank of authorized institution

An authorized institution may treat disclosures (referred to in this section
as “foreign disclosures”) made by its parent bank, if any, as being part of the
disclosures (referred to in this section as “local disclosures™) the institution is
required to make pursuant to these Rules if the institution demonstrates to the
satisfaction of the Monetary Authority that—

(a) the foreign disclosures are not materially different from the local
disclosures;

() the foreign disclosures are prepared in accordance with the
relevant principles of the document entitled “International
Convergence of Capital Measurement and Capital Standards:
A Revised Framework (Comprehensive Version)” (published by
the Basel Committee on Banking Supervision in June 2006)
adopted by the relevant banking supervisory authority of the
parent bank;

(¢) the characteristics of the institution’s relevant risk exposures
subject to requirements of these Rules are not materially
different from those of the relevant risk exposures of the parent
bank;

(d) the foreign disclosures provide a sufficient level of detail on the
range of risks incurred by the institution and on how those risks
are managed to permit third parties to form a considered view of
the relevant aspects of the institution’s operations;

(e) the disclosure statement of the institution contains a statement
of the location where all the foreign disclosures can be found;

(f) the foreign disclosures are set out on an Internet website of the
parent bank which is accessible by the general public; and

(g) the institution has a Hong Kong Internet website which contains
a link to the parent bank’s Internet website referred to in

paragraph ( f).

16. Compliance

(1) An authorized institution shall, in addition to the disclosures it is
required to make pursuant to any other provisions of these Rules, include in its
disclosure statement such other information that it is necessary to so include to
ensure that—

(a) the information contained in the statement is not false or
misleading in any material respect; and
(b) the operations of the institution are clearly explained.



L. S. NO. 2 TO GAZETTE NO. 43/2006 L.N. 229 of 2006  B3573

(2) Notwithstanding any other provisions of these Rules, where it is not
practicable for an authorized institution to make a disclosure required under
these Rules for reasons not related to section 9, the institution—

(a) shall, after consultation with the Monetary Authority, include in
its disclosure statement—
(1) a statement that it is so unable and of the reasons why it is
so unable; and
(11) information which is the closest available alternative to the
information which would have been the subject of those
disclosures if the institution had not been so unable; and
(b) shall not publish the disclosure statement except with the prior
consent of the Monetary Authority.

PART 3

INTERIM FINANCIAL DISCLOSURES TO BE MADE BY
AUTHORIZED INSTITUTIONS INCORPORATED
IN HONG KONG

17. References to authorized institution
in Part 3

Unless the context otherwise requires, a reference to an authorized
institution in this Part is a reference to an authorized institution which falls
within section 3(2).

18. Scope of consolidation

An authorized institution shall disclose—
(a) the basis of consolidation including—

(1) an outline of the differences between the basis of
consolidation for accounting purposes and the basis of
consolidation for regulatory purposes; and

(i1) a description of—

(A) the institution’s subsidiaries which are members of its
consolidation group; and

(B) the institution’s subsidiaries in respect of which the
institution’s shareholdings therein are deducted from
the institution’s core capital and supplementary capital
as determined in accordance with Part 3 of the Capital
Rules; and
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(b)

any restrictions, or other major impediments, on the transfer
of funds or regulatory capital between the members of
the institution’s consolidation group including any relevant
regulatory, legal or taxation constraints on the transfer of
capital.

19. Income statement and equity information

(1) An authorized institution shall disclose for the interim reporting
period particulars of—

(@)

(b)

(c)

(d)
(e)

(/)

the institution’s net gains or net losses on—

(1) financial assets or financial liabilities measured at fair value
through profit or loss, showing separately the amount of net
gains or net losses arising from financial assets or financial
liabilities, as the case may be, which are—

(A) designated as such upon initial recognition; and
(B) classified as held for trading;

(i1) available-for-sale financial assets, showing separately the
amount of net gains or net losses recognized directly in
equity during the interim reporting period and the amount
of net gains or net losses removed from equity and
recognized in profit or loss for the interim reporting period;

(i11) held-to-maturity investments;

