Annex 1

This set of proposed amendments relate to--

. Parts 1 and 2 of the Banking (Capital) Rules ("BCR") that contain definitions and provisions

applicable to more than one credit risk calculation approach; and

. Parts 4,5, 6A, 6B and 7 of the BCR, which deal with the revisions to the "standardized (credit risk)
approach" (or "STC approach") under Part 4 and the "basic approach" under Part 5 of the BCR,
together with some consequential changes to other Parts of the BCR arising from the revised credit

risk framework under the Basel III final reform package.



The proposed amendments are prepared based on the version of the Banking (Capital) Rules (Cap. 155L) (“BCR”) that

will  come into operation on 1July 2022  (Reference: Banking (Capital) (Amendment) Rules 2022 (“BCAR 20227)
(hitps://www.gld.gov.hk/egazette/pdf/20222616/es22022261654.pdf)).

Unless otherwise stated—

o tables, formulas, sections, subdivisions, divisions, parts and schedules mentioned in this document are those of the BCR; and

e chapters of the Basel Framework mentioned in this document are those chapters to be effective on 1 January 2023.
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I.

10)

Item 1.

AMENDMENTS TO PART 1 (PRELIMINARY)

Amendments to be effective on [1 July 2023]

Amend section 2(1) - add new definitions

New definitions

Remarks (including references)

(1)

current Basel Framework means the consolidated Basel Framework launched by the
Basel Committee in December 2019 comprising standards and the associated FAQs, as
amended or supplemented from time to time, that are currently in force according to the

Basel Committee’s implementation timeline.

)

Basel Framework means—
(a) the current Basel Framework; or

(b) other standards (including FAQs) for the regulation and supervision of banks
published by the Basel Committee in or after 2006 that have been superseded by
the current Basel Framework.

3)

covered bond, in relation to the calculation of the risk-weighted amount for credit risk,

means a bond issued by a bank or mortgage corporation—

(a) that is subject to relevant laws or regulations specially designed to protect the
holders of the bond; and

(b) the proceeds from the issue of which must, in conformity with those relevant laws

Basel Framework reference: CRE20.331.

! CRE20 - Standardised approach: individual exposures (https://www.bis.org/basel _framework/chapter/CRE/20.htm?inforce=20230101&published=20201126).
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New definitions

Remarks (including references)

or regulations, be invested in assets—

(i) that, during the whole period of the validity of the bond, are capable of

covering claims attached to the bond; and

(if)  that, in the event of the failure of the issuer of the bond, would be used on a
priority basis for the reimbursement of the principal and payment of the

accrued interest.

19(2) which includes various IRB classes and IRB subclasses where an authorized

(4) eligible covered bond, in relation to the STC approach and the BSC approach, means a | Basel Framework reference: CRE20.34 to 20.37.
covered bond that meets all the conditions specified by the Monetary Authority (“MA”)
under Item 48(4).
(5) exposure value—
(a) inrelation to the STC approach, has the meaning given by section 51(1); and
(b) in relation to the BSC approach, has the meaning given by section 105.
(6) home jurisdiction, in relation to a Type B ECAI means— See sub-item (9) below.
(a) the jurisdiction in which the Type B ECAI is incorporated; or
(b) another jurisdiction specified by the MA in a restriction published under Item 7(3)
for the Type B ECAL
(7) IRB adoption class, means a class of exposures specified in Table 1 proposed in Item
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New definitions

Remarks (including references)

institution applies to use the IRB approach to calculate its credit risk for non-

securitization exposures.

(8)

LT ECAI rating mapping table means a table made by the MA under Item 7(2) that
includes the mapping of ECAI issuer ratings and long-term ECAI issue specific ratings

to credit quality grades.

This new table will replace Tables A, B and C of
Schedule 6 to be repealed as proposed in Item 215
and Table A of Schedule 11 to be repealed as
proposed in Item 219 (see Appendix for the draft LT
ECAI rating mapping tables).

9)

Type B ECAI means an ECALI the use of the credit assessment ratings issued by which
for the purposes of these Rules is subject to one or more than one restriction published
by the MA under Item 7(3).

This new definition is needed as a consequence of
the proposed amendment to the existing definition of
“external credit assessment institution” in §2(1) (see
Item 2(7)) in order to differentiate the ECAIs falling
within paragraphs (f), (g) and (h) of the exiting
definition of “external credit assessment institution”
(“Indian ECAIs”) from the ECAIs falling within
paragraphs (a), (b), (c), (d) and (e) of that definition
(“international ECAIs”). The MA will include the
Indian ECAIs in the list of Type B ECAIls to be
published on the MA’s website (see Appendix for a
draft list).

(10)

ST ECAI rating mapping table means a table made by the MA under Item 7(2) that
includes the mapping of short-term ECAI issue specific ratings to credit quality grades.

This new table will replace Table E of Schedule 6 to
be repealed as proposed in Item 215 and Table B of
Schedule 11 to be repealed as proposed in Item 219

Detailed instructions (Part 1 of BCR) Page 4




New definitions

Remarks (including references)

(see Appendix for the draft ST ECAI rating mapping
tables).

(11)  transactor—

(a) in relation to a revolving facility, such as credit card and charge card, that has
scheduled repayment dates, subject to paragraph (c), means an obligor in respect
of the facility who has repaid in full the balance due under the facility at each

scheduled repayment date for the previous 12 months;

(b) 1n relation to a revolving facility, such as overdraft, that can be drawn and repaid at
any time, subject to paragraph (c), means an obligor in respect of the facility who

has not made any drawdown under the facility over the previous 12 months; or

(¢) means an obligor in respect of more than one revolving facility where, if all of the
facilities are considered one at a time as if there were only one revolving facility
granted to the obligor, the obligor would be a transactor in relation to each of those

facilities under either paragraph (a) or (b).

Basel Framework reference: CRE20.66.

(12) Type A ECAI means an ECAI other than a Type B ECAL

The MA will include the international ECAIs in the
list of Type A ECAIs to be published on the MA’s

website under Item 7(3) (see Appendix for a draft
list).

(13)  unspecified multilateral body means any entity (other than a multilateral development
bank)—

(a) that is established by a group of countries to provide financing and professional

Basel Framework reference: CRE20.13.
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New definitions

Remarks (including references)

advice for economic and social development projects;
(b) that has—
(i) alarge sovereign membership;
(if)  its own independent legal and operational status; and
(iii) a mandate similar to the mandates of multilateral development banks; and

(c) a considerable number of the owners of which are also owners of multilateral

development banks.

Item 2. Amend section 2(1) - amend existing definitions

Amendments to be made

Remarks (including references)

(1) bank
Replace paragraph (b) of the definition with the following paragraph:

“(b) a financial institution (other than an authorized institution) incorporated outside
Hong Kong—

(i) that is licensed or authorized to take deposits from the public? of the

jurisdiction in which the institution is incorporated; and

(if)  that is either—

Basel Framework reference:

footnote 10.

2 The term “public” is defined in §2(1) of the Banking Ordinance (Cap. 155) as the public of Hong Kong. As such, clarification is made to avoid confusion.
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Amendments to be made

Remarks (including references)

(A) an internationally active financial institution subject to appropriate
prudential standards (including regulatory capital and liquidity
requirements) and level of supervision in accordance with the Basel

Framework; or

(B) a financial institution (other than an internationally active financial
institution) subject to appropriate prudential standards that include at
least a minimum regulatory capital requirement determined by the
banking supervisory authority of the jurisdiction in which the financial

institution is incorporated,
except such a financial institution—

(iii) that, in the opinion of the Monetary Authority, is not adequately supervised

by the relevant banking supervisory authority; or

(iv) the licence or other authorization of which to take deposits from the public

is for the time being suspended;”.

(2) commodity

(a) revise paragraph (b) of the definition by replacing “in any other case” with “in
relation to the calculation of market risk™; and
(b) add a new paragraph (c) as follows: in relation to the calculation of credit risk

(other than counterparty credit risk), means any item falling within paragraph (a)(i)

that is traded on an exchange.
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Amendments to be made

Remarks (including references)

(3) commodity-related derivative contract
Insert “in relation to the calculation of market risk” before “has the meaning assigned
to”.
(4) Amend the definition of “credit quality grade” to read as:
“credit quality grade means a grade represented by a numeral to which an ECAI rating
is mapped in accordance with a LT ECAI rating mapping table or a ST ECALI rating
mapping table;”.
(5) Amend the definition of “ECAI issue specific rating” to read as:
“ECAI issue specific rating, in relation to an exposure—
(a) subject to paragraphs (b) and (c), means a short-term credit assessment rating or
long-term credit assessment rating that is assigned to the exposure by a Type A
ECAI or a Type B ECAL
(b) insection 287, has the meaning given by section 287(11); and
(c) if the exposure is a securitization exposure, has the meaning given by section
227A;5”.
(6) Amend the definition of “ECALI issuer rating” to read as:

“ECAI issuer rating, in relation to any person (however described)—
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Amendments to be made

Remarks (including references)

(a) exceptin section 287, means a long-term credit assessment rating that is assigned
to the person by a Type A ECAI or a Type B ECAI; and

(b) 1in section 287, has the meaning given by section 287(11);”.

(7) Amend the definition of “external credit assessment institution” to read as:

“external credit assessment institution means an institution that is on the list published

on the website of the Monetary Authority in accordance with section [see Item 7(3)].”.

As several cases were encountered in the past which
required amendments to the name of an EACI or the
definition of that ECAI due to, for example, change
of company name, or change of parent company, of
the ECAI, and it took considerable time for us to
amend the BCR accordingly, it is proposed to
publish the list of recognized ECAIs on the MA’s
website so that amendments can be made swiftly to

reflect any changes.

(8) financial instrument

(a) replace “includes a financial instrument in the form of” with “includes a financial

instrument in any one or more of the following forms”; and

(b) in paragraph (c), remove “and”.

9 foreign public sector entity

(a) repeal the content of paragraph (b) of the definition and replace with “the Basel

Framework™.
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Amendments to be made

Remarks (including references)

(10)  insurance firm
In paragraph (a)(i), replace “country” with “jurisdiction”.
(11)  long-term ECAI issue specific rating
(a) in paragraph (a), remove ‘“subject to paragraphs (b) and (c),”; and
(b) repeal paragraphs (b) and (c).
(12)  Amend the definition of “non-securitization exposure” to read as:
“non-securitization exposure means an exposure that is not a securitization exposure;”.
(13)  outstanding default risk exposure
Amend paragraph (b)(i) of the definition by replacing “default risk exposures” with “the
amounts of the default risk exposures”.
(14)  Amend the definition of “positive current exposure” to read as:

“positive current exposure, in relation to a transaction of an authorized institution in
securities, foreign exchange or commodities that is outstanding after the settlement date
in respect of the transaction, means the risk of loss to the institution on the difference

between—
(a) the transaction valued at the agreed settlement price; and

(b) the transaction valued at the current market price;”.
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Amendments to be made

Remarks (including references)

(15)

risk-weighted amount for credit risk

Amend the definition by adding a new paragraph to read as: “the institution’s CVA risk
calculated by using the standardized CVA method, the advanced CVA method or a
combination of these 2 methods, as the case requires;”.

