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Banking (Capital) (Amendment) Rules 2020

(Made by the Monetary Authority under section 97C of the Banking
Ordinance (Cap. 155) after consultation with the Financial Secretary,
the Banking Advisory Committee, the Deposit-taking Companies
Advisory Committee, The Hong Kong Association of Banks and The
Hong Kong Association of Restricted Licence Banks and Deposit-
taking Companies)

1. Commencement

These Rules come into operation on 30 June 2021.

2. Banking (Capital) Rules amended

The Banking (Capital) Rules (Cap. 155 sub. leg. L) are
amended as set out in sections 3 to 116.

3. Section 2 amended (interpretation)
(1) Section 2(1)—
Repeal the definition of CCP-related transaction

Substitute
“CCP-related transaction (CCP B¥izZ 57 )—see section
2AA;”.

(2) Section 2(1), definition of CEM risk-weighted amount,
paragraph (a)—

Repeal
“if the STC approach or BSC approach is used”.

(3) Section 2(1), definition of CEM risk-weighted amount,
paragraph (b)—

Repeal
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“under the STC approach, BSC approach or IRB

approach,
Substitute
“by using

as the case requires”

the BSC approach”.

(4) Section 2(1)—

Repeal the definition of commodity

Substitute

“commodity (T i) —

(a)

(b)

in relation to the calculation of counterparty
credit risk, means any of the following—

(i) any metal (including gold), energy,
agricultural product or any other physical
product;

(i) any freight rate, climatic variable or other
economic statistic (other than any measure
of inflation); or

in any other case—means any precious metal
(other than gold), base metal, non-precious
metal, energy, agricultural asset or other
physical product that is traded on an exchange;”.

(5 Section 2(1)—

Repeal the definition of credit conversion factor

Substitute

“credit conversion factor ({5 4 R ) —

(a)

in relation to the determination of the credit
equivalent amount (within the meaning of
section 51(1), 105 or 139(1) as the case requires)
of an off-balance sheet exposure of an
authorized institution that is not a default risk
exposure—means a percentage by which the
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(6)

(7

(b)

principal amount (within the meaning of section
S1(1), 105 or 139(1) as the case requires) of the
exposure is multiplied as a part of the process
for determining the credit equivalent amount of
the exposure; or

in relation to the determination of the amount
of default risk exposure in respect of a
derivative contract by using the current exposure
method—means a percentage by which the
notional amount of the derivative contract is
multiplied as a part of the process for
determining the amount of the exposure;”.

Section 2(1), definition of credit quality grade—

Repeal

“for determining the appropriate risk-weight for an
exposure of an authorized institution”

Substitute

“in accordance with Schedule 11 or 14 to the pre-amended
Rules (within the meaning of section 287A) or Schedule 6,

8orll”.

Section 2(1)—

Repeal the definition of current exposure

Substitute

“current exposure (FUATEPEEYE), in relation to a
derivative contract of an entity (existing contract),
means the replacement cost that—

(a)

would be incurred by the entity if it were
required to enter into another derivative
contract to replace the existing contract with
another counterparty with substantially the
same economic consequences for the entity; and
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(b) is calculated by marking-to-market the existing
contract, and—

(1) if the resultant value is positive for the
entity—taking the resultant value of the
contract; or

(i) if the resultant value is zero or negative for
the entity—taking the value of zero;”.

(8) Section 2(1)—
Repeal the definition of current exposure method
Substitute
“current exposure method (Fi17)EFE/AYE T L) means the
method of calculating default risk exposures in
respect of derivative contracts set out in Division 2A
of Part 6A;”.
(9) Section 2(1)—
Repeal the definition of default risk exposure
Substitute

“default risk exposure (FETTJEFR I EFHEHEIE), in relation
to derivative contracts or SFTs entered into with a
counterparty (relevant trades), means an exposure to
the counterparty default risk of the counterparty in
respect of the relevant trades the amount of which is
calculated by using—

(a) the SA-CCR approach;
(b) the IMM(CCR) approach;
(c) the current exposure method; or

(d) any of the methods set out in Division 2B of
Part 6A;”.
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(10)

(11)

(12)

(13)

(14)

Section 2(1), definition of effective expected positive
exposure—

Repeal

“or 226L, as the case requires”.
Section 2(1), definition of exchange rate contract,
paragraph (a)—

Repeal

“including”

Substitute

“excluding”.

