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BANKING ORDINANCE (AMENDMENT OF 


THIRD SCHEDULE) NOTICE 1996





(Made under section 135(3) of the Banking Ordinance (Cap. 155))


1.	Commencement


	This Notice shall come into operation on 30 September 1996.


2.	Capital Adequacy Ratio


	The Third Schedule to the Banking Ordinance (Cap. 155) is amended -


	(a)	in paragraph 1 -


(i)	by adding -


""Net/Gross Ratio" means the ratio of net replacement cost to grossreplacement cost for the contracts referred to in items 12 to 16 of Table B covered by a valid bilateral netting agreementand is calculated as the ratio, expressed as a percentage, of the net amount, if positive, of thesum of the positive and negativemark-to-market values, calculated in Hong Kong dollars, of the contracts (provided that the net amount, if negative, should be taken as zero) to the sum of the positive mark-to-market values, calculated in Hong Kong dollars, of the contracts;";�
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(ii)	in the definition of multilateral development bank" by adding the Inter-American Investment Corporation, after "the Inter-American Development Bank,";





(b)	in paragraph 3(a) by adding "other than any shares issued by the authorized institution through capitalising any property revaluation reserves referred to in subparagraph (h) at the end;





(c)	by repealing paragraph 3(h) and substituting -


(h)	its reserves on revaluation of -


(i)	its land and interests in land other than any interest in land mortgaged to it to secure a debt; and


(ii)	its share of the net asset value of any subsidiary to the extent that such value has changed as a result of a revaluation of such subsidiarys land and interests in land other than any interest in land mortgaged to such subsidiary to secure a debt:


Provided that such reserves shall not exceed 70% of any surplus on revaluation of each of  sub-subparagraphs (i) and (ii).





For the purpose of this subparagraph reserves includes any shares issued by�
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the authorized institution through capitalising reserves arising fromrevaluation of sub-subparagraphs (i) and (ii);;





(d)	in paragraph 3(A) -


(i)	in sub-subparagraph (i) by repealing "and" at the end;  


(ii)	in sub-subparagraph (ii) by adding "and" at the end;


(iii)	by adding -


(iii)	the authorized institution's reserves arising from the revaluation of the land and interests in land of any subsidiary not falling within the meaning of reserves under subparagraph (h);;





(e)	in paragraph 4(a) -


(i)	in sub-subparagraph (ii) by repealing "and 13 in the first 2 places where it occurs and substituting "to 16;


(ii)	in sub-subparagraph (ii)(A)(I) by repealing "exchange rate and interest rate contracts" where it twice occurs and substituting "contracts referred to in items 12 to 16 of Table B";


(iii)	by repealing sub-subparagraph (ii)(A)(II) and substituting-�
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(II) the Potential future credit exposure, which, in the case of -


(aa)	contracts referred to in items 12 to 16 of Table B not covered by a valid bilateral netting agreement is derived by multiplying the principal amount of each contract by the credit conversion factor specified in items 12(b), 13(b), 14, 15 and 16 of Table B;


(bb)	contracts referred to in items 12 to 16 of Table B covered by a valid bilateral netting agreement is derived by adding 40% of the sum of the products derived by multiplying the principal amount, calculated in Hong Kong dollars, of each of those contracts by the credit conversion factor specified in


�
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items 12(b), 13(b), 14, 15 and 16 of Table B and 60% of the Net/Gross Ratio multiplied by the sum of the products derived by multiplying the principal amount, calculated in Hong Kong dollars, of each of those contracts by the credit conversion factor specified in items 12(b), 13(b), 14, 15 and 16 of Table B;;


(f)	in items 15 and 16 of Table A by adding "or to the extent that they are collateralized by securities issued by" after "by;


(g)	in item 23 of Table A by adding ", provided the holders of such securities will not absorb more than their pro rata share of losses in the event of arrears or default on payment of interest on, or principal of, the underlying mortgage loans at the end;


(h)	in item 27 of Table A by repealing "real property" and substituting land;


(i)	in item 12 of Table B -


(i)	by adding "and gold" after Exchange rate";�
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(ii)	in sub-item (a) (i) by repealing under 1 year and substituting "1 year or less";