The amendment is proposed to clarify that “risk-
weighted amount for credit risk” includes “CVA
risk-weighted amount” because it is proposed to
remove provisions related to “CVA risk-weighted

amount” from Parts 4, 5 and 6.

(16)

Amend the definition of “SA-CCR risk-weighted amount” to read as:

“SA-CCR risk-weighted amount, in relation to a netting set of an authorized institution
with a counterparty that contains one or more than one derivative contract, means the

product of—
(a) either one of the following amounts calculated by using the SA-CCR approach—

(i)  if the institution calculates the credit risk for exposures to the counterparty
by using the IRB approach—the outstanding default risk exposure in respect
of the netting set; or

(if)  in any other case—the exposure value of the default risk exposure in respect
of the netting set; and

(b) the risk-weight applicable to the amount referred to in paragraph (a) determined in

accordance with Part 4, 5 or 6, or Division 4 of Part 6A, as the case requires;”.

(17)

Amend the definition of “securities firm” to read as:

“securities firm—
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Amendments to be made

Remarks (including references)

(a)

(b)

(c)

means an entity (other than a bank)—

(i) thatis authorized and supervised by a securities regulator pursuant to the law

of a jurisdiction other than Hong Kong; and

(if) that is subject to supervisory arrangements regarding the maintenance of
adequate capital to support its business activities comparable to those

prescribed for authorized institutions under the Ordinance and these Rules;

and

includes a licensed corporation which has been granted a licence to carry on a

regulated activity by the Securities and Futures Commission of Hong Kong; but

excludes any credit rating agency that is authorized by a securities regulator

outside Hong Kong or the Securities and Futures Commission of Hong Kong to

provide credit rating services;”.

(18)  standard supervisory haircut

replace “Table” with “Tables”.

(19)  Amend the definition of “trade-related contingency” to read as:

“trade-related contingency, in relation to an authorized institution, means an off-balance

sheet exposure of the institution arising from a self-liquidating trade letter of credit—

(a)
(b)

that has an original maturity below one year; and

that is associated with the movement of goods,

Basel Framework reference: CRE20.99.
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Amendments to be made

Remarks (including references)

including such an exposure arising from issuing or confirming a letter of credit, from

acceptance on a trade bill or from shipping guarantee;”.

Item 3.  Amend section 2(1) — repeal existing definitions

Amendments to be made

Remarks (including references)

(a)
(b)
(c)
(d)
(e)
(H)
(2)
(h)
(i)
)

(1) Repeal the following definitions:

CARE Ratings Limited;

CEM risk-weighted amount;
CRISIL Ratings Limited;

Fitch Ratings;

ICRA Limited;

IRB coverage ratio;

Japan Credit Rating Agency, Ltd.;
Moody’s Investors Service;
PD/LGD approach;

Rating and Investment Information, Inc.; and

It is proposed to repeal the definitions of the
ECAIs in order to remove references to credit
rating agencies in legislation® and allow more
flexibility for timely review and amendment of
the list of ECAIs.

The definition of “IRB coverage ratio” should be
repealed because the existing requirement to
ensure that a significant portion of an AI’s risk-
weighted amount for credit risk is calculated

under the IRB approach is no longer required.

The term “CEM risk-weighted amount” will be
defined in the proposed amended §106 (see Item
108(8)(b)).

3 The removal of references to credit rating agencies in legislation is one of the recommendations made by the Financial Stability Board in its document “Principles for Reducing
Reliance on CRA Ratings” issued in October 2010.
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Amendments to be made

Remarks (including references)

(k) S&P Global Ratings;

() transitional period.

1(ii) Amendments to be effective on the same day as the new CVA capital framework comes into force

Item 4. Amend section 2(1) - amend existing definitions

Amendments to be made

Remarks (including references)

(1) common Equity Tier 1 capital ratio

After “risk-weighted amount for credit risk”, add “risk-weighted amount for CVA risk”.

(2) Amend the definition of “counterparty credit risk” to read as:

“counterparty credit risk, in relation to a derivative contract or SFT entered into by an
authorized institution with a counterparty, means the risk that the counterparty could
default before the final settlement of the cash flows of the contract or transaction;”.

(3) default risk exposure

Replace “counterparty default risk” with “counterparty credit risk”.

(4) risk-weighted amount for credit risk

Repeal the new paragraph added to this definition proposed in Item 2(15).

Detailed instructions (Part 1 of BCR) Page 14




Amendments to be made Remarks (including references)

(5) Tier 1 capital ratio

After “risk-weighted amount for credit risk”, add “risk-weighted amount for CVA risk”.

(6) Total capital ratio

After “risk-weighted amount for credit risk”, add “risk-weighted amount for CVA risk”.

Item 5.  Amend section 2(1) — repeal existing definition

Amendments to be made Remarks (including references)

(1) Repeal the definition of “counterparty default risk”.
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II. AMENDMENTS TO PART 2 (PRESCRIBED APPROACHES IN RELATION TO CALCULATION OF CAPITAL
ADEQUACY RATIO)

I1(i) Amendments to Division 1 to be effective on [1 July 2023]

Item 6. Amend section 4 — repeal existing definition

Amendments to be made Remarks (including references)

(1) Repeal the following definitions:

(a) IRB coverage ratio

(b) transitional period

I1(i) Amendments to Division 2 to be effective on [1 July 2023]

Item 7. Add new section on recognition of ECAIs

Matters to be provided Remarks (including references)

(1) A credit assessment rating assigned to a person or an exposure may be used by an
authorized institution (““AI”) for the purposes of the BCR only if—

(a) the rating has been issued by an entity recognized by the MA for that purposes;

(b) the use of the rating is not for a purpose that is prohibited by a restriction published
on the MA’s website under paragraph (3);

(c) the exposure has not ceased to be outstanding; and
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Matters to be provided

Remarks (including references)

(d) the rating is for the time being neither withdrawn nor suspended by that entity.

(2)  The MA will—

(a) determine with which of the credit quality grades, which are represented by
numerals 1 to 18 inclusive, the relevant long-term credit assessment ratings issued

by an entity falling within paragraph (1)(a) are to be associated;

(b) determine with which of the credit quality grades, which are represented by
numerals 1 to 5 inclusive, the relevant short-term credit assessment ratings issued

by an entity falling within paragraph (1)(a) are to be associated; and

(c) make tables to include the mappings determined under subparagraphs (a) and (b).

The tables to be made by the MA will replace the
proposed repealed Schedules 6, 8 and 11.

(3) The MA will publish on the MA’s website—
(a) the list of entities that have been recognized under paragraph (1);

(b) therestriction, if any, on the use of the credit assessment ratings issued by an entity

that has been recognized under paragraph (1);
(c) the mapping tables made under paragraph (2); and

(d) any amendment to the list, the restriction or the mapping tables that may be made

by the MA from time to time.

Detailed instructions (Part 2 of BCR) Page 17




Item 8. Add new section on nomination of ECAISs to be used

Matters to be provided

Remarks (including references)

(1) If an AI is required under the BCR to determine the risk-weight attributable to an
exposure in accordance with Part 4 or 7 of the BCR, the Al must nominate one or more

than one ECALI in accordance with this new section.

This new section is a modified version of existing
§70 (which will be repealed as proposed in Item
35(3)).

(2) Subject to paragraphs (3) and (4), an AI must nominate, for each of the ECAI ratings
based portfolios relevant to it, one or more than one ECAI the credit assessment ratings

issued by which the Al will use, for the purposes of Part 4 or 7, in respect of—
(a) the ECAI ratings based portfolio concerned; or

(b) a certain type of exposures falling within the ECAI ratings based portfolio

concerned.

This provision is based on the proposed repealed
§70(1) with modifications to cater for cases where
there is a restriction imposed by the MA that the
ECAI ratings issued by an ECAI can only be used
for certain exposures falling with an ECAI ratings

based portfolio

(3) An Al must not nominate under paragraph (2) an ECAI or a group of ECAIs, for an
ECALI ratings based portfolio unless, having regard to the obligors in respect of the
exposures which fall within that portfolio and to the geographical regions where those
exposures arise or may require to be enforced, it can reasonably be concluded that the
ECAL or the group of ECAIs collectively, issues a range of credit assessment ratings

which—

(a) if the credit assessment ratings will be used in respect of any exposure falling

within that portfolio—provides a reasonable coverage for that portfolio;

(b) if the credit assessment ratings will be used in respect of a certain type of

exposures falling with that portfolio—provides a reasonable coverage for those

This provision is based on the proposed repealed
§70(2).
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Matters to be provided

Remarks (including references)

to be amended, or amended, pursuant to paragraph (7) as they apply to a nomination
under paragraph (2).

exposures.

(4) An Al may nominate under paragraph (2) a Type B ECAI for an ECAI ratings based | This is a new paragraph to clarify the nomination
portfolio if the use of the ECAI ratings issued by the Type B ECALI for the purposes of | requirement for Type B ECAISs.
Part 4 or 7 in respect of exposures falling within the ECAI ratings based portfolio is not
prohibited by a restriction published on the MA’s website under Item 7(3).

(5) An Al must, as soon as is practicable after making a nomination under paragraph (2), | This provision is the same as the proposed repealed
give notice in writing to the MA of the nomination. §70(3).

(6) An Al must not, in respect of an ECAI ratings based portfolio or a certain type of | Basel Framework reference: CRE20 footnotes 12,
exposures falling within an ECAI ratings based portfolio, use, for the purposes of Part | 17 and 18.
4 or 7, the credit assessment ratings of an ECAI unless— This provision is a modified version of the proposed
(a) the ECAI has been nominated under paragraph (2) in respect of that portfolio or | repealed §70(4).

that type of exposures; and

(b) notice of that nomination has been given to the MA pursuant to paragraph (5).

(7) An Al may, with the prior consent of the MA, amend a nomination under paragraph (2) | This provision is the same as the proposed repealed
(including a nomination amended pursuant to this paragraph). §70(5).

(8) Paragraphs (3), (4), (5) and (6), with all necessary modifications, apply to a nomination | This provision is the same as the proposed repealed

§70(6).
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Matters to be provided

Remarks (including references)

(9) To avoid doubt, an Al must, for the purposes of Parts 4 and 7, treat as not having an
ECALI rating any person or exposure which, although falling within an ECAI ratings
based portfolio, does not have an ECAI rating assigned to it by an ECAI nominated
under paragraph (2) by that Al in respect of that portfolio or the type of exposures to

which the exposure belongs.

