1.

Completion I nstructions

Quarterly analysis of L oansand Advances and Provisions
(Form MA(BS)2A)

I ntroduction

This return analyses, by economic sector, an authorized institution's loans and
advances for use in Hong Kong. It adso anayses the performance of an
institution's selected assets (mainly loans and advances) and off-balance sheet
exposures according to the classification methods defined in these instructions.
Information on provisions set aside for each category of classified assetsis also
included.

Section A : General | nstructions

2.

This return consists of 2 parts and 3 supplementary items. It should be
completed by authorized institutions in the following manner:

For Part | and Notes For Part 11 and Notes (3),

Q)& (2 (4), (5 & (6)
Institutionsincorporated - report the aggregate - report the aggregate
in HK without overseas positions of HK positions of HK
branches/ ingtitutions offices offices
incorporated outside HK
Institutionsincorporated - same as above - report the combined
in HK with overseas position of HK
branches offices and overseas

branches unless
otherwise indicated.

The return, showing the positions as at the last caendar day of each quarter,
should be submitted no later than 14 days after the end of each quarter. In the
case of an ingtitution incorporated in Hong Kong with overseas branches, the
information required under Part 11 and Notes (3), (4), (5) & (6) of the return
may be separately submitted within a period to be agreed with the Monetary
Authority if that ingtitution has difficulties in complying with the time limit.

However, in no case should the information be submitted later than 6 weeks
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after the end of each quarter. If the submission deadline falls on a public
holiday, it will be deferred to the next working day.

Amounts should be shown to the nearest thousands, in HK$ or HK$ equivalent
in the case of foreign currency items. The closing middle market T/T rates
prevailing at the reporting date should be used for conversion purposes.

Certain items reported under Parts | and 1l of this return should be reconciled
with the amounts reported in relevant items in the Return of Assets and
Liabilities (Form MA(BS)1 or MA(BS)1B) and the Return of Current Year's
Profit & Loss Account (Form MA(BS)1C). Details are given in the specific
Instructions below and are summarized in the Appendix 1.

Section B: Specific | nstructions

6.

6.1

Part | - L oans and advances and provisions

Iltems A tol - loans and advancesfor usein Hong Kong

Report loans and advances for use in Hong Kong, according to each economic
sector, under items A to H. A loan is regarded as for use in Hong Kong if it
finances or has a direct impact on the level of economic activity in Hong Kong.
For most of the cases, this can be determined by whether the loan is made
available or disbursed in Hong Kong and by the principa place of business of
the customer.

A loan should be classified according to its usage. For example, if aloan is
granted to a textile manufacturer to purchase a factory building for enhancing
productive capacity, it should be allocated to "textiles' (item A1) rather than to
"property investment” (item C2). But if the loan is granted to the manufacturer
to purchase a commercia complex for investment purpose, it should be
classified under "investment in commercia properties’ (item C2c). Similarly,
If aloan is granted to a property developer for purposes which are clearly
unrelated to its principal activities, such as the running of a hotel, such loan
should not be reported under "property development” (item C1) or "property
investment” (item C2).

In cases where the usage of a loan cannot be identified with reasonable
certainty, it should be classified according to the principal business activity of
the borrower For example, a loan to a property developer for general working
capital purposes should be reported under the relevant sub-item of item C1 -
Property devel opment.
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6.2

6.3

In cases where it may not be possible to categorize a loan, including a finance
lease and a hire purchase loan, by reference to the use of the loan proceeds or
the use of the asset financed by the loan, it may be categorized by reference to
the asset financed. For example, a mechanical digger can be categorized under
the construction industry (item C3). Lorries and vans, where the principa
activity of the end-user is uncertain may be classified under item G3 - Other
transport and transport equipment.

The classification of loans by economic sectors should be made irrespective of
whether the borrower is a corporate, firm or individual except for item H5. For
example, a loan granted to an individua for purchasing a taxi should be
reported under “taxis & public light buses’ (item G2) while aloan granted to an
individual for purchasing residential property should be reported under
“individuals - for the purchase of other residential properties’ (item H5b).