(iv) loans and receivables; and

(v) financial liabilities measured at amortized cost;

the institution’s total interest income and total interest expense

(calculated by using the effective interest method) for financial

assets or financial liabilities which are not measured at fair value

through profit or loss;

the institution’s fees and commission income and expense (other

than amounts included in determining the effective interest rate)

which arise from—

(1) financial assets or financial liabilities which are not
measured at fair value through profit or loss; and

(i1) trust and other fiduciary activities which result in the
holding or investing of assets on behalf of individuals,
trusts, retirement benefits plans, and other entities;

the institution’s interest income on impaired financial assets;

the institution’s dividend income, broken down into receipts

from listed and unlisted companies;

the institution’s operating expenses, broken down into—

(1) staff costs;



L. S. NO. 2 TO GAZETTE NO. 43/2006 L.N. 229 of 2006  B3577

(g)
(h)
(i)

(/)

(k)

(i1) premises and equipment expenses, excluding depreciation
charges (broken down if material);
(1) depreciation charges; and
(iv) other operating expenses (broken down if material);
the institution’s net gains or net losses from the disposal or
revaluation of investment properties;
the institution’s gains less losses from the disposal of property,
plant and equipment;
the institution’s impairment losses and specific provisions and
collective provisions for impaired assets, broken down into—
(1) available-for-sale financial assets;
(i1) held-to-maturity investments; and
(ii1) loans and receivables;
the institution’s tax expenses or tax income, broken down into—
(1) Hong Kong tax;
(i1) overseas tax; and
(i11) deferred tax, if any; and
the institution’s transfers to or from reserves.

(2) Subject to subsection (3), an authorized institution shall disclose an
explanatory statement relating to the activities of the institution and its profit
(or loss) during the interim reporting period.

(3) An authorized institution shall ensure that a statement disclosed by it
pursuant to subsection (2)—

(a)

(b)

includes any material information the disclosure of which is
necessary for an informed assessment of the trend of the
activities and profit (or loss) of the institution together with an
indication of any special factor which has influenced those
activities and the profit (or loss) during the interim reporting
period; and

enables a comparison to be made with the immediately
preceding interim reporting period.

(4) An authorized institution shall, in relation to income and expense,
disclose the nature and amount of items of income and expense within profit
or loss where such items are of such size, nature or incidence that their
disclosure is necessary for understanding the performance of the institution for
the interim reporting period.

20. Balance sheet information

An authorized institution shall disclose the carrying amounts of—

(@)

each of the institution’s assets, broken down into—
(1) cash and balances with banks;



L. S. NO. 2 TO GAZETTE NO. 43/2006 L.N. 229 of 2006  B3579

(i1) placements with banks which have a residual contractual
maturity of more than one month but not more than 12
months;

(i11) financial assets measured at fair value through profit or
loss, showing separately those—

(A) designated as such upon initial recognition; and

(B) classified as held for trading;

(1iv) held-to-maturity investments;

(v) loans and receivables (other than those falling within
subparagraph (i) or (i1)), broken down into—

(A) loans and advances to customers;

(B) loans and advances to banks;

(C) other accounts (broken down if material); and

(D) provisions for impaired loans and receivables (broken
down into those against loans and advances to
customers, loans and advances to banks, other
accounts if material) which  constitute the
institution’s—

(I) collective provisions; and
(IT) specific provisions;
(vi) available-for-sale financial assets;
(vil) investments in associates; and
(viil) property, plant and equipment and investment properties
including, for each material class of such assets—

(A) the cost or valuation of the assets;

(B) any additions to, revaluations and disposals of, the
assets made during the interim reporting period;

(C) the amount provided or written off for the depreciation
or diminution in value of the assets during the interim
reporting period;

(D) the accumulated depreciation of the assets; and

(E) the net book value of the assets; and

(b) each of the institution’s equity and liabilities, broken down
nto—

(1) deposits and balances from banks;

(i1) deposits from customers, broken down into—

(A) demand deposits and current accounts;

(B) savings deposits; and

(C) time, call and notice deposits;

(11) certificates of deposit issued—

(A) measured at fair value through profit or loss, showing
separately those—

(I) designated as such upon initial recognition; and
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(IT) classified as held for trading; and
(B) measured at amortized cost;
(iv) 1ssued debt securities—
(A) measured at fair value through profit or loss, showing
separately those—
(I) designated as such upon initial recognition; and
(IT) classified as held for trading; and
(B) measured at amortized cost;
(v) deferred taxation, if any;
(vi) other liabilities;
(vil) provisions;
(vii1) loan capital (including particulars of types, coupon rates
and maturities);
(1X) minority interests;
(x) share capital; and
(x1) reserves, broken down into the regulatory reserve,
revaluation reserves where maintained, and other material
types of reserves.