Basel Framework reference: CRE20 footnotes 12,
17 and 18.

This provision is a modified version of the proposed
repealed §70(7).

(10) In this section—
ECAI ratings based portfolio—
(a) inrelation to Part 4, has the meaning given by section 51(1);

(b) in relation to Part 7, means securitization exposures other than re-securitization

cxXposures.

(11) To provide for the following saving and deeming provision—

(a) Unless an Al chooses to make new nomination under this new section, any
nomination (and the corresponding notification to the MA) or any amendment to
nomination (and the corresponding prior consent granted by the MA) made in
accordance with the proposed repealed section 70 (and in the case of securitization
exposures, the proposed repealed section 267(1)(a)) prior to the effective date of
the BCAR [202x] for the following ECAI ratings based portfolios or securitization
exposures will still be valid and will be deemed to be made in accordance with

this new section after the BCAR [202x] comes into operation—

(i)  sovereign exposures;
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Matters to be provided

Remarks (including references)

(b)

(if)  public sector entity exposures;
(iii) bank exposures; and
(iv) securitization exposures subject to the SEC-ERBA.

Nomination made for the existing ECAI ratings based portfolios “securities firm
exposures” and “corporate exposures” (see proposed repealed section 70(8)) will
not be carried forward. Als must make new nomination for the new ECAI
ratings based portfolios “non-bank financial institution exposures”, “general
corporate exposures” and “specialized lending” (see Item 27(7)) in accordance

with this new section.

Item 9. Amend section 5 (Authorized institution shall only use STC approach, BSC approach or IRB approach to calculate its credit risk for

non-securitization exposures)

Amendments to be made

Remarks (including references)

(1) In subsection (2), repeal “, BSC approach”.

Item 10. Amend section 6 (Authorized institution may apply for approval to use BSC approach to calculate its credit risk for non-securitization

exposures)

Amendments to be made

Remarks (including references)

(1) Amend subsections (1) and (2)(a) by adding “all of its” before “non-securitization

exposures”.

The amendment is proposed to clarify the policy
intent that an Al cannot apply for the use of the BSC
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Amendments to be made Remarks (including references)

approach for some of its non-securitization

exposures only.

(2) (a) In subsection (3), replace “section 7(a) or (b)” with “section 7(a)”.

(b) Repeal subsection (4).

Item 11. Amend section 7 (Minimum requirements to be satisfied for approval under section 6(2)(a) to use BSC approach)

Amendments to be made Remarks (including references)
(1) (a) Repeal the entire content of paragraph (a)(ii) and replace with a provision as
follows—

“there is no cause to believe that the use by the institution of the BSC approach to
calculate its credit risk for all of its non-securitization exposures would not
adequately identify, assess and reflect the credit risk of all of the institution’s non-
securitization exposures taking into account the nature of the institution’s

business.”.

(b) Repeal paragraph (b).

Item 12. Amend section 8 (Authorized institution may apply for approval to use IRB approach to calculate its credit risk for non-securitization

exposures)
Amendments to be made Remarks (including references)
(1) Add “for one or more than one IRB adoption class™ after “to use the IRB approach” in
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Amendments to be made

Remarks (including references)

section 8(1), (2)(a) and (3).

(2) In section 8(4)—

(a) add “for one or more than one IRB adoption class” after “to use the IRB approach”

in the chapeau; and

(b) add “within the IRB adoption class for which an approval is granted to use the IRB

approach” after “non-securitization exposures” in paragraph (a).

Item 13. Amend section 10 (Measures which may be taken by Monetary Authority if authorized institution using BSC approach or IRB

approach no longer satisfies specified requirements)

Amendments to be made

Remarks (including references)

(1) Repeal section 10(5)(d).

The existing capital floor requirements set out in
Division 13 of Part 6 to the BCR is to be replaced

with a new output floor framework.

(2) Repeal “, (d)” in section 10(6).

Item 14. Amend section 10D (Measures that may be taken by Monetary Authority if authorized institution using IMM(CCR) approach no

longer satisfies specified requirements)

Amendments to be made

Remarks (including references)

(1) After subsection (7), add a new subsection to provide for the following requirements:

If an AI—

The new subsections are intended to introduce a

transitional arrangement for Als that are currently
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Amendments to be made

Remarks (including references)

(a) has an IMM(CCR) approval; and

(b) anticipates that the approval granted to it by the MA to use the IMM approach to
calculate its market risk will be revoked by the MA or by virtue of amendments
made to these Rules,

the Al may apply to the MA for approval to continue to use the IMM(CCR) approach for
a transitional period not longer than 3 years from the date on which the Al is not

permitted under these Rules to use the IMM approach to calculate its market risk.

(2) After the new subsection proposed in paragraph (1), add a new subsection to provide for

the following requirements:
If—
(a) an Al has already applied to the MA for approval to use the IMA; and

(b) the transitional period approved by the MA under paragraph (1) will expire before
the approval for the use of the IMA is granted,

the Al may apply to the MA for approval to extend the transitional period.

(3) After the new subsection proposed in paragraph (2), add a new subsection to provide for
the following requirements:

An Al must calculate the amounts of its default risk exposures in respect of derivative
contracts and SFTs in accordance with paragraph (4)—

(a) from the date on which it is not permitted under these Rules to use the IMM

approach to calculate its market risk if the Al does not have an approval granted

using the IMM(CCR) approach to calculate
counterparty credit risk and may or may not seek for
an approval to use the IMA under the new market

risk capital framework.
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Amendments to be made Remarks (including references)

by the MA under paragraph (1); or

(b) after the expiry of the transitional period approved by the MA under paragraph (1)
or (2) unless the Al already has an approval to use the IMA to calculate its market

risk.

(4) After the new subsection proposed in paragraph (3), add a new subsection to provide for

the following requirements:

An Al must calculate the amounts of its default risk exposures in respect of derivative

contracts and SFTs—

(a) subject to subparagraph (b), by using the SA-CCR approach and in accordance
with section 226MI(1) or (2), as the case required (see Item 163(1) and (2)); or

(b) if the Al uses the BSC approach to calculate its credit risk for non-securitization

exposures—
(i) by using either the SA-CCR approach or the current exposure method; and

(if) in accordance with section 226MI(3) (see Item 163(3)).

1(il) Amendments to Division 2 to be effective on the same day as the new market risk capital framework comes into force

Item 15.  Amend section 10B (Authorized institution may apply for approval to use IMM(CCR) approach to calculate its default risk exposures)

Amendments to be made Remarks (including references)

(1) In subsection (1), replace “IMM approach” with “IMA”.
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1 (iv)

Item 16.

Amendments to Division 2 to be effective on the same day as the new CVA capital framework comes into force

Amend section 10A (Authorized institution must only use SA-CCR approach, etc. to calculate its counterparty credit risk)

Amendments to be made

Remarks (including references)

(1) Amend subsection (1) as follows:
(a) in the chapeau, replace “(2), (2A), (4) and (5)” with “(2), (2A) and (5)”;
(b) in paragraph (b), replace “; and” with a full stop; and
(c) repeal subsection (1)(c).
(2) Amend subsection (2B) by replacing “counterparty default risk” with “counterparty
credit risk”.
(3) Repeal subsections (3), (4) and (6).
(4) Amend subsection (7) by removing “or (6)”.
(5) Amend subsection (8) by replacing “(3), (4), (5), (6) and (7)” with “(5) and (7).
Item 17. Repeal section 10C (Provisions supplementary to prescribed methods for calculation of CVA capital charge)

Amendments to be made

Remarks (including references)

(1)

Repeal section 10C.
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Item 18. Amend section 10D (Measures that may be taken by Monetary Authority if authorized institution using IMM(CCR) approach no
longer satisfies specified requirements)

Amendments to be made Remarks (including references)

(1) Amend subsection (2) as follows:
(a) atthe end of paragraph (a), replace *“; and” with a comma; and

(b) repeal paragraph (b).

II(v) Amendments to Division 3 to be effective on [1 July 2023]

Item 19. Amend section 11 (Minimum IRB coverage ratio)

Amendments to be made Remarks (including references)
(1) Change the heading of section 11 to “Adoption of IRB approach”. Basel Framework reference: CRE30.45 to
CRE30.48",
(2) Repeal section 11(1) and replace with provisions to provide that when an Al applies to | Basel Framework reference: CRE30.45 and
the MA for approval to use the IRB approach in accordance with section 8(1), the Al | CRE30.48.
must—

Paragraph (2)(b) implements CRE30.45 by
(a) submit an implementation plan which specifies to what extent and when the Al | specifying different IRB assets classes—

intends to use the IRB approach to calculate its credit risk for non-securitization

. CRE30.45(1) | Item 3 in Table 1
exposures, which must be agreed by the MA; and

CRE30.45(2) | Item 4 in Table 1

4 CRE30 — IRB approach: overview and asset class definitions (https://www.bis.org/basel_framework/chapter/CRE/30.htm?inforce=20230101&published=20200327).
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Amendments to be made

Remarks (including references)

(b) subject to paragraph (3) below, choose one or more than one IRB adoption class as
specified in Table 1 below which sets out the IRB class and IRB subclasses for
which the Al applies to use the IRB approach to calculate its credit risk for non-

securitization exposures.

Table 1 — IRB adoption class

Item | IRB adoption IRB class | IRB subclass covered
class covered
1 Corporate — Other | Corporate | (a) Small-and-medium sized corporates

than specialized | exposures | (b) Large corporates
lending (c) Non-regulated financial institutions

(d) Other corporates

2 Corporate — Corporate | (a) Specialized lending (project finance)
Specialized exposures | (b) Specialized lending (object finance)
lending (c) Specialized lending (commodity

finance)

(d) Specialized lending (income-
producing real estate)
(e) Specialized lending (high-volatility

commercial real estate)

3 Sovereign Sovereign | (a) Sovereigns

exposures | (b) Sovereign foreign public sector

CRE30.45(3) | Item 1 in Table 1
CRE30.45(4) | Item 2 in Table 1
CRE30.45(5) | Corporate purchased
receivables are classified as
corporate exposures under
§197 of the BCR
CRE30.45(6) | Item 5 in Table 1
CRE30.45(7) | Item 6 in Table 1
CRE30.45(8) | Item 7 in Table 1
CRE30.45(9) | Retail purchased receivables
are classified as retail
exposures under §197 of the
BCR

Item 8 in Table 1: Though the calculation of credit
risk with respect to equity exposures will only be
subject to the revised standardized approach upon

implementation of the Basel III final reform
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Amendments to be made

Remarks (including references)

entities

(c) Multilateral development banks

4 Bank Bank (a) Banks (excluding covered bonds)
exposures | (b) Regulated financial institutions
(c) Public sector entities (excluding
sovereign foreign public sector
entities)
(d) Unspecified multilateral bodies
(e) Covered bonds

5 Retail — Retail (a) Qualifying revolving retail exposures
Qualifying exposures (transactor)
revolving retail (b) Qualifying revolving retail exposures
exposures (revolver)

6 Retail — Retail (a) Residential mortgages to individuals
Residential exposures | (b) Residential mortgages to property-
mortgages holding shell companies

7 Retail-Others Retail (a) Small business retail exposures

exposures | (b) Other retail exposures to individuals

8 Equity Equity (a) CIS exposures

exposures
9 Others Other (a) Cash items

package, the IRB approach continues to apply to

CIS exposures.