(iii)	in sub-item (a)(ii) by repealing "1 year and less than 2 years" and substituting over 1 year to 2 years";


(iv)	in sub-item (a) (iii) by repealing 2 years or more, the factor for 1 year and less than 2 years plus for each additional year" and substituting cover 2 years, the factor for over 1 year to 2 years plus for each additional year;


(v)	in sub-item (b)(i) by repealing "under 1 year" and substituting "1 year or less;


(vi)	in sub-item (b)(ii) by repealing 1 year and over" and substituting over 1 year to 5 years";


(vii)	in sub-item (b) by adding -


(iii)  over 5 years 					7.5%;


(j)	in item 13 of Table B -


(i)	in sub-item (a)(i) by repealing under 1 year" and substituting l year or less";


(ii)	in sub-item (a)(ii) by repealing 1 year and under 2 years" and substituting over 1 year to 2 years;


(iii)	in sub-item (a)(iii) by repealing 2 years or more, the factor for 1 year and under 2 years plus for each additional year and substituting over 2 years, the factor for�
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over 1 year to 2 years plus for each


additional year";


(iv)	in sub-item (b)(i) by repealing "under 1 year" and substituting 1 year or less;


(v)	in sub-item (b)(ii) by repealing 1 year and over" and substituting "over 1 year to 5 years";


(vi)	in sub-item (b) by adding -


(iii) over 5 years 					1.5%;


(k)	in Table B by adding -


14.	Equity contracts (Calculated in accordance with the current exposure method) -


credit conversion factors to be used to determine the potential future credit exposure in accordance with the current exposure method -


contracts with a residual maturity of -


(a) 1 year or less					6%


(b) over 1 year to 5 years				8%


(c) over 5 years					10%





 15.	Precious metals other than gold contracts (Calculated in accordance with the current exposure method) -


credit conversion factors to be used�
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to determine the potential future credit exposure in accordance with the current exposure method - 


contracts with a residual maturity of -


(a)	1 year or less					7%


(b)	over 1 year to 5 years				7%


(c)	over 5 years					8%





16.	Commodities other than precious metals and gold contracts (Calculated in accordance with the current exposure method) -


credit conversion factors to be used to determine the potential future credit exposure In accordance with 	the current exposure method contracts with a residual maturity of -


(a)	1 year or less					10%


(b)	over 1 year to 5 years				12%


(c)	over 5 years					15%;


(l)	in Note 2 to Table B by repealing "exchange rate contracts" and substituting "exchange rate and gold contracts";


(m)	in Note 3 to Table B -


(i)	in item 1(a) by repealing "Under 1 year" and substituting "l year or less;


�
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(ii)	in item 1(b) by repealing "1 year and under 2 years" and substituting over 1 year to 2 years;


(iii)	in item 1(c) by repealing 2 years or more, the factor for 1 year and under 2 years plus for each additional year" and substituting over 2 years, the factor for over 1 year to 2 years plus for each additional year;


(iv)	in item 2(a) by repealing "under 1 year" and substituting 1 year or less";


(v)	in item 2(b) by repealing 1 year and under 2 years  and substituting "over 1 year to 2 years";


(vi)	in item 2(c) by repealing 2 years or more, the factor for 1 year and under 2 years plus for each additional year" and substituting over 2 years, the factor for over 1 year to 2 years plus for each additional year.






































								Financial Secretary.


		1996
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		Explanatory Note





This Notice amends the Third Schedule to the Banking Ordinance (Cap. 155). The main purposes of the amendments are -


(a)	to broaden the recognition of collateral in reducing credit risk to include securities issued by non-central government public sector entities in Hong Kong and any other Tier 1 countries;


(b)	to expand the coverage of off-balance-sheet derivatives contracts under Table B to include contracts relating to equity; precious metals, and other commodities;


(c)	to modify the residual maturity classifications relating to the current exposure method of valuation;


(d)	to recognize the effects of netting in the calculation of potential future credit exposure of the derivatives contracts under Table B;


(e)	to clarify the treatment of capitalization of property revaluation reserves through the issue of bonus shares and converting property revaluation surpluses of subsidiaries into general reserves; and


(f)	to clarify the treatment of the subordinated tranches of mortgage-backed securities.