Section 2(1)—

Repeal the definition of haircut
Substitute

“haircut (¥17%) means an adjustment to be applied to a
credit protection or an exposure to take into account
volatilities in value or exchange rates;”.

Section 2(1), definition of long settlement transaction,
paragraph (b)—

Repeal
“Institution”
Substitute
“counterparty”.

Section 2(1), definition of margin lending transaction,
paragraph (a)—

Repeal
“the institution extends credit”
Substitute

“credit is extended”.
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(15) Section 2(1)—
Repeal the definition of minimum holding period
Substitute

“minimum holding period (F55+FF 1), in relation to a
collateral or any other thing held by an authorized
institution, or by another person, for the institution’s
benefit (however described), means a period—

(a) that is reasonably likely to be required by the
institution to realize the collateral or thing;

(b) that commences on the date of the default by
the obligor giving rise to the right on the part
of the institution to realize the collateral or
thing; and

(c) that ends on the business day (being a day that
is not a public holiday in any relevant market
for the collateral or thing) on which the
institution would be reasonably likely to be able
to realize the collateral or thing;”.

(16) Section 2(1)—
Repeal the definition of netting set
Substitute
“netting set ((FHHFIAHE)—

(a) in relation to the calculation of the default risk
exposure by using a method or approach other
than the IMM(CCR) approach, means—

(i) a group of transactions with a
counterparty that are subject to recognized
netting; or
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(i) a transaction with a counterparty that is
not subject to recognized netting or that is
treated as if it were not subject to
recognized netting; or
(b) in relation to the calculation of the default risk
exposure by using the IMM(CCR) approach,
means—
(1) a transaction falling within section 226J(1);
(i) a group of transactions with a
counterparty (other than a transaction
falling within section 226J(1)) that are
subject to recognized netting; or
(i) a transaction with a counterparty (other
than a transaction falling within section
226J(1)) that is not subject to recognized
netting or that is treated as if it were not
subject to recognized netting;”.
(17)  Section 2(1), definition of notional amount—
Repeal
“of an authorized institution”.
(18) Section 2(1), definition of outstanding default risk
exposure—
Repeal
“OTC derivative transaction or credit”.
(19) Section 2(1), definition of over-the-counter derivative

transaction—
Repeal
“(other than a credit derivative contract)”.
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(20)  Section 2(1), definition of recognized credit visk mitigation,
paragraph (e)—
Repeal
“that falls within section 226H(3)”
Substitute
“received by the institution that may be included in the
calculation mentioned in section 226BJ(1), (2) or (3) or
the estimation mentioned in section 226H(2)(a)”.

(21) Section 2(1), definition of reference entity—
Repeal
“a credit”
Substitute
“a credit-related”.

(22) Section 2(1), definition of repo-style transaction—
Repeal
“, in relation to an authorized institution, means a
transaction entered into by the institution whereby the
institution”
Substitute
“means a transaction entered into by a person whereby
the person”.

(23) Section 2(1)—

Repeal the definition of standard supervisory haircut
Substitute

“standard supervisory haircut (FEV¥EE;EF198) means a
haircut set out in the Table in section 1 of Schedule
7.
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(24) Section 2(1)—
(a) definition of client;
(b) definition of debt security contract,
(c) definition of equity contract;
(d) definition of other commodity contract,
(e) definition of potential exposure;
(f) definition of precious metal contract;
(g) definition of shortcut method—
Repeal the definitions.
(25) Section 2(1)—
Add in alphabetical order
“clearing client (555375 F')—see section 2AA;
clearing intermediary (%5% 7 N)—see section 2AA;