Where a loan is known to be raised by an immediate borrower to finance
another party (the ultimate beneficiary), it should be classified according to the
usage of the loan deployed by the ultimate beneficiary. An exception to this
rule iswhere the principal business activity of the immediate borrower isthat of
lending money and it has financed the ultimate beneficiary in the ordinary
course of business.

Item C1 - Property development

Report loans to finance property development, including those for building and
construction, according to the type of properties being developed. In cases
where a loan cannot be readily classified by type of properties, e.g. where a
loan is extended to a property developer not specificaly tied to a particular
project or property or where the borrower is involved in more than one sector,
such loans may be reported under item C1d - Other properties.

Item C2 - Property investment

Report loans to finance investments in properties, including uncompleted
properties, according to the type of properties being invested in. These include
loans to finance corporate customers purchasing residential properties for the
use of their directors, shareholders or employees and aso loans to shell
companies through which individuals acquired properties. Loansto finance the
purchase of residential properties by professiona & private individuals should
be reported under item H5a or H5b, as the case may be. Loans to finance the
acquisition of properties, e.g. factories, for a borrower's own use should be
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6.4

6.5

6.6

classified according to the principal activities of that borrower rather than as a
property investment in genera.

Item H2 - Financial concerns

These include loans to investment companies, insurance companies, futures
brokers, finance companies and any other persons in the financial sector not
being authorized institutions or overseas banks. |nvestment companies include
companies in the business of investment in commodity futures, foreign
currencies, gold bullion, shares, funds and securities. They include also unit
trusts, retirement funds and investment holding companies. Finance companies
and others include companies in the business of leasing, factoring, bills
discounting, hire purchase, mortgage, commercial and industrial finance. They
include also gold bullion brokers, money-lenders, pawnshops and credit card
companies.

Item H3a/H4a - Margin lending for stockbrokers and non-stockbroking
companies and individuals

Margin lending is defined as lending for the purchase of shares against the
market value of shares pledged, typicaly, the borrower of such lending is
obliged to ensure, and the lending ingtitution to monitor, that the amount of the
loan would not exceed a predetermined ratio of the market value of the
collatera pledged. In caseswhere amargin loan is secured partly by shares and
partly by other securities, then only that part of the loan in excess of the value
of the other securities should be reported as margin lending. For example, in
respect of aloan of 10 which is secured by shares and other securities valued at
10 and 6 respectively, 4 being the part of the loan in excess of the value of
other securities should be reported as margin lending. The remaining loan of 6
should be reported under item H3b or H4b, as the case may be.

Item H5b - Purchase of residential properties by professonal and private
individuals

Report loans to professional and private individuals for the purchase of
resdential properties, other than the purchase of flats under the Home
Ownership Scheme,-Private Sector Participation Scheme and Tenants Purchase
Scheme, regardless of whether the properties are intended for occupation by the
borrowers or for other purposes. This includes refinancing loans and
residential mortgage loans which have been transferred from other banks or
companies.
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6.7

6.8

6.9

6.10

6.11

6.12

Item | - L oans and advancesfor usein Hong K ong

Report the sum of entries under items A to H under columns (1) to (6).

Item J - Tradefinancing loans

These are loans reported under items 15.1 and 15.2 of Form MA(BS)1 covering
finance of imports to Hong Kong, exports and re-exports from Hong Kong and
merchandising trade.

Item K - Other loans

These are loans reported under items 15.4, 15.5 and 15.6 of Form MA(BS)1.

Iltem L - Total loans and advances

Report the sum of entries under items I, J and K, columns (1) to (5). In
respect of column (6), report the amount of general provisions set aside for all
loans to non-bank customers, including those set aside for exposures to various
economic sectors as reported under item |. Entries under columns (1) to (4)
should correspond to those reported under item 15.7g of Form MA(BS)1. The
entry under column(4) should also correspond to that reported under item A1,
column(6) in Part I1.