21. Provisions supplementary to
section 20

(1) For the purposes of section 20, an authorized institution shall
disclose—

(a) the amount of impaired loans and advances to customers which
are individually determined to be impaired;

(b) the amount of specific provisions made for such loans and
advances;

(¢) the value of collateral which has been taken into account in
respect of such loans and advances to which the specific
provisions relate; and

(d) the percentage of such loans and advances to its total amount of
loans and advances to customers.

(2) For the purposes of section 20, an authorized institution shall
disclose—

(a) the amount of impaired loans and advances to banks which are
individually determined to be impaired;

() the amount of specific provisions made for such loans and
advances;

(¢) the value of collateral which has been taken into account in
respect of such loans and advances to which the specific
provisions relate; and
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(d) the percentage of such loans and advances to its total amount of
loans and advances to banks.

22. Provisions supplementary to
section 20: derivative
transactions

(1) An authorized institution shall disclose the total contractual or
notional amounts of derivative transactions, broken down into—

(a) exchange rate-related derivative contracts (excluding forward
foreign exchange contracts arising from swap deposit
arrangements);

(b) interest rate derivative contracts; and

(c¢) others.

(2) An authorized institution shall disclose such risk exposure
information as i1s necessary for understanding the underlying risks of the
exposures incurred by the institution through the institution’s use of derivative
transactions.

(3) Without prejudice to the generality of subsection (2), an authorized
institution shall disclose—

(a) the total risk-weighted amount for credit risk and the total fair
value (after taking into account the effect of a valid bilateral
netting agreement) of its exchange rate-related derivative
contracts, interest rate derivative contracts and other derivative
transactions, if any; and

() the amount of fair value which has taken into account the effect
of a valid bilateral netting agreement.

23. Off-balance sheet exposures
(other than derivative
transactions)

(1) Subject to subsection (2), an authorized institution shall disclose the
contractual or notional amounts of each material class of its off-balance sheet
exposures.

(2) Without prejudice to the generality of subsection (1), an authorized
institution shall disclose the contractual or notional amount of its off-balance
sheet exposures which are—

(a) direct credit substitutes;

(b) transaction-related contingencies;

(¢) trade-related contingencies;

(d) note issuance and revolving underwriting facilities;
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(e) forward asset purchases, amounts owing on partly paid-up
shares and securities, forward forward deposits placed and asset
sales with recourse; or

(f) other commitments which do not fall within any of the classes of
off-balance sheet exposures specified in paragraphs (a), (b), (¢),
(d) and (e), broken down into—

(1) commitments which have an original maturity of not more
than one year;
(1) commitments which have an original maturity of more than
one year; and
(i) commitments which may be cancelled at any time
unconditionally by the institution or which provide for
automatic cancellation due to a deterioration in the
creditworthiness of the persons to whom the institution has
made the commitments.

(3) Subject to subsection (4), an authorized institution shall disclose such
risk exposure information as is necessary for understanding the underlying
risks of the off-balance sheet exposures incurred by the institution.

(4) Without prejudice to the generality of subsection (3), an authorized
institution shall disclose the total risk-weighted amount for credit risk of its
off-balance sheet exposures, if any.

(5) In this section—

“original maturity” (JR#TEIHAHIFR), in relation to an off-balance sheet exposure
of an authorized institution, means the period between the date on which
the exposure is entered into by the institution and the earliest date on
which the institution can, at its option, unconditionally cancel the
exposure.

24. Capital structure and adequacy

(1) An authorized institution shall disclose the components of its capital
base set out in the returns relating to capital adequacy it submitted to the
Monetary Authority pursuant to section 63 of the Ordinance in respect of the
interim reporting period.