client within a multi-level client structure (% &% | &5 R A
I % F')—see section 2AA;

clients at levels higher than the institution (P& 5% 51 i 3%k
1% F1 )—see section 2AA;

credit-related derivative contract ({5 FBBiITE THAX)
means—

(a) a credit derivative contract; or

(b) a derivative contract (other than a credit
derivative contract) where—

(i) the value of the contract is primarily
driven by the credit risk of, or any change
in the credit risk of, one or more than one
underlying asset or financial instrument
designated in the contract; and
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(i) the credit risk or the change may be
measured in terms of one or more than
one index or indicator of credit risk;

direct client (E3%% J7)—see section 2AA;

end client (5% 7 )—see section 2AA;

higher level client (iP5 % F')—see section 2AA;
indirect client ([F]1%% 1 )—see section 2AA;

inflation derivative contract (BRATE T HE4]) means a
derivative contract the value of which changes in
response to changes in one or more measures of
inflation;

lower level client (1XF% % F)—see section 2AA;

multi-level client structure (%JE% 7 451)—see section
2AA;

offsetting transaction (X8558 5))—see section 2AA,;

SA-CCR approach (SA-CCR %%7%) means the
standardized (counterparty credit risk) approach;

SA-CCR risk-weighted amount (SA-CCR JE\Fg N #H),
in relation to derivative contracts entered into by an
authorized institution, means the sum of the default
risk risk-weighted amounts for all the counterparties
to the contracts where the default risk risk-weighted
amount for each of the counterparties is calculated
as the product of—

(a) the outstanding default risk exposure (net of
specific provisions if the STC approach or BSC
approach is used) to the counterparty calculated
by using the SA-CCR approach; and
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(b) the risk-weight applicable to the outstanding
default risk exposure determined by using the
STC approach, BSC approach or IRB approach,
as the case requires;

standardized (counterparty credit risk) approach (FE¥E (¥}
FIfE A EbR) 5187%) means the method of
calculating default risk exposures in respect of

derivative contracts set out in Division 1A of Part
6A;

unsegregated collateral (FEFRHEHSH i), in relation to an
authorized institution, means collateral that—

(a) is posted by the institution for—
(1) its transaction that is cleared by a CCP; or

(1) a bilateral transaction entered into by the
institution with a counterparty; and

(b) s not held on a bankruptcy remote basis;”.

4. Section 2AA added
After section 2—
Add

“2AA. Interpretation: certain terms involving CCP and clients etc.
(1) In these Rules—

clearing intermediary (%5594 N), in relation to a CCP,
means a party (including a clearing member of the
CCP) who has a contractual relationship with
another party (clearing client) that enables the
clearing client to access the CCP.

(2) If a clearing client of a clearing intermediary in
respect of a CCP enters into a transaction with the
clearing intermediary in order to access the CCP but
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)

(4)

)

(6)

the clearing client does not do so for performing the
function of a clearing intermediary in respect of the
CCP, the clearing client is an end client.

If a clearing intermediary in respect of a CCP is a
clearing member of the CCP, the clearing client of
the clearing intermediary is a direct client (regardless
of whether the clearing client is an end client or not
in respect of a transaction entered into with, or
guaranteed by, the clearing intermediary). If a
clearing intermediary in respect of the CCP is not a
clearing member of the CCP, the clearing client of
the clearing intermediary is an indirect client.

If a clearing member of a CCP enters into a
transaction with the CCP but the clearing member
does not do so for performing the function of a
clearing intermediary in respect of the CCP, the
transaction is a CCP-related transaction.

If a clearing member of a CCP acts on behalf of an
end client in the capacity of a clearing intermediary
in respect of the CCP—

(a) a transaction between the clearing member and
the CCP is an offsetting transaction; and

(b) a transaction between the clearing member and
the end client is a CCP-related transaction.