Item 9 in Table 1: These refer to other exposures
that do not fall under items 1 to 8.
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Amendments to be made

Remarks (including references)

exposures | (b) Other items

(3)

Repeal section 11(2) and replace with a provision to provide that an Al is not allowed to
choose the IRB adoption class of “Others” only to apply for the use of the IRB approach

to calculate its credit risk for exposures falling within the IRB class of “Other exposures”.

(4)

Repeal section 11(3) and replace with a provision to provide that subject to the proposed
amended section 12 (see Item 20 below), where an authorized institution uses the IRB
approach to calculate its credit risk for an IRB adoption class, the institution must use the
IRB approach to calculate its credit risk for all exposures which fall within that IRB

adoption class.

Basel Framework reference:
CRE30.45°.

chapeau

of

(5)

Repeal section 11(4) and replace with a provision to provide that, in this section, the terms

2 (13 2 13

“cash items”, “corporate”,

2 13

non-regulated financial institution”, “regulated financial
institution” and “specialized lending” have the meanings given by the proposed amended
section 139(1).

Item 20.

Amend section 12 (Exemption for exposures)

Amendments to be made

Remarks (including references)

(1)

Replace “Subject to subsection (4), the” with “The” in the chapeau of section 12(2).

2)

Replace “IRB class (or, in the case of retail exposures, an IRB subclass)” with “IRB

adoption class” in section 12(2)(a)(i).

5 “Once a bank adopts an IRB approach for part of its holdings within an asset class, it is expected to extend it across all holdings within that asset class.”
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Amendments to be made

Remarks (including references)

(3) Amend section 12(3)(a) as follows—
(a) repeal “subject to paragraph (b),”; and

(b) replace “relates; or” with “relates.”.

(4) Repeal section 12(3)(b).

(5) Repeal section 12(4).

(6) Repeal “or (4)” in section 12(5)(b).

Item 21. Amend section 13 (Revocation of exemption under section 12)

Amendments to be made

Remarks (including references)

(1) Repeal “or BSC approach” in section 13(1)(a).

(2) Repeal section 13(2)(b).

(3) Repeal “or (b)” in section 13(3) and (4).

Item 22. Repeal section 14 (Transitional arrangements)

Amendments to be made

Remarks (including references)

(1) Repeal the whole section.
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II(vi) Amendments to Division 4 to be effective on [1 July 2023]

Item 23. Amend section 15 (Authorized institution must use SEC-IRBA, SEC-ERBA, SEC-SA or SEC-FBA to determine risk-weight of

securitization exposure)

Amendments to be made Remarks (including references)

(1) In subsection (2)(b)(i), replace “for the purposes of section 267(1)(a)”” with “under section

[see the new section proposed in Item 8] for the purposes of Part 7.

(2) In subsection (2B)(b)(i), replace “for the purposes of section 267(1)(a)” with “under

section [see the new section proposed in Item 8] for the purposes of Part 7”.

Item 24. Amend section 15B (Meaning of eligible ABCP exposure)

Amendments to be made Remarks (including references)

(1) In paragraph (e), replace “for the purposes of Part 7 in the manner as set out in section
267(1)(a)” with “under section [see the new section proposed in Item 8] for the purposes
of Part 7”.

(2) Repeal the entire content of paragraph (j) and replace with provisions to provide for the

following requirement:

the initial internal credit rating assigned to the specified exposure by the institution in
accordance with the approved internal assessment process is at least equivalent to an

ECALI issue specific rating that maps to—

(i)  acredit quality grade of 1, 2, 3, 4,5, 6,7, 8,9 or 10 in the LT ECAI rating
mapping table made by the Monetary Authority under Item 7(2) for
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Amendments to be made Remarks (including references)

securitization exposures; or

(if)  a credit quality grade of 1, 2 or 3 in the ST ECALI rating mapping table made
by the Monetary Authority under Item 7(2) for securitization exposures.

II(vii) Amendments to Division 7 to be effective on [1 July 2023]

Item 25. Amend section 33 (Exceptions to section 27)

Amendments to be made Remarks (including references)
(1) In subsection (1)(b), replace all references to “country” with “jurisdiction”.

(2) In subsection (2)(a), replace “country” with “jurisdiction”.

(3) In subsection (3), replace “country” with “jurisdiction”.
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III.  AMENDMENTS TO PART 4 (CALCULATION OF CREDIT RISK FOR NON-SECURITIZATION EXPOSURES:
STC APPROACH) TO BE EFFECTIVE ON [1 JULY 2023]

I11(i) Amendments to Division 1 of Part 4

Item 26. Amend section 50 (Application of Part 4)

Amendments to be made Remarks (including references)

Repeal all subsections and replace with provisions to provide for the following requirements:

(1) This Part applies to an Al that is required or permitted by these Rules to use the STC
approach to determine the risk-weight or the risk-weighted amount of a non-securitization

cexXposure.

(2) Unless the context otherwise requires, a reference to an Al in this Part is a reference to an

Al that is required or permitted by these Rules to use the STC approach to determine the

risk-weight or the risk-weighted amount of a non-securitization exposure.
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Item 27. Amend section 51(1) — add new definitions

New definitions

Remarks (including references)

(1) 3 months’ exposure means an exposure to a bank or a non-bank financial institution with
an original contractual period of time for full repayment of not more than 3 months

where—

(a) the exposure is not associated with cross-border movement of goods (including
movement of goods between Hong Kong and Mainland China or between Hong

Kong and Macau); and

(b) the facility to which the exposure relates is not expected or anticipated to be rolled

over at the expiration of the contractual period.

Basel Framework reference: CRE20.19.

BCR reference: existing definition of “3 months’

exposure” in §59(12) which will be repealed as
proposed in Item 35(3).

(2) 6 months’ exposure means an exposure to a bank or a non-bank financial institution with
an original contractual period of time for full repayment of not more than 6 months

where—

(a) the exposure is associated with cross-border movement of goods (including
movement of goods between Hong Kong and Mainland China or between Hong

Kong and Macau); and

(b) the facility to which the exposure relates is not expected or anticipated to be rolled

over at the expiration of the contractual period.

Basel Framework reference: CRE20.19.

(3) ADC exposure means land acquisition, development and construction exposure.

(4) commitment, in relation to the determination of a CCF applicable to an off-balance sheet

exposure, has the meaning given by Item 216(2)(a).

Basel Framework Reference: CRE20.94.
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New definitions Remarks (including references)

(5) commodities finance means short-term lending to finance reserves, inventories, or | Basel Framework reference: CRE20.49(3).

receivables of exchange-traded commodities, where—
(a) the lending will be repaid from the proceeds of the sale of the commodities; and

(b) the borrower has no independent capacity to repay the lending.

(6) defaulted exposure—see Item 68.

(7) ECAI ratings based portfolio—
(a) means—
(i)  sovereign exposures;
(if)  public sector entity exposures;
(iii) multilateral development bank exposures;
(iv) unspecified multilateral body exposures;
(v) bank exposures;
(vi) non-bank financial institution exposures;
(vii) eligible covered bond exposures;
(viii) general corporate exposures; or

(ix) specialized lending; and

(b) excludes exposures falling within paragraph (a) that are—
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New definitions

Remarks (including references)

(i)  equity exposures;

(if) significant capital investments in commercial entities;

(iii) exposures to capital instruments issued by financial sector entities;
(iv) exposures to non-capital LAC liabilities of financial sector entities;

(v) exposures to subordinated debts issued by banks, non-bank financial

institutions or corporates;
(vi) real estate exposures; or

(vii) defaulted exposures.

(8) equity exposure—see Item 34.

(9) exposure value—

(a) in relation to an on-balance sheet exposure, means the principal amount of the

exposure (net of specific provisions, if any);

(b) 1in relation to an off-balance sheet exposure to a counterparty that is a default risk
exposure in respect of one or more derivative contracts or in respect of a netting set
that contains both derivative contracts and SFTs, means the outstanding default risk

exposure in respect of the counterparty (net of specific provisions, if any);

(¢) in relation to an off-balance sheet exposure to a counterparty that is a default risk

exposure in respect of one or more SFTs, means the amount of the exposure

calculated in accordance with Division 2B of Part 6A (net of specific provisions, if
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New definitions

Remarks (including references)

(d)

any);

in relation to an off-balance sheet exposure that does not fall within paragraphs (b)

and (c), means—

(i)  the credit equivalent amount of the exposure calculated in accordance with

section 71(1); or

(if)  the credit equivalent amount of the exposure calculated in accordance with

section 71(2) and (3) (net of specific provisions, if any).

(10) general corporate exposure means an exposure to a corporate that is none of the

following—

(a) aspecialized lending;

(b) an equity exposure;

(¢) anexposure to a capital instrument issued by a financial sector entity that does not
fall within paragraph (b);

(d) an exposure to a non-capital LAC liability of a financial sector entity;

(e) aregulatory retail exposure;

(f) asubordinated debt;

(g) areal estate exposure; and

(h) a defaulted exposure.

Basel Framework reference: CRE20.41, 20.47 and
20.63(2).
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New definitions

Remarks (including references)

(11) general exposure means any exposure to a bank or non-bank financial institution that is

not a short-term exposure.

(12) land acquisition, development and construction exposure—

(a) means an exposure to an individual, a company or a special purpose vehicle

financing or refinancing —
(i)  land acquisition for development and construction purposes; or
(if)  development and construction of any residential or commercial property; and

(b) excludes an exposure to an individual, a company or a special purpose vehicle
financing or refinancing the acquisition of forest or agricultural land, where there

is no planning consent or intention to apply for planning consent.

Basel Framework reference: CRE20.90 and
footnote 41.