Columns (1) to (3)

Report the principal amount of all loans which are outstanding as at the
reporting date in the appropriate columns according to the currency in which
they are denominated. Accrued interest which has been capitalised as loans
should be included net of any interest in suspense. Accrued interest which has
not been capitalised should be reported net of any interest in suspense under D1
in Part 1. Interest in suspense refers to the interest that has been accrued to a
suspense account instead of the profit and loss account.

Column (5)

Report the amount of specific provisions, other than country debt provisions,
that have been set aside for each item. In the case of institutions incorporated
in Hong Kong without overseas branches or institutions incorporated oversess,
the total of this column as reported under item L should correspond to the entry
under item A5, column (6) in Part I1.
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6.13

7.1

7.2

7.3

Column (6)

Report the amount of general provisions, if any, that have been set aside for the
various economic sectors under items A to H. Report the genera provisions
that have been set aside for al loans and advances to non-bank customers under
item L. In the case of ingtitutions incorporated in Hong Kong without overseas
branches or ingtitutions incorporated oversess, the total of this column as
reported under item L should correspond to that under item A4, column (6) in
Part I1.

Part |1 - L oan classification and provisions

For items A1, A2, B1, C1, C2, D1, D2, F1 and F2, classify and report loans
and advances, balances due from banks, acceptances and bills of exchange
held, investment debt securities and commitments and contingent liabilities of
similar nature into the categories as listed out in this part according to the
guidelines on Loan Classification System attached at Appendix 2.

Item B1 - Balances due from banks

This item refers to placements with authorized institutions in Hong Kong and
other banks abroad (excluding overseas head office and branches of the
reporting institution).

Iltem C1 & C2 - Acceptances and bills of exchange held

This item refers to acceptances and bills of exchange held (i.e. excluding those
held as collatera for aloan or advance) by the institution.
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14

7.5

7.6

1.7

7.8

Item D — I nvestment debt securities

Report the holding of investment debt securities (i.e. long-term investment and
held-to-maturity) in items D1 to D2 according to the type of issuer and the
category of classification.

Item E1 - Accrued inter est

Report interest that has been accrued but not capitalised for those exposures
classified as either substandard, doubtful or loss under items A3, B1, C3 and
D3. Accrued interest should be reported net of any interest in suspense (i.e. any
interest which has been accrued to a suspense account instead of the profit and
loss account).

Items F1 and F2 - Commitments and contingent liabilities

Report commitments and contingent liabilities which subject the reporting
institution to credit risk. These include direct credit substitutes (such as
guarantees and standby letters of credit), trade-related contingent items (such as
letters of credit and liabilities under acceptances) and irrevocable loan
commitments. Guarantees and standby letters of credit are usually converted
Into on-balance sheet exposuresif the counterparty they are supporting fails but
there may be circumstances when the bank is reasonably certain that such
instruments will be called upon at a future date because of uncertainty about the
client. Loan commitments which are irrevocable should also be classified as
Impaired assetsif the creditworthiness of the client has deteriorated to an extent
that makes repayment of any loan drawdown (or associated interest payments)
doubtful. The definitions of direct credit substitutes and trade-related
contingent items are the same as those given under items 1 and 3 in Table B of
the Third Schedule to the Banking Ordinance. For further details, please refer
to the completion instructions for Part VIII items (@) and (c) of the Return of
Assets and Liabilities (MA(BS)1) or, Part 11l items 1 and 3 of the Return of
Capita Adequacy Ratio (MA(BS)3). Commitments and contingent liabilities
to overseas head office and branches of the reporting institution are excluded
for the purposes of thisitem.

Ilteams A4to A6, B2to B4, C4to C6, D4to D5, E2, F4to F6 - Provisions

Provisions should be reported and classified according to their nature, i.e. for
general, specific or country risk, and the categories of exposures (where
appropriate) for which the provisions are set aside.

[tem G - Value of security
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7.9

Report in item G1 the value of security held by the reporting institution to
support those exposures classified as either substandard, doubtful or loss under
item A3, and in item G2 the value of security for those classified exposures
under items B1, C3, D3, E1 and F3. However, for each counterparty, the
aggregate value of the security reported here should not exceed the aggregate of
al relevant principals and accrued interest (i.e. for each counterparty, the lower
of the value of the total exposure and the value of the total security should be
reported here.)) If asecurity isheld in support of different types of exposures to
the same counterparty, the value should first apply to loans and advances. The
following illustrates how value of security should be reported by institutions.