If an end client accesses a CCP through at least 2
clearing intermediaries interposed between the CCP
and the end client, then—

(a) all the interposed clearing intermediaries (other
than a clearing member of the CCP) and the
end client are referred to collectively as a multi-
level client structure associated with the CCP
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(b)

(©)

(d)

and individually as a client within a multi-level
client structure;

where an authorized institution as a clearing
intermediary within the multi-level client
structure associated with the CCP provides
clearing services to another clearing
intermediary or the end client within the
structure, that other clearing intermediary or
the end client is a lower level client of the
institution;

where an authorized institution as a clearing
intermediary or the end client within the multi-
level client structure associated with the CCP
receives clearing services from another clearing
intermediary within the structure—

(1) that other clearing intermediary is a higher
level client of the institution; and

(1) the higher level client and any clearing
intermediary within the structure at a level
higher than the higher level client are
clients at levels higher than the institution;

the following transaction is an offsetting
transaction if the transaction is entered into for
enabling the end client to access the CCP—

(i) a transaction between the CCP and a
clearing member of the CCP;

(i) a transaction between a clearing member
of the CCP and a direct client of the
clearing member that is a clearing
intermediary within the multi-level client
structure associated with the CCP;
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(i) a transaction between an authorized
institution and a higher level client or
lower level client where both the institution
and the client are clearing intermediaries;
and

(e) the following transaction is a CCP-related
transaction if the transaction is entered into for
enabling the end client to access the CCP—

(i) a transaction between an authorized
institution that is the end client and a
higher level client;

(i) a transaction between an authorized
institution and a lower level client that is
the end client.”.

5. Section 10A amended (authorized institution must only use
current exposure method, etc. to calculate its counterparty credit
risk)

(1) Section 10A, heading—
Repeal
“current exposure method,”
Substitute
“SA-CCR approach”.

(2) Section 10A(1), after “(2)"—
Add
“ (2A)”.

(3) Section 10A(1)(a)—
Repeal

“current exposure method”
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Substitute

“SA-CCR approach”.
(4) Section 10A(1)—

Repeal paragraph (b)

Substitute

“(b)

use the methods set out in Division 2B of Part 6A to
calculate the institution’s default risk exposures in
respect of SFTs; and”.

(5) Section 10A(1)(c)(i)—
Repeal

“and credit derivative contracts”.
(6) After section 10A(2)—

Add
CG(2A)

(2B)

An authorized institution may use the current
exposure method to calculate its default risk
exposures in respect of derivative contracts if it uses
the BSC approach to calculate its credit risk for non-
securitization exposures.

Despite subsection (2A), the Monetary Authority
may, by written notice given to an authorized
institution, require the institution to use the SA-CCR
approach to calculate its default risk exposures if the
Monetary Authority believes that, taking into
account the nature of the institution’s business, the
use by the institution of the current exposure method
would not adequately assess and reflect the
counterparty default risk incurred by the
institution.”.
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(7) Section 10A(4)(a)—
Repeal
“and credit derivative contracts”.
(8) Section 10A(5)(a)—
Repeal
“current exposure method”
Substitute
“SA-CCR approach”.
(9) Section 10A(7), after “subsection”—
Add
“(2B) or”.
(10)  Section 10A(8), after “(2)"—
Add
“ (2A), (2B)”.

6. Section 10B amended (authorized institution may apply for
approval to use IMM(CCR) approach to calculate its default risk
exposures)

(1) Section 10B(5) and (7)—

“current exposure method or the methods referred to in

section 10A(1)(b)”
Substitute

“SA-CCR approach or the methods set out in Division 2B

of Part 6A”.

Section 10B(9)—
Repeal paragraph (b)
Substitute
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“(b) switch to using the SA-CCR approach, the current
exposure method or any of the methods set out in
Division 2B of Part 6A.”.

7. Section 10C amended (provisions supplementary to prescribed
methods for calculation of CVA capital charge)

Section 10C(1)(b) and (¢)—
Repeal

“current exposure method or the methods referred to in
section 10A(1)(b)”

Substitute

“SA-CCR approach or the methods set out in Division 2B
of Part 6A”.