(13) non-bank financial institution means an entity (other than a bank)—

(a) thatis a licensed corporation licensed and supervised by the Securities and Futures
Commission of Hong Kong (except a licensed corporation that has been licensed
for Type 10 regulated activity (within the meaning of the Securities and Futures
Ordinance (Cap. 571));

(b) that is an authorized insurer within the meaning of the Insurance Ordinance (Cap.
41); or

(c) that is authorized by a regulator pursuant to the law of a jurisdiction other than
Hong Kong to carry on financial activities in that jurisdiction, where the relevant

banking supervisory authority in that jurisdiction—

Basel Framework reference: CRE20.40.
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New definitions

Remarks (including references)

(i)  determines that the regulatory and supervisory standards imposed on the
entity by its regulator are comparable to those (including capital and liquidity

requirements) that are imposed on banks incorporated in the jurisdiction; or

(i) has implemented capital standards consistent with the current Basel
Framework and permits banks incorporated in the jurisdiction to treat
exposures to the entity as exposures to a bank for the purposes of complying

with the capital standards.

(14) object finance means a method of funding the acquisition of physical assets (other than
land and buildings) where the repayment of the funds provided by a lender is dependent
on the cash flows generated by the assets that have been financed and pledged (or

otherwise provided as security) or assigned to the lender.

Basel Framework reference: CRE20.49(2).

(15)  project finance means a method of financing or refinancing a single project (other than
a project of development and construction of residential or commercial properties) in
which the lender that provides the loan looks primarily to the revenues generated by the

project, both as the source of repayment of, and as security for, the loan.

Basel Framework reference: CRE20.49(1).

(16) real estate exposure means—
(a) an exposure extended by a lender to a borrower—
(i) thatis secured by immovable property; and

(if)  thatis required by the facility agreement between the lender and the borrower

to be secured on the immovable property referred to in subparagraph (i); or

Basel Framework reference: CRE20.69.
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New definitions

Remarks (including references)

(b) an ADC exposure.

entity created specifically to finance or operate, or to finance and operate, specific
physical assets) that—

(17) regulatory real estate exposure—see section [Item 54(1)].
(18) regulatory retail exposure—see section [Item 52(2)].
(19) short-term exposure means— Basel Framework reference: CRE20.19 and
(a) a3 months’ exposure; or CREZ20.31.
(b) a6 months’ exposure;
(20) significant capital investment in a commercial entity, in relation to an Al, means the | This new definition is equivalent to §68A(1)(a)
AT’s holdings of shares in a commercial entity where — and (b) which will be repealed as proposed in Item
(a) the holdings amount to more than 10% of the ordinary shares issued by the E5E).
commercial entity; or
(b) the commercial entity is an affiliate of the Al
(21) small business means— Basel Framework reference: CRE20.47.
(a) subject to paragraph (b), a corporate with reported annual sales not exceeding $500
million for the most recent financial year; or
(b) a corporate in a consolidated group where the reported annual sales for the
consolidated group do not exceed $500 million for the most recent financial year.
(22) specialized lending means an exposure of a lender to a corporate (which is typically an | Basel Framework reference: CRE20.48.
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New definitions Remarks (including references)

(a) arises from object finance, project finance or commodities finance; and

(b) possesses all the following characteristics, either in legal form or economic

substance—

(i)  the corporate has few or no other material assets or activities, and therefore
the primary source of repayment of the exposure is the income generated by
the asset or assets being financed by the lender, rather than the independent

capacity of the corporate; and

(if)  the terms of the exposure give the lender a substantial degree of control over
the asset or assets being financed and the income that the asset or assets

generate.

(23) specific provisions includes partial write-offs. Basel Framework reference: CRE20.1(1).

(24) subordinated debt, in relation to an obligor that is a bank, non-bank financial institution

or corporate—
(a) includes a subordinated debt or junior subordinated debt—
(i) thatis not an equity exposure to the obligor; and

(if)  thatis higher in ranking, or senior, to equity exposures to the obligor in terms
of the priority of repayment; and

(b) if the obligor is a financial sector entity, excludes—

(i) any capital instrument issued by the obligor; and
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New definitions

Remarks (including references)

(i)

(i)

(i)

(i)

(a) anon-securitization exposure—

that—

(A) falls within an ECAI ratings based portfolio; and

(B) does not have an ECALI issue specific rating assigned to it; and
the obligor in respect of which has none of the following—

(A) an ECAI issuer rating;

(B)

a long-term ECALI issue specific rating assigned to any other debt

obligation issued or undertaken by the obligor; or

(b) anon-securitization exposure—

that—

(A) falls within an ECAI ratings based portfolio; and

(B) does not have an ECAL issue specific rating assigned to it;

the obligor in respect of which has either or both of the following—
(A) one or more than one ECALI issuer rating;

(B) one or more than one debt obligation that has at least one long-term

(i) any non-capital LAC liability of the obligor.
(25) unhedged credit exposure—see Item 30.
26 unrated exposure means— Basel Framework reference: CRE20.18 footnote
( P

12.
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New definitions Remarks (including references)

ECALI issue specific rating assigned to it; and

(iii) where, under Item 7(1)(b), (c) or (d) or Item 40, none of the ratings referred
to in subparagraph (ii) can be used for determining the risk-weight

attributable to the exposure in accordance with Subdivision 2! of Division
3 of this Part.

Item 28. Amend section 51(1) — amend existing definitions

Amendments to be made Remarks (including references)

(1) Repeal the definition of “attributed risk-weight” and replace with an amended definition | Attributed risk-weight will be used in the following

along the following lines: circumstances:

Attributed risk-weight — e serving as a sovereign floor for unrated bank

(a) subject to paragraphs (b), (c), (d) and (e), in relation to a person an exposure to exposures (see HENEN);

whom would fall within an ECAI ratings based portfolio— e determining whether a project finance is a high

(i)  if the person has an ECAI issuer rating, means the risk-weight that would be quality project finance (see Item 51);

attributable, in accordance with Subdivision 2!’ of Division 3, to a senior and | ¢ forming the basis for assigning a RW to an

unsecured long-term debt obligation of the person based on that ECAI issuer unrated eligible covered bond (Item 48),
rating and on the assumption that no ECAI issue specific rating has been regulatory commercial real estate exposure
assigned to any debt obligation of the person; (Item 57) or other real estate exposure (Item

16 See subdivisions proposed in Item 35(3).
17 See subdivisions proposed in Item 35(3).
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Amendments to be made Remarks (including references)

(if)  if the person does not have an ECAI issuer rating, means the risk-weight that 58);
would be attributable, in accordance with Subdivision 2 of Division 3, to an .. .
e determining whether a corporate is a core

unrated exposure to the person and on the assumption that no ECAI issue market participant in relation to repo-style

specific rating has been assigned to any debt obligation of the person; transactions (see Item 86); and

e determining whether an entity is an eligible

credit protection provider (see Item 99).

(b) inrelation to a person that is a public sector entity or sovereign foreign public sector
entity, means the risk-weight that would be attributable, in accordance with Item 43,

to an exposure to the person;

(c) in relation to a relevant international organization or a multilateral development

bank to which Item 44(1) applies, means 0% risk-weight;
(d) in Item 47, has the meaning given by that Item; and

(e) in Item 57 and Item 58, means the risk-weight that would be attributable to an | Basel Framework reference: CRE20.85 and

unsecured exposure to an obligor under Division 3 where the obligor is neither an | 20.89(1).

individual nor a small business.

(2) Replace the definition of corporate with one along the following lines:
corporate means—
(a) acompany; or

(b) apartnership or any other unincorporated body,
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Amendments to be made Remarks (including references)

which is not a multilateral development bank, unspecified multilateral body, public sector

entity, bank or non-bank financial institution.

(3) credit equivalent amount

(a) Remove “or 73”.

4) principal amount

(a) In paragraph (b)(i) of the definition, replace “Table 10 or to which section 73(2)

applies” with a cross-reference to the new Schedule proposed in Item 216.

(b) In paragraph (b)(ii) of the definition, replace “Table 10 or to which section 73(2)

applies” with a cross-reference to the new Schedule proposed in Item 216.

(5) recognized credit derivative contract It is assumed that the subsections proposed in Item

(a) In paragraph (a) of the definition, after “99(1)” add “or (2)” and remove “or”. ESEINEHANANE) would be included in §99(2), (3)

and (4) respectively.
(b) In paragraph (b) of the definition, replace “99(2) or (3)” with “99(3) or (4)” and add

“or” after the semi-colon.

(c) Add anew paragraph along the lines of “an internal hedge recognized under section
[see Item 100(1)] or [see Item 100(2)(a)]”.
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Item 29. Amend section 51 — repeal existing definitions and subsection (2)

Amendments to be made

Remarks (including references)

(1) Repeal the following definitions:
(a) cash items;
(b) past due exposure;
(c) regulatory retail exposure;
(d) rescheduled;
(e) SFT risk-weighted amount;
(f)  small business; and

(g) small business consent provisions.

(2) Repeal subsection (2).

Item 30. Add new section on unhedged credit exposure

Matters to be provided

Remarks (including references)

(1) In this Part, an unhedged credit exposure is an exposure falling within Item 52 (retail

exposures) or Item 56 (regulatory residential real estate exposures) where—
(a) the obligor in respect of the exposure is—
(i) if the exposure falls within Item 52—an individual;

(if)  if the exposure falls within Item 56—

Basel Framework reference: CRE20.92 and 20.93.
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Matters to be provided

Remarks (including references)

(b)

(c)

(A)
(B)

an individual; or

a property-holding shell company with an individual acting as a

guarantor for the exposure;

the exposure is denominated in a currency that differs from—

(i) the currency of the obligor’s source of income; or

(if)  if the obligor is a property-holding shell company and the primary source of

repayment is the income of the guarantor—the currency of the guarantor’s

source of income; and

less than 90% of the relevant amount of the exposure is hedged against the foreign

exchange risk resulting from the mismatch in currencies referred to in subparagraph

(b) through one or both of the following means—

(i) incomes, such as salaries and rental incomes, in a currency received by the

obligor or guarantor that matches the currency in which the exposure is

denominated;

(if)  derivative contracts or other legal contracts with financial institutions.

(a)

(b)

(2) In paragraph (1)(c), relevant amount—

in relation to an exposure arising from a non-revolving loan with a pre-specified

repayment schedule and repayment amounts (including such loan with an irregular

repayment structure), means the scheduled repayment with the largest amount;

in relation to an exposure arising from a non-revolving loan with bullet payment,

This paragraph is proposed to address queries
raised by the banking industry about the manner in
which the hedged amount should be determined
when the exposure concerned is not an instalment

loan.
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Matters to be provided

Remarks (including references)

means the whole outstanding loan amount;
(c) inrelation to an exposure arising from—

(i) a newly established revolving facility that has no drawdown since

establishment; or

(if) arevolving facility that has no drawdown over the previous 12 months or no

outstanding balance at the time of allocation of a risk-weight to the exposure,
means the credit equivalent amount of the undrawn portion of the facility;

(d) in relation to an exposure arising from a revolving facility that does not fall within
subparagraph (c), means the drawn portion of the facility (which may be all of the
facility), and the credit equivalent amount of any undrawn portion of the facility, at

the time of allocation of a risk-weight to the exposure.