HK$,000
Counterparty | Market value Exposures Value of security to bereported
of security under
L oans Others Item G(1) Item G(2)
A 1,000 700 0 700 0
B 1,000 1,500 0 1,000 0
C 1,000 500 200 500 200
D 1,000 900 500 900 100
E 1,000 1,300 500 1,000 0

ltem H - Assets acquired through security enfor cement

Report in column (6) the net book value of any asset (e.g. shares, debt securities
or real properties) the ownership of which has been transferred to the institution
in settlement of all or part of aclam (e.g. by way of foreclosure). Such assets
usually indicate a lack of demand which contributes to uncertainty about their
actua vaue. They should therefore be closaely monitored until sold.

This item does not include those assets, such as mortgaged properties, which
have been taken possession of by the reporting institution but the ownership of
which has yet to be transferred to the institution.

Note (1) - L oans to group companies of property developers

Indicate the amount of loans reported under items H2a (to investment
companies) and H2d (to finance companies) in Part | the borrowers of which
are connected with property developers (where the use of such loans is known
to be related to property development or property investment activities it should
be reported under item C in accordance with the purpose test explained above).
A borrower is regarded as property-devel oper-connected if it is the holding
company, sister company, subsidiary or associate of any property devel oper.
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10.

101

10.2

10.2.1

10.2.2

10.3

Note (2) - Marqgin lending

€)] Report the closing market value of the shares which are pledged with
the institution to support loans reported under items H3a and H4a of
Part I.

(b) Report the aggregate value of those individual loans in items H3a and

H4a of Part | which arein excess of 50% of the closing market value of
the underlying shares pledged as security.

Note (3) - Overdue and rescheduled assets

Report the book value (net of accrued interest that has been capitalised but
accrued to a suspense account) of overdue or rescheduled assets under items (a)
to (d) and (f). “Loans’ include loans and advances to customers, and “other
assets’ include balances due from banks, acceptances & bills of exchange held
and investment debt securities. Ingtitutions incorporated in Hong Kong with
overseas branches should report separately the aggregate positions of the Hong
Kong Offices and overseas branches. Information on each individual country
of the overseas branches should also be provided by completing pages 8 (for
overdue and rescheduled loans) and 9 (for other overdue and rescheduled
assets) of the return form.  Supplementary sheets are to be used when

necessary.

Sub-items (a) to (d)

The criteria for determining the overdue status of an asset are included in a
separate guideline at Appendix 2.1

All assets should be reported as and when they have been overdue for more
than 1 month. However, consumer loans repayable by regular monthly
instalments should be treated differently and should not be reported unless they
have been overdue for more than three months. When such consumer loans
qualify for reporting as overdue, the period overdue should be determined by
reference to the earliest due date of any of the instalments. Similarly, demand
loans (including overdrafts) which have exceeded the approved limit advised to
the customer should not be reported unless they have remained continuously
above the limit for more than three months. When such demand loans qualify
for reporting as overdue, the overdue period should be determined by reference
to the whole of the period that the limits were exceeded.

Sub-item (f)
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11.

12.

All rescheduled assets (including those which have been reported under sub-
items (@) - (d) above) should be reported in item (f) except the following ones:

e  Assats rescheduled in response to the changes in market conditions
provided that at the time of rescheduling, the assets have been serviced
normally, the ability of borrowers to service the assets according to the
revised repayment terms is not in doubt and the rescheduled assets are
priced at interest rates equal to the current market interest rates for new
assets with similar risks.

e Rescheduled assets where there is reasonable assurance that the
borrowers will be able to service all future principal and interest
payments on the assets in accordance with the revised repayment terms
and the borrowers have serviced all principal and interest payments on
the assets in accordance with the revised repayment terms continuously
for a reasonable period. The reasonable period of continuing
repayments for rescheduled assets with monthly payments (including
both interest and principal) is 6 months. For other rescheduled assets,
a period of continuing repayment of 12 months would be considered as
reasonable.