8. Section 10D amended (measures that may be taken by Monetary
Authority if authorized institution using IMM(CCR) approach
no longer satisfies specified requirements)

Section 10D(2)(a)—
Repeal

“current exposure method or the methods referred to in
section 10A(1)(b)”

Substitute

“SA-CCR approach or the methods set out in Division 2B
of Part 6A”.

9. Section 15B amended (meaning of eligible ABCP exposure)
Section 15B(f), Chinese text—
Repeal
“H R
Substitute
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10. Section 16A amended (authorized institution must use Division 4
of Part 6A to calculate its credit risk for exposures to CCPs,
etc.)

Section 16A—
Repeal paragraphs (b) and (c)
Substitute

“(b) its credit risk for exposures to clearing members in
respect of CCP-related transactions and offsetting
transactions;

(c) its credit risk for exposures to direct clients, or higher
level clients or lower level clients within multi-level
client structures, in respect of CCP-related
transactions and offsetting transactions;

(ca) its credit risk for exposures to direct clients in respect
of guarantees of the clients’ performance under
transactions or contracts cleared by CCPs; and”.

11. Section 51 amended (interpretation of Part 4)
(1) Section 51(1), definition of credit equivalent amount—
Repeal

13

, means the credit equivalent amount of the exposure
calculated under section 717

Substitute

“that is not a default risk exposure, means the credit
equivalent amount of the exposure calculated in
accordance with section 71(1) or (2)”.

(2) Section 51(1), definition of principal amount, paragraph
(b)(1), after “Table 10”—
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Add
“or to which section 73(2) applies”.
(3) Section 51(1), definition of principal amount, paragraph
(b)(i)—
Repeal
“arising”
Substitute
“or to which section 73(2) applies that arises”.

(4) Section 51(1), definition of principal amount, paragraph
(b)—
Repeal subparagraphs (iii) and (iv)
Substitute
“(iil) subject to subparagraph (iv), in the case of an
exposure in respect of a derivative contract, the
notional amount of the contract;

(iv) in the case of an exposure in respect of a derivative
contract where the stated notional amount of the
contract is leveraged or enhanced by the structure of
the contract, the effective notional amount of the
contract calculated by taking into account the effect
of the leverage or enhancement, as the case
requires;”.

(5) Section 51(1), definition of SFT risk-weighted amount—
Repeal
everything after “calculated as the”
Substitute

“sum of the risk-weighted amounts of the default risk
exposures across all the SFTs with the counterparty
calculated in accordance with section 76A;”.
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(6) Section 51(1)—
(a) definition of minimum holding period,
(b) definition of non-qualifying reference obligation;
(c) definition of qualifying reference obligation;
(d) definition of standard supervisory haircut—
Repeal the definitions.
12. Section 52 amended (calculation of risk-weighted amount of
exposures)
(1) Section 52(3)(a)—

)

)

(4)

Repeal

“OTC derivative transactions, credit”.
Section 52(3)(a)(iii)—

Repeal

“CEM”

Substitute

“SA-CCR”.

Section 52(3)(d)—

Repeal

“OTC derivative transactions, credit”.
Section 52(3A)(b)—

Repeal

“CEM”

Substitute

“SA-CCR”.
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13.

14.

15.

Section 53 amended (on-balance sheet exposures and off-balance
sheet exposures to be covered)

(1) Section 53(1)(b)(1)—

Repeal

“OTC derivative transactions, credit”.
(2) Section 53(1)(b)—

Repeal subparagraph (ii)

Substitute

“(i1) in respect of unsegregated collateral posted by the
institution for transactions or contracts booked in its
trading book; and”.

Section 64 amended (regulatory retail exposures)
(1) Section 64(2)(a)(ii)—

Repeal

“, credit derivative contract”.
(2) Section 64(2)(a)(ii)(A)—

Repeal

“or credit derivative contract”.