I11(il) Amendments to Division 2 of Part 4

Item 31. Amend section 52 (Calculation of risk-weighted amount of exposures)

Amendments to be made

Remarks (including references)

Repeal all subsections and replace with provisions to provide for the following requirements:

(1) If an Al is required under these Rules to use only the STC approach to calculate the

credit risk for all of its non-securitization exposures, subject to section 53, the Al must
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Amendments to be made

Remarks (including references)

calculate an amount representing the degree of credit risk to which the Al is exposed by

aggregating—
(a) the risk-weighted amounts of the AI’s on-balance sheet exposures; and

(b) the risk-weighted amounts of the AI’s off-balance sheet exposures.

(2) If an Al is required or permitted under these Rules to use the STC approach to calculate
the credit risk for some of its non-securitization exposures, unless otherwise stated under
these Rules, the Al must calculate the risk-weighted amounts of those exposures in

accordance with paragraphs (3) to (9) below.

This paragraph covers cases such as those in which
an Al has an approval granted under §8 to use the
IRB approach for some of its exposures but there are
exposures for which an option to use the IRB
approach is not available (e.g. equity exposures
other than CIS exposures) or no approval is granted
under §8.

(3) For the purposes of paragraphs (1) and (2), subject to paragraph (5)—

(a) the risk-weighted amount of each exposure (except CIS exposure and default risk
exposure in respect of derivative contracts or SFTs) must be calculated by
multiplying the exposure value of the exposure by the relevant risk-weight

attributable to the exposure determined under Division 3;

(b) the risk-weighted amount of each CIS exposure must be calculated in accordance

with Division 3A%; and

(c) the risk-weighted amount of each default risk exposure in respect of derivative

Basel Framework reference: CRE20.1(1).

This paragraph combines the proposed repealed
subsections (2)(a) and (3)(ab).

18 See the new Division 3A proposed in Item 72.
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Amendments to be made

Remarks (including references)

contracts or SFTs is the amount specified in paragraph (4).

(4)

If an Al—

(a)

(b)

has an IMM(CCR) approval—

(i)

(ii)

(iii)

the risk-weighted amount of the default risk exposure in respect of
derivative contracts or SFTs covered by the IMM(CCR) approval is the
IMM(CCR) risk-weighted amount;

the risk-weighted amount of the default risk exposure in respect of
derivative contracts that are not covered by the IMM(CCR) approval or that
fall within section 10B(5) or (7) is the sum of the SA-CCR risk-weighted

amounts calculated for the contracts; and

the risk-weighted amount of the default risk exposure in respect of SFTs that
are not covered by the IMM(CCR) approval or that fall within section
10B(5) or (7) is the sum of the SFT risk-weighted amounts calculated for
the SFTs;

does not have an IMM(CCR) approval for any of its derivative contracts or
SFTs—

(i)

(i)

the risk-weighted amount of the default risk exposure in respect of
derivative contracts is the sum of the SA-CCR risk-weighted amounts

calculated for the contracts; and

the risk-weighted amount of the default risk exposure in respect of SFTs is

This paragraph combines the proposed repealed
subsections (3)(a) and (3A).

Provisions related to CVA are removed to prepare
for the migration of the capital treatment for CVA
from the credit risk framework to the market risk

framework.
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Amendments to be made

Remarks (including references)

the sum of the SFT risk-weighted amounts calculated for the SFTs.

(5) An Al may reduce the risk-weighted amount of its exposure by taking into account the
effect of any recognized credit risk mitigation in respect of the exposure in the manner
set out in Divisions 5, 6, 7, 8, 9 and 10 unless—

(a) the Al falls within paragraph (6); or

(b) paragraph (7), (8) or (9) applies to the recognized credit risk mitigation concerned.

This paragraph combines the proposed repealed
subsections (2)(b) and (3)(b) to reduce duplication.

(6) The Al referred to in paragraph (5)(a) is an Al that has made disclosures in respect of
credit risk for the immediately preceding applicable reporting periods but the disclosures
are not fully in compliance with the applicable provisions set out in Division 4 of Part
2A of the Disclosure Rules.

In this paragraph—

(a) applicable provisions, in relation to an Al that uses the STC approach to calculate
the credit risk for all or part of its non-securitization exposures, means the
provisions set out in Division 4 of Part 2A of the Disclosure Rules the application
of which to the Al has not been exempted by the MA under section 3 of the

Disclosure Rules;
(b)  Disclosure Rules means the Banking (Disclosure) Rules (Cap. 155 sub. leg. M);

(c) applicable reporting period, in relation to an applicable provision, means the

reporting period (within the meaning given by section 2(1) of the Disclosure

Basel Framework Reference: CRE22.4%°,

19 CRE22 — Standardised approach: credit risk mitigation (https://www.bis.org/basel_framework/chapter/CRE/22.htm?inforce=20230101&published=20201126).
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Amendments to be made

Remarks (including references)

Rules) referred to in that applicable provision.

(7) If an exposure of an Al has an ECAI issue specific rating, the Al must not under
paragraph (5) take into account the effect of any recognized credit risk mitigation

applicable to the exposure that has already been taken into account in that rating.

This paragraph combines the proposed repealed
subsections (2)(c) and (3)(c) to reduce duplication.

(8) If an AT has bought credit protection for an exposure and the credit protection is in the
form of a single-name credit default swap that falls within section 226J(1), the Al must

not under paragraph (5) take into account the credit risk mitigation effect of the swap.

This paragraph combines the proposed repealed
subsections (2)(d) and (3)(e) to reduce duplication.

(9) If an exposure of an Al is a default risk exposure in respect of derivative contracts or
SFTs, the Al must not under paragraph (5) take into account the effect of any recognized
credit risk mitigation applicable to the exposure that has already been taken into account
in the calculation of the amount of the default risk exposure under Part 6A.

This paragraph is equivalent to the proposed
repealed subsection (3)(d).

(10) In paragraph (4), SFT risk-weighted amount means—

(a) if the amount of the default risk exposure in respect of an SFT is calculated in
accordance with section 226MJ—the risk-weighted amount of the default risk

exposure calculated in accordance with section 85 or 88, as the case requires;

(b) if the amount of the default risk exposure in respect of a portfolio of SFTs is

calculated in accordance with section 226MK—the risk-weighted amount of the

This paragraph combines the definition of “SFT
risk-weighted amount” in §51(1) (which will be
repealed as proposed in Item 29(1)(e)) and §76A
(which will be repealed as proposed in Item 80).
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Amendments to be made Remarks (including references)

default risk exposure calculated by multiplying the exposure value?® of the default
risk exposure by the risk-weight attributable to the exposure determined under

Division 3.

Item 32.  Amend section 53 (On-balance sheet exposures and off-balance sheet exposures to be covered)

Amendments to be made Remarks (including references)
Repeal all subsections and replace with provisions to provide for the following requirements: §53 is revised to enhance clarity.
(1) If an Al is required under these Rules to use only the STC approach to calculate the credit | Paragraph (1)(b)(ii) is a new provision to reflect

risk for all of its non-securitization exposures, subject to paragraph (2), the Al must, for | CRE70.1 and 70.5% (current version) of the Basel
the purposes of calculating an amount representing the degree of credit risk to which the | Framework.

Al is exposed under section 52, take into account and risk-weight—

(a) all of the AI’s on-balance sheet exposures and off-balance sheet exposures booked
in its banking book;

(b) all of the AI’s following exposures—

(i)  default risk exposures to counterparties in respect of derivative contracts or
SFTs booked in the AI’s trading book;

(if) credit exposures to counterparties in respect of transactions (other than

derivative contracts and SFTs) in securities, foreign exchange or commodities

20 The exposure value of the default risk exposure (see Item 27(9)(c)) is different from the amount of the default risk exposure. The former is net of specific provisions while the latter
is gross of specific provisions.
2L CRE70 — Capital treatment of unsettled transactions and failed trades (https://www.bis.org/basel framework/chapter/CRE/70.htm?inforce=20191215&published=20191215).
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Amendments to be made Remarks (including references)

booked in the AI’s trading book that remain outstanding after the settlement

dates in respect of the transactions; and

(iii) credit exposures to counterparties in respect of unsegregated collateral posted
by the Al and held by the counterparties for transactions or contracts booked
in the AI’s trading book; and

(c) if applicable, all of the AI’s market risk exposures that are exempted from section
17 under section 22, except for its total net open position in foreign exchange

exposures as derived in accordance with section 296.

(2) Paragraph (1) does not apply to— This paragraph is intended to replace the proposed

(a) securitization exposures; repealed §53(1)(a)(1), (i1), (iii) and (2).

(b) the underlying exposures of eligible traditional securitization transactions (within
the meaning of section 227(1)) if the Al opts to apply the treatment under section
230(1) to the underlying exposures;

(c) default fund contributions made to qualifying CCPs and non-qualifying CCPs
(within the meaning of section 226V(1));

(d) default risk exposures to qualifying CCPs;

(e) exposures that are risk-weighted as if they were default risk exposures to qualifying
CCPs under Division 4 of Part 6A; and

(f) any portion of an exposure (which may be all of the exposure) that is required to be
deducted from any of the AI’s CET1 capital, Additional Tier 1 capital and Tier 2
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Amendments to be made

Remarks (including references)

capital under Division 4 of Part 3.

Item 33. Amend section 54 (Classification of exposures)

Amendments to be made

Remarks (including references)

Repeal the chapeau and all paragraphs and replace with provisions to provide for the following

requirements:

(1) An Al must classify its on-balance sheet exposures and off-balance sheet exposures into

one only of the following categories and subcategories—
(a) exposures other than CIS exposures—
(i) ECAI ratings based portfolios;

(i) exposures that are neither ECAI ratings based portfolios nor defaulted

exposures;
(iii) defaulted exposures;

(b) CIS exposures.

(2) The Al must—

(a) further classify each of the exposures falling within paragraph (1)(a)(i), according
to the obligor or the nature of the exposure, into one only of the ECAI ratings based
portfolios; and

(b) determine the risk-weight attributable to each of the exposures in accordance with

Detailed instructions (Part 4 of BCR) Page 56




Amendments to be made Remarks (including references)

Subdivisions 1 and 2 of Division 3 and, if applicable, Subdivision 8 of Division 3.

(3) The Al must—

(a) further classify each of the exposures falling within paragraph (1)(a)(ii), according

to the obligor or the nature of the exposure, into one only of the following classes—

(i) retail exposures;

(if) real estate exposures;

(iii) equity exposures (other than those falling within sub-subparagraphs (iv) and
)

(iv) significant capital investments in commercial entities;

(v) holdings of capital instruments issued by, and non-capital LAC liabilities of,

financial sector entities;

(vi) subordinated debts issued by banks, non-bank financial institutions and

corporates;
(vii) cash and gold;
(viii) items in the process of clearing or settlement;

(ix) other exposures; and
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Amendments to be made

Remarks (including references)

(b) determine the risk-weight attributable to each of the exposures in accordance with
Subdivision 3, 4, 5 or 6 of Division 3, as the case requires, and if applicable,

Subdivision 8 of Division 3.