(2) Without prejudice to the generality of subsection (1), the disclosure
referred to in that subsection required of an authorized institution shall
include—

(a) 1n the case of the institution’s core capital—
(1) the institution’s paid-up ordinary share capital;
(i1) the institution’s paid-up irredeemable non-cumulative
preference shares;
(ii1) the amount standing to the credit of the institution’s share
premium account;
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(iv) the institution’s published reserves;

(v) the amount of the institution’s profit and loss account;

(vi) minority interests in the equity of the institution’s
subsidiaries which are included in the institution’s core
capital; and

(vi1) the total deductions from the institution’s core capital;

(b) 1in the case of the institution’s supplementary capital—

(1) the institution’s reserves which are attributable to fair value
gains on the revaluation of its holdings of land and
buildings;

(i1) the institution’s reserves which are attributable to fair value
gains on the revaluation of its holdings of available-for-sale
equities and debt securities (after netting of any overall
deficit required to be deducted from the institution’s
supplementary capital under section 44(3) of the Capital
Rules);

(i11) the institution’s fair value gains arising from its holdings of
equities and debt securities designated at fair value through
profit or loss included in the institution’s supplementary
capital;

(iv) the amount of the institution’s regulatory reserve for
general banking risks;

(v) the amount of the institution’s collective provisions;

(vi) the amount of the institution’s surplus provisions;

(vil) the institution’s perpetual subordinated debt;

(vii1) the institution’s paid-up irredeemable cumulative preference
shares;

(ix) the institution’s term subordinated debt;

(x) the institution’s paid-up term preference shares; and

(x1) minority interests in—

(A) the paid-up irredeemable non-cumulative preference
shares of the institution’s subsidiaries (being special
purpose vehicles) in excess of the amount included in
the institution’s core capital which are included in the
institution’s supplementary capital; and

(B) the paid-up irredeemable cumulative preference shares
and paid-up term preference shares of the institution’s
subsidiaries which are included in the institution’s
supplementary capital;

(c¢) the total deductions from the institution’s core capital and
supplementary capital;

(d) the institution’s core capital after deductions;

(e) the institution’s supplementary capital after deductions; and
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(f) the institution’s capital base.

(3) An authorized institution shall disclose—

(a) the total amount of any relevant capital shortfall in any of its
subsidiaries which are not included in its consolidation group for
regulatory purposes; and

() the names of its subsidiaries which are not included in its
consolidation group.

(4) Subject to subsections (5) and (6), an authorized institution shall
disclose—

(a) its capital adequacy ratio; and

(b) its core capital ratio.

(5) Where an authorized institution is required under section 98(2) of the
Ordinance as read with Part 2 of the Capital Rules to calculate its capital
adequacy ratio on a consolidated basis, the institution shall disclose—

(a) 1ts capital adequacy ratio on a consolidated basis; and

(b) its core capital ratio.

(6) Where subsection (5) does not apply to an authorized institution, the
institution shall disclose—

(a) 1its capital adequacy ratio on a solo basis; and

(b) 1ts core capital ratio.

(7) Where an authorized institution has earmarked part of its retained
earnings for maintaining its regulatory reserve to satisfy the provisions of the
Ordinance for prudential supervision purposes, the institution shall disclose—

(a) this fact; and

() the amount of retained earnings so earmarked.

(8) In this section—

“core capital ratio” (/L&A *), in relation to an authorized institution,
means the ratio, expressed as a percentage, of the amount of the
institution’s core capital after making the deductions therefrom required
by Part 3 of the Capital Rules, to the sum of, subject to sections 29, 30
and 31 of the Capital Rules, the institution’s risk-weighted amount for
credit risk, risk-weighted amount for market risk and risk-weighted
amount for operational risk as determined in accordance with the Capital
Rules;

“relevant capital shortfall” (FE&E4<%i/X), in relation to a subsidiary of an
authorized institution—

(a) which is a securities firm or insurance firm; and

() which 1s not the subject of a consolidation requirement imposed
on the institution,

means that amount which is deducted from the institution’s core capital

and supplementary capital pursuant to section 48(2)(%) of the Capital

Rules.