Section 65 amended (residential mortgage loans)
Section 65(6)(b)(ii)—
Repeal

“by an insurance firm which has an attributed risk-weight
of not more than 20%; or”

Substitute
“bY7
(A) the HKMC Insurance Limited; or
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(B) an insurance firm that has an attributed risk-weight

of not more than 20%; or”.
16. Section 70A repealed (application of sections 71(2) and (3), 72

17.

and 73(b) and (c))
Section 70A—

Repeal the section.

Section 71 amended (off-balance sheet exposures)

(1)

2)

)

(4)

Section 71(1), after “an off-balance sheet exposure”—

Add

“(other than default risk exposure)”.
Section 71(1), English text—

Repeal

“the off-balance sheet”

Substitute

“the”.

Section 71(1), Table 10, heading—
Repeal

“OTC Derivative Transactions or Credit
Contracts”

Substitute
“Default Risk Exposures”.
Section 71—
Repeal subsections (2) and (3)
Substitute

“2) If—

Derivative
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)

(4)

)

(a) an authorized institution has posted
unsegregated collateral to a counterparty for a
transaction or contract booked in its banking
book or trading book; and

(b) ecither—

(1) the collateral is not posted for a derivative
contract or SFT; or

(i) the collateral is posted for a derivative
contract or SFT but is not included in the
calculation of default risk exposures under
Division 1A, 2 or 2B of Part 6A,

the institution must calculate the credit equivalent
amount of its off-balance sheet exposure to the
counterparty in respect of the collateral as the
product of the principal amount (without deduction
of any specific provisions) of the collateral and a
factor of (1 + H).

For the purposes of subsection (2), H is the standard
supervisory haircut applicable to the collateral,
subject to adjustment set out in section 92.

An authorized institution may deduct from the credit
equivalent amount calculated in accordance with
subsection (2) any specific provisions applicable to
the exposure concerned.

An authorized institution must calculate its default
risk exposure in respect of derivative contracts or
SFTs by using the approach or methods set out in
Division 1A, 2 or 2B of Part 6A, as the case
requires.”.
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18. Sections 72 and 73 substituted
Sections 72 and 73—

“72.

73.

Repeal the sections
Substitute

Provision supplementary to section 71(1)
For the purposes of section 71(1), if—

(a) an off-balance sheet exposure of an authorized
institution arises from a commitment in the
form of a general banking facility that consists
of 2 or more credit lines; and

(b) wunder each such credit line, the institution is
obliged either to provide funds or create off-
balance sheet exposures in the future,

the institution must assign a CCF to the exposure in
accordance with item 9(a), (b) or (¢) of Table 10 based on
the original maturity of the commitment.

Calculation of credit equivalent amount of off-balance sheet
exposures not covered by section 71(1), (2) or (5)

(1) This section applies to an off-balance sheet exposure
that is not any of the following—

(a) an off-balance sheet exposure the credit
equivalent amount of which is calculated in
accordance with section 71(1);

(b) an off-balance sheet exposure the credit
equivalent amount of which is calculated in
accordance with section 71(2);

(¢) a default risk exposure mentioned in section
71(5).
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)

An authorized institution must calculate the credit
equivalent amount of an off-balance sheet exposure
by multiplying the principal amount of the exposure,
after deducting any specific provisions applicable to
the exposure, by—

(a) 1if a CCF applicable to the exposure is specified
in Part 2 of Schedule 1—that CCF; or

(b) if no such CCF is specified—a CCF of 100%.”.

19. Section 76A substituted
Section 76A—

Repeal the section

Substitute

“T6A.

Calculation of risk-weighted amount of default risk
exposures in respect of SFTs

(1)

2)

If the default risk exposure of an authorized
institution in respect of an SFT is calculated in
accordance with section 226MJ, the institution must
calculate the risk-weighted amount of the exposure
in accordance with section 85, or sections 88 and 93
(with the net credit exposure reduced by any specific
provisions made), as the case requires.

If the default risk exposure of an authorized
institution in respect of SFTs entered into with a
counterparty is calculated in accordance with
Division 2 of Part 6A, section 226MK or 226 ML,
the institution must calculate the risk-weighted
amount of the exposure (net of specific provisions, if
applicable) by allocating the attributed risk-weight of
the counterparty to the exposure.
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20.