(4) The Al must determine the risk-weight attributable to each of the exposures falling within
paragraph (1)(a)(iii) in accordance with Subdivision 7 of Division 3, and, if applicable,

Subdivision 8 of Division 3.

(5) The Al must determine the risk-weight attributable to each of the exposures falling within

paragraph (1)(b) in accordance with Division 3A.

Item 34. Add new section on provisions supplementary to section 54

Matters to be provided

Remarks (including references)

(1) If an exposure to an instrument issued by an entity (referred to in this Item as issuer)
falls within paragraph (2), (3), (4) or (5) based on the economic substance of the
instrument, an Al must classify the exposure as an equity exposure for the purposes of
this Part unless—

(a) the exposure is a CIS exposure;

(b) the exposure is fully deducted from the AI’s capital base in accordance with
Division 4 of Part 3;

(c) (if classification of the exposure is for the purpose of calculation of the AI’s

capital adequacy ratio on a solo-consolidated basis) the issuer is—

Basel Framework reference: CRE20.54, 20.55 and
20.56.

Subparagraphs (b), (c) and (d) reflect the
requirement in CRE20.54 that ownership interests
in entities that are consolidated or deducted are

excluded.
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Matters to be provided Remarks (including references)

(i) a subsidiary of the AI specified in an approval granted under section
28(2)(a); and

(if)  the subject of consolidation under a section 3C requirement imposed on the
Al or

(d) (if classification of the exposure is for the purpose of calculation of the Al’s
capital adequacy ratio on a consolidated basis) the issuer is the subject of

consolidation under a section 3C requirement imposed on the Al

(2) An instrument that represents direct or indirect ownership interests (whether voting or | Basel Framework reference: CRE20.54.

non-voting) in the assets and income of the issuer or another entity. Footnote 20 to CRE20.54 will be included in

supervisory guidance (e.g. Q&As).

(3) An instrument that meets all of the following requirements— Basel Framework reference: CRE20.54.

(a) it is irredeemable in the sense that the return of invested funds can be achieved
only by the sale of the investment or sale of the rights to the investment or by the

liquidation of the issuer;
(b) it does not embody an obligation on the part of the issuer; and

(c) itconveys a residual claim on the assets or income of the issuer.

(4) An instrument— Basel Framework reference: CRE20.55.

(a) the issuer of which is not a bank but the instrument would be a Tier 1 capital in | Footnote 21 to CRE20.55(2)(c) will be included in

accordance with the current Basel Framework if it were issued by a bank; or supervisory guidance (e.g. Q&As).
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Matters to be provided

Remarks (including references)

(b) that embodies an obligation on the part of the issuer and meets any one or more
of the following conditions:

(i)  the issuer may indefinitely defer the settlement of the obligation;

(if)  the obligation requires (or permits at the issuer’s discretion) settlement by

issuance of a fixed number of the issuer’s equity shares;

(iif) the obligation requires (or permits at the issuer’s discretion) settlement by
issuance of a variable number of the issuer’s equity shares and, other things
being equal, any change in the value of the obligation is attributable to,
comparable to, and in the same direction as, the change in the value of a

fixed number of the issuer’s equity shares;

(iv) the holder of the instrument has the option to require that the obligation be
settled in equity shares, unless the Al demonstrates to the satisfaction of the
MA that—

(A) inthe case of a traded instrument, the instrument trades more like the

debt of the issuer than equity, or

(B) in the case of non-traded instruments, the instrument should be

treated as a debt position.

(5) A debt obligation, derivative contract, or instrument in any other form, which—

(a) does not fall within paragraphs (2), (3) and (4); and

(b) 1is structured with the intent of conveying the economic substance of equity

Basel Framework reference: CRE20.56 (first

sentence).
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Matters to be provided Remarks (including references)

ownership.

(6) To avoid doubt, equity exposures— Basel Framework reference: CRE20.56 (last two

(a) include liabilities (such as short positions) from which the return is linked to that | Sentences) and footnote 23.

of equities unless the liabilities are directly hedged by equity holdings such that
the resulted net position in the equities concerned does not involve material risk;

and

(b) exclude equity investments that are structured with the intent of conveying the

economic substance of debt holdings or securitisation exposures.

(7) The MA may, by notice in writing given to an Al, require the Al to treat a debt position | Basel Framework reference: CRE20.56 footnote 24.

of'the Al as an equity exposure for the purposes of calculating the AI’s credit risk if the
MA is satisfied that the nature and economic substance of the debt position are such
that the debt position should more realistically be characterized as an equity exposure
than as a debt position. The Al must comply with the requirements of a notice given

to it under this paragraph.

I11(iii) Amendments to Division 3 of Part 4

Item 35.  Amend Division 3 (including adding new subdivisions)

Amendments to be made Remarks (including references)

(1) Change the heading of Division 3 to “Determination of Risk-weights Applicable to

Exposures other than CIS Exposures”.
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Amendments to be made

Remarks (including references)

(2) Repeal the following headings in Division 3:

(a)
(b)
(c)
(d)
(e)

(H)
(2)
(h)

(a) the heading “Subdivision 1—Exposures other than CIS Exposures”;
(b) the heading “Subdivision 2—CIS Exposures’’; and
(c) the heading “Subdivision 3—Treatment of Certain Types of Off-balance Sheet
Exposures”.
(3) Repeal sections 55 to 70 in Division 3 and divide the proposed new sections (see Item 37

to Item 71) into Subdivisions as follows:

Subdivision 1—Due diligence requirements;
Subdivision 2—ECAI ratings based portfolios;
Subdivision 3—Retail exposures;

Subdivision 4—Real estate exposures;

Subdivision 5—Equity exposures, capital instruments other than equity exposures,
non-capital LAC liabilities, etc.;

Subdivision 6—Exposures not falling within subdivisions 2, 3, 4 and 5;
Subdivision 7—Defaulted exposures; and

Subdivision 8—Miscellaneous provisions.
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Item 36. Amend section 54A (Application of Subdivision 1)

Amendments to be made

Remarks (including references)

(1) Change the heading of section 54A to “Application of Division 3.
(2) Replace “Subdivision” with “Division”.
Item 37. Amend Subdivision 1 (including adding a new section)

Amendments to be made

Remarks (including references)

(1) After the proposed amended section 54A, add the following heading:
“Subdivision 1—Due diligence requirements”
(2) The proposed amended Subdivision 1 will contain the proposed new section on diligence
requirements (see Item 38).
Item 38. Amended subdivision 1: Add new section on due diligence requirements

Matters to be provided

Remarks (including references)

(1) An Al must perform due diligence on its credit exposures (at origination and at least
annually thereafter) to ensure that it has an adequate understanding of the risk profile

and characteristics of the obligors in respect of the exposure.

Basel Framework Reference: CRE20.4 to 20.6.

As the due diligence requirements are basically no
different from the HKMA'’s existing supervisory
requirements on credit risk management, details on
how the due diligence should be conducted (e.g. the
last three sentences of CRE20.4, CRE20.5 and
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Remarks (including references)

CREZ20.6) are included in the relevant supervisory
guidelines.

Paragraph (1) is intended to apply to all credit
exposures (including retail exposures and
residential mortgages that are usually managed on a
portfolio basis), while paragraph (2) is intended to
apply additionally to exposures whose risk-weights

are determined based on ECAI ratings.

(2) If an Al determines the risk-weight of an exposure in accordance with Subdivision 2 of
this Division by using an ECAI issuer rating or a long-term ECAI issue specific rating
(relevant rating), the Al must, based on the due diligence performed under paragraph
(1) on the exposure, assess whether the risk-weight (referred to in this Item as rating-
based RW) so determined is appropriate and prudent for the exposure. Such

assessment must be conducted at least annually.

If the due diligence indicates that the credit risk of the exposure is higher than that
implied by the rating-based RW, the Al must allocate to the exposure a risk-weight that
is at least the next higher base risk-weight than the base risk-weight applicable to the
ECAI ratings based portfolio to which the exposure belongs based on the relevant rating.
If there is no such next higher base risk-weight, the Al must allocate to the exposure the
highest base risk-weight applicable to the ECAI ratings based portfolio to which the

exposure belongs.

Basel Framework Reference: CRE20.4, CRE20.20
(bank exposures), 20.39 (covered bonds) and 20.42

(general corporate exposures).
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Remarks (including references)

(3) The Al must not, according to the due diligence conducted by it on the exposure, allocate
to the exposure a risk-weight that is lower than the rating-based RW.

(4) Paragraph (2) does not apply to—
(a) sovereign exposures; and

(b) public sector entity exposures.

Basel Framework reference: CRE20.4 footnote 3.

(5) Notwithstanding the requirements set out in this Division, the MA may, by notice in
writing given to one or more than one Al, direct the Al to allocate to an exposure, or
exposures belonging to a class of exposure, a risk-weight specified in the notice if the
MA is satisfied that—

(a) there exists a [material] prudential concern in respect of the exposure or the class
of exposure that has, or could reasonably be construed as potentially having,

adverse impacts on the financial soundness of the Al; or

(b) there exists a [material] prudential concern in respect of the economy of Hong
Kong where flexibility in the capital treatment of the class of exposure is necessary
to support the economy and ensure the stability of the financial system of Hong
Kong.

The Al must comply with the requirements of the notice given to it.

Implementation experiences in the past decade
indicate that certain degree of flexibility in the BCR
is necessary to enable the MA to respond swiftly to
adverse developments in the credit conditions
during stressed periods such as the 2008 global
financial crisis and the recent Covid-19 pandemic.
The proposed subsection is intended to empower the
MA to change the RW applicable to an exposure or
exposures belonging to a class of exposure when
this is necessary to safeguard the resilience of
individual Als and/or the Hong Kong banking

sector.

(6) In this section, base risk-weight —

(a) inrelation to a multilateral development bank exposure or unspecified multilateral

body exposure, means any risk-weight specified in column [2] of Table [2B] in
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Remarks (including references)

(b)

(c)

(d)

Item 44,

in relation to a bank exposure or non-bank financial institution exposure, means

any risk-weight specified in column [2] of Table 3 in Item 45;

in relation to an eligible covered bond exposure, means any risk-weight specified
in column [2] of Table [4B] or column [2] of Table [4C] in Item 48; and

in relation to a general corporate exposure or a specialized lending, means any

risk-weight specified in column [2] or [3] of Table [5] in Item 50.

Item 39.