The amount of those rescheduled assets which have aso been reported as
overdue under item (a) should be reported in sub-item (f)(i) and those
rescheduled assets which have been reported as overdue in items (b) to (d)
should be reported in sub-item (f)(ii).

Note (4) - Assets on which interest no longer accruesto the profit and loss

Assets on which interest no longer accrues to the profit and loss refer to those
assets in respect of which the interest has not been taken to the profit and loss
account but credited to a suspense account or where the interest has ceased to
be accrued. Report under item (a) the amount of loans and advances reported
in Part 1I. Report under item (b) al those assets not included under item (a)
above. The criteria on which institutions should cease to accrue interest on an
asset to the profit and loss account are set out in the MA’s guideline on
Recognition of Interest Income attached at Appendix 3.

Note (5) - Interest in suspense

Interest in suspense refers to the accrued interest that has not been taken to the
profit & loss account but credited to a suspense account. Report under (a) the
amount that has been capitalised as the principal exposure and under (b) the
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amount that accrued to the interest receivable account. Accrued interest is
deemed to be “capitalised” if it is treated indistinguishably from the principa
exposure, rather than included within a suspense accrued interest account.

13. Note (6) - Ten largest special mention and classified assets

Classified assets refer to those that have been reported by the ingtitution in Part
[l of this return as “substandard”, “doubtful” or “loss’. For the purpose of
reporting under this Note, assets include on-balance sheet exposures such as
loans and advances to non-bank customers, balances due from banks,
acceptances and bills of exchange held, investment debt securities and accrued
interest as reported under Items A3, B1, C3, D3 and E1 of Part |1 respectively.
They aso include commitments and contingent liabilities as reported under
Item F3 of the same part of the return.

Specia mention and classified assets should be reported on a gross basis before
provisons and in descending order by size. Specific provisions made against
these assets, which include those made for country risk, should be reported
under a separate column of the return.

Each reported item should be the aggregate of exposures to an individual
counterparty or a group of related counterparties. In the latter case, the
aggregate should be reported as one exposure and shown in the name(s) of the
principal  counterparty(ies). For definition of “a group of related
counterparties’, reference should be made to the completion instructions of the
Return of Large Exposures. The full name of each counterparty or the principal
counterparty in the case of agroup of related parties should be reported.

Hong Kong Monetary Authority
November 1999
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Appendix 1

Reconciliation with other returns

Return of Assets and Liabilities Return of Profit and Loss
Item in thisreturn Form MA(BS)1 Form MA(BS)1B Form MA(BS)1C
(For position of HK offices) (For combined position) (For both cases)

Part I,
columns (1),(2),(3) and (4)

| Part Il 15.3 N.A. N.A.

J Part Il 15.1 + 15.2 N.A. N.A.

K Part Il 15.4 + 155+ 15.6 N.A. N.A.

L Part Il 15.79 N.A. N.A.
Part I1, column (6)

Al Part Il 15.79 N.A. N.A.

A3 N.A. Part Il 15 N.A.

A4+B2+C4 N.A. N.A. £ Pat 1l 1.8 (b)

A5+A6 N.A. N.A. £Patll 1.8 ()
B3+B4+C5+C6

B1 Part 1l 17.1+17.2 + 17.4 Part Il 17.3 N.A.

C1 Part 11 19.2b(1+2) )

) £ Part 1l 18.2 N.A.

Cc2 Part 11 19.2a(1+2) )

F3 £Part VIII(a) + (c) + (f)@ N.A. N.A.
A7+B5+C7+D6 £ Patll 24 £ Pat |l 23 £Patll 3
+E2 (col.3+4+5)
+F7
Notes:

@

apply to ingtitutions incorporated outside HK only. For institutions incorporated in Hong Kong, references should be
made to the Return of Capitd Adequacy Ratio (MA(BS)3): the amount reported should be equal to or less than the sum
of those figures reported under the "Principal Amount" column of Part I11 1, 3, 10 and 11.
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