21.

3)

For the purposes of subsections (1) and (2), an
authorized institution may reduce the risk-weighted
amount by taking into account any recognized
guarantee or recognized credit derivative contract
applicable to the default risk exposure in the way set
out in Divisions 9 and 10.”.

Section 77 amended (recognized collateral)
(1) Section 77(ea)—
Repeal

“OTC derivative transactions, credit”.
(2) Section 77(h)(i1)—
Repeal

“assumed”.

Section 78 amended (approaches to use of recognized collateral)
Section 78—

Repeal subsection (1)

Substitute

(1)

(1A)

Subject to subsection (2), an authorized institution
may use the simple approach or the comprehensive
approach in its treatment of recognized collateral for
the purpose of calculating the risk-weighted amounts
of its exposures that are not default risk exposures
(non-default risk exposures).

Subject to subsection (2), an authorized institution
may use the simple approach or the comprehensive
approach to take into account the credit risk
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(IB)

mitigation effect of recognized collateral for the
purpose of calculating the risk-weighted amount of a
default risk exposure only if either of the following is
complied with in respect of the exposure—

(a)
(b)

the exposure is in respect of an SFT calculated
in accordance with section 226 MJ;

the exposure is in respect of one or more than
one derivative contract entered into by the
institution with a counterparty and the
conditions specified in subsection (1B) are met.

The conditions are—

(a)

(b)

©

(d)

the institution entered into the contract or
contracts with the counterparty under a general
banking facility consisting of 2 or more credit
lines, and, for at least one of those credit lines,
if drawn (whether in full or not), the drawn
portion that will result from such drawdown is,
at the time of the drawdown, a non-default risk
exposure;

the credit lines are secured by the same
recognized collateral;

no amount of the recognized collateral is
designated solely for offsetting losses on default
risk exposures incurred by the institution under
the general banking facility; and

the recognized collateral is not included in the
calculation of the default risk exposure under
Division 1A or 2 of Part 6A.
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(1C) If the same recognized collateral is available to cover
both default risk exposures and non-default risk
exposures, an authorized institution may, under the
simple approach or comprehensive approach, take
into account the credit risk mitigation effect of the
recognized collateral for the purpose of calculating
the risk-weighted amount of the non-default risk
exposures only to the extent of the current market
value, or the part of such value, of the collateral that
is not included in the calculation of the default risk
exposures under Division 1A or 2 of Part 6A.”.

22, Section 79 amended (collateral which may be recognized for
purposes of section 77(i)(i))

(1) Section 79(1)—
Repeal
“subsection (2)”
Substitute
“subsections (2) and (3)”.
(2) After section 79(2)—
Add

“(3) If a debt security issued by a sovereign has neither a
long-term ECALI issue specific rating nor short-term
ECALI issue specific rating, an authorized institution
may, for the purposes of this section, regard the
ECALI issuer rating of the sovereign, if any, as the
long-term ECAI issue specific rating of the debt
security.”.
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23.

24.

25.

Section 80 amended (collateral which may be recognized for
purposes of section 77(i)(ii))

(1) Section 80(1)(a)—
Repeal
“recognized”.

(2) Section 80(1)(d)—
Repeal
“securities”
Substitute

“securities that are eligible for being included in trading
book and”.

Section 82 amended (determination of risk-weight to be allocated
to recognized collateral under simple approach)

(1) Section 82(4)—
Repeal paragraphs (a) and (b).
(2) Section 82(4)(d), after “transaction”—

Add
“(other than derivative contract and repo-style
transaction)”.

Section 84 amended (calculation of risk-weighted amount of off-
balance sheet exposures other than OTC derivative transactions
or credit derivative contracts)

(1) Section 84, heading—
Repeal
“OTC derivative transactions or credit derivative contracts”
Substitute

“default risk exposures”.
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(2) Section 84—
Repeal

“neither an OTC derivative transaction nor a credit
derivative contract”

Substitute

“not a default risk exposure”.