New subdivision 2: Add new section on mapping ECAI rating to credit quality grade

Matters to be provided

Remarks (including references)

(1)

For the purpose of determining the risk-weight attributable to an exposure that falls

within one of the ECAI ratings based portfolios and that is not an unrated exposure, an

Al must determine the credit quality grade applicable to the exposure in accordance with

the requirements below and Item 40.

2)

If—
(a)

an exposure is a sovereign exposure, an unspecified multilateral body exposure, a
bank exposure, an eligible covered bond exposure, a non-bank financial institution
exposure (NBFI exposure), a general corporate exposure to a corporate
incorporated outside the home jurisdiction of a Type B ECAI or a specialized
lending; and
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Remarks (including references)

(b) there is a long-term ECALI issue specific rating assigned to the exposure by a Type
A ECAI

an Al must determine the credit quality grade applicable to the exposure by mapping the
long-term ECAI issue specific rating of the exposure to a scale of credit quality grades

in accordance with the LT ECAI rating mapping table for Type A ECAIs.

3)  If—

(a) an exposure is a bank exposure, a NBFI exposure, a general corporate exposure
to a corporate incorporated outside the home jurisdiction of a Type B ECAI or a

specialized lending; and

(b) there is a short-term ECAI issue specific rating assigned to the exposure by a Type
A ECAIL

an Al must determine the credit quality grade applicable to the exposure by mapping the
short-term ECALI issue specific rating of the exposure to a scale of credit quality grades

in accordance with the ST ECAI rating mapping table for Type A ECAIs.

Basel Framework reference: CRE21.16%.

@) I

(a) an exposure is a general corporate exposure to a corporate incorporated in the

home jurisdiction of a Type B ECAI; and

(b) there is a long-term ECAI issue specific rating or short-term ECALI issue specific

22 CRE21- Standardised approach: use of external ratings (https://www.bis.org/basel framework/chapter/CRE/21.htm?inforce=20230101&published=20200327).
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rating assigned by a Type A ECAI or that Type B ECALI to the exposure,

an Al must determine the credit quality grade applicable to the exposure by mapping the
rating to a scale of credit quality grades in accordance with the LT ECAI rating mapping
table or the ST ECAI rating mapping table, as the case requires, applicable to the ECAI

that issues the rating.

(5) If—
(a) anexposure is a sovereign exposure or an unspecified multilateral body exposure;

(b) there is no long-term ECAI issue specific rating assigned by a Type A ECAI to the

exposure; and

(c) aType A ECAI has assigned an ECAI issuer rating to the obligor in respect of the
exposure or a long-term ECAl issue specific rating (reference rating) to any other

exposure to the obligor,

an Al must determine the credit quality grade applicable to the exposure by mapping the
ECALI issuer rating of the obligor or the reference rating, as the case may be, to a scale
of credit quality grades in accordance with the LT ECAI rating mapping table for Type
A ECAIs.

6)  If—

(a) an exposure is a bank exposure, a NBFI exposure or a general corporate exposure
to a corporate incorporated outside the home jurisdiction of a Type B ECAL

(b) there is neither a long-term ECAl issue specific rating nor a short-term ECAl issue

Basel Framework reference: CRE21.12, CRE21.16
and CRE20.50 (last sentence).
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specific rating assigned by a Type A ECAI to the exposure; and

(c) aType A ECAI has assigned an ECAI issuer rating to the obligor in respect of the
exposure or a long-term ECAI issue specific rating (reference rating) to any other

exposure to the obligor,

an Al must determine the credit quality grade applicable to the exposure by mapping the
ECALI issuer rating of the obligor or the reference rating, as the case may be, to a scale
of credit quality grades in accordance with the LT ECAI rating mapping table for Type
A ECAILs.

7 I

(a) an exposure is a general corporate exposure to a corporate incorporated in the

home jurisdiction of a Type B ECAI,

(b) there is neither a long-term ECAl issue specific rating nor a short-term ECAl issue

specific rating assigned by an ECAI to the exposure; and

(c) aType A ECAI or the Type B ECAI referred to in subparagraph (a) has assigned
an ECALI issuer rating to the corporate or a long-term ECAI issue specific rating

(reference rating) to any other exposure to the corporate,

an Al must determine the credit quality grade applicable to the exposure by mapping the
ECAl issuer rating of the corporate or the reference rating, as the case may be, to a scale
of credit quality grades in accordance with the LT ECAI rating mapping table applicable
to the ECAI that issues the rating.
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(8) If an exposure is a public sector entity exposure (PSE exposure) (including a PSE

exposure to a sovereign foreign public sector entity), an Al must—

(a) map the ECAI issuer rating assigned to the sovereign of the jurisdiction in which
the public sector entity is incorporated to a scale of credit quality grades in
accordance with the LT ECAI rating mapping table for Type A ECAIs; and

(b) regard the credit quality grade so obtained as the credit quality grade applicable
to the PSE exposure.

(9) For the purpose of determining whether a multilateral development bank exposure is
eligible for a risk-weight of 0%, an Al must determine the credit quality grade applicable
to the exposure by mapping the ECAl issuer rating of the multilateral development bank
concerned to a scale of credit quality grades in accordance with the LT ECAI rating

mapping table for Type A ECAISs.

Basel Framework reference: CRE20.14 footnote 9).

Item 40. New subdivision 2: Add new section on application of ECAI ratings

Matters to be provided

Remarks (including references)

(1) This section applies to the use of ECAI ratings by an Al under this Part for determining
the risk-weight attributable to an exposure (however described) (referred to in this Item

as exposure A) that falls within one of the ECAI ratings based portfolios.

This new section is intended to replace existing §69

which will be repealed as proposed in Item 35(3).
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(2)

An Al must, in complying with the requirements under Item 39—

(a)
(b)

(c)

if exposure A has only one ECALI issue specific rating—use that rating;

if exposure A has 2 ECAI issue specific ratings that would map into different
credit quality grades under Item 39 and result in the allocation of different risk-
weights to exposure A under the relevant section in relation to exposure A—use
the rating that would result in the allocation of the higher of the 2 different risk-
weights;

if exposure A has 3 or more ECAI issue specific ratings—refer to the 2 ratings
that would, under Item 39, map into credit quality grades the use of which would
result in the allocation of the lowest risk-weights to exposure A under the relevant

section in relation to exposure A, and—

(i) ifthe 2 lowest risk-weights are the same, the Al must use any one of the 2

ratings;

(if) if the 2 lowest risk-weights are different, the AI must use the rating that

would result in the allocation of the higher of those different risk-weights.

Basel Framework reference: CRE21.9, 21.10 and
21.11.

This provision is equivalent to the proposed
repealed §69(1) and (2).

(3)

Subject to paragraphs (5) and (6), if exposure A does not have an ECAI issue specific

rating, and the obligor in respect of exposure A does not have an ECAI issuer rating but

there is a reference exposure, an Al must, in complying with the requirements under

Item 39, determine the rating to be used as follows—

(a)

if the long-term ECALI issue specific rating of the reference exposure is a low-

quality rating, the Al may use that long-term ECAI issue specific rating provided

Basel Framework reference: CRE21.12(1) and (2).

This paragraph is equivalent to the proposed
repealed §69(3).

Detailed instructions (Part 4 of BCR) Page 71




Matters to be provided

Remarks (including references)

that exposure A ranks equally with, or is subordinated in respect of payment or

repayment to, the reference exposure;

(b) if the long-term ECALI issue specific rating of the reference exposure is a high-
quality rating, the Al may use that long-term ECAI issue specific rating provided
that exposure A ranks equally with, or senior in respect of payment or repayment

to, the reference exposure.

(4) Subject to paragraph (5), if exposure A does not have an ECAI issue specific rating,
and the obligor in respect of exposure A has an ECAI issuer rating but there is no
reference exposure, an Al must, in complying with the requirements under Item 39,

determine the rating to be used as follows—

(a) ifthe ECAlissuer rating is a low-quality rating, the Al may use that ECAI issuer
rating provided that—

(i) that rating is only applicable to unsecured exposures to the obligor as an

issuer that are not subordinated to other exposures to that obligor; and

(if) exposure A ranks equally with, or is subordinated to, the unsecured

exposures referred to in sub-subparagraph (i);

(b) subject to subparagraph (c), if the ECAI issuer rating is a high-quality rating, the
Al may use that ECALI issuer rating provided that—

(i) that rating is only applicable to unsecured exposures to the obligor as an

issuer that are not subordinated to other exposures to that obligor; and

Basel Framework reference: CRE21.12.

This paragraph is equivalent to the proposed
repealed §69(4).
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(i)  exposure A is not subordinated to other exposures to the obligor;

(c) if the ECALI issuer rating is a high-quality rating that only applies to a specific

exposure class, the Al may use that ECAI issuer rating provided that—
(i)  exposure A falls within that specific exposure class;

(i) the ECALI issuer rating is only applicable to unsecured exposures to the
obligor as an issuer that are not subordinated to other exposures to that

obligor falling within the same exposure class; and

(iii) exposure A is not subordinated to other exposures to the obligor that fall

within the same exposure class.

(5) Subject to paragraph (6), if exposure A falls within the description in the chapeau of
paragraph (3) and the reference exposure has more than one long-term ECAI issue
specific rating or exposure A falls within the description in the chapeau of paragraph
(4) and the obligor in respect of exposure A has more than one ECAI issuer rating, an

Al must, in complying with the requirements under Item 39—

(a) apply paragraph (3) to each long-term ECAI issue specific rating or paragraph (4)

to each ECAL issuer rating, as the case requires; and
(b) ifitis determined under subparagraph (a) that—

(i) only one long-term ECAI issue specific rating or ECAI issuer rating can be

used—use that rating;

(i) 2 long-term ECALI issue specific ratings or 2 ECAI issuer ratings can be

Similar to the proposed repealed §69(5), this
paragraph sets out the treatment when there is more

than one issue specific rating or issuer rating.
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used and the use of the 2 ratings would result in the allocation of different
risk-weights to exposure A under the relevant section in relation to exposure
A—use the rating that would result in the allocation of the higher of the 2
different risk-weights;

(iii) 3 or more ECAI issue specific ratings or 3 or more ECAI issuer ratings can
be used and the use of those ratings would result in the allocation of
different risk-weights to exposure A under the relevant section in relation
to exposure A—refer to the 2 ratings that would result in the allocation of

the lowest risk-weights to exposure A, and—

(A) ifthe 2 lowest risk-weights are the same, the AI must use any one of

the 2 ratings;

(B) if the 2 lowest risk-weights are different, the AI must use the rating

that would result in the allocation of the higher of those different risk-

weights.
(6) If exposure A falls within the description in the chapeau of paragraph (3) and there is | This paragraph addresses cases where there are 2 or
more than one reference expo