26. Section 85 amended (calculation of risk-weighted amount of
OTC derivative transactions and credit derivative contracts)

(1) Section 85, heading—
Repeal

“OTC derivative transactions and credit derivative
contracts”

Substitute

“default risk exposures”.
(2) Section 85(1)—

Repeal

everything before “by—"

Substitute

“(1) An authorized institution must calculate the risk-
weighted amount of its default risk exposure that is
an exposure mentioned in section 78(1A)(a) or (b)”.

(3) Section 85(1)(a)—
Repeal
“outstanding default risk exposure of the transaction”
Substitute
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“amount of the default risk exposure in respect of an SFT
or the outstanding default risk exposure calculated for one
or more than one derivative contract”.

(4) Section 85—
Repeal subsection (2).

27. Section 87 amended (calculation of net credit exposure of
on-balance sheet exposures)

Section 87, Formula 2—
Repeal

“for the comprehensive approach to the treatment of
recognized collateral” (wherever appearing).

28. Section 88 amended (calculation of net credit exposure of off-
balance sheet exposures other than credit derivative contracts or
OTC derivative transactions)

(1) Section 88, heading—
Repeal
“credit derivative contracts or OTC derivative transactions”
Substitute
“default risk exposures in respect of derivative contracts”.
(2) Section 88—
Repeal

“a credit derivative contract or an OTC derivative
transaction”

Substitute

“a default risk exposure in respect of derivative contracts”.
(3) Section 88, Formula 3, heading—

Repeal
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“Credit Derivative Contract or OTC Derivative
Transaction”

Substitute
“Default Risk Exposure in Respect of Derivative
Contracts”.
(4) Section 88, Formula 3—
Repeal
“principal amount of off-balance sheet exposure net of
specific provisions, if any;”
Substitute
“either of the following—

(a) if the off-balance sheet exposure is a default
risk exposure mentioned in section 78(1A)(a)—
the default risk exposure;

(b) in any other case—principal amount of the off-
balance sheet exposure, net of specific provisions
(if any);”.

(5) Section 88, Formula 3—

Repeal

“haircut applicable to the authorized institution’s exposure
to the obligor pursuant to the standard supervisory
haircuts for the comprehensive approach to the treatment
of recognized collateral subject to adjustment as set out in
section 92;”

Substitute
“either of the following—



Section 28

Banking (Capital) (Amendment) Rules 2020

L.N. 44 of 2020
B769

(6)

(7

()

(a) unless paragraph (b) applies—haircut applicable
to the authorized institution’s exposure to the
obligor pursuant to the standard supervisory
haircuts subject to adjustment as set out in
section 92;

(b) if the off-balance sheet exposure is a default
risk exposure mentioned in section 78(1A)(a)—
haircut applicable to the securities provided by
the institution to the obligor under the SFT
concerned pursuant to the standard supervisory
haircuts subject to adjustment as set out in
section 92;”.

Section 88, Formula 3—
Repeal

“recognized collateral pursuant to the standard
supervisory haircuts for the comprehensive approach to
the treatment of recognized collateral”

Substitute

“recognized collateral pursuant to the standard
supervisory haircuts”.

Section 88, Formula 3—
Repeal

“currency mismatch, if any, pursuant to the standard
supervisory haircuts for the comprehensive approach to
the treatment of recognized collateral”

Substitute

“currency mismatch, if any, pursuant to the standard
supervisory haircuts”.

Section 88, Formula 3—

Repeal
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29.

“CCF applicable to the off-balance sheet exposure.”
Substitute
“either of the following—

(a) if the off-balance sheet exposure is a default
risk exposure mentioned in section 78(1A)(a)—
100%;

(b) in any other case—CCF applicable to the
off-balance sheet exposure.”.

Section 89 amended (calculation of net credit exposure of credit
derivative contracts and OTC derivative transactions)

(1)

2)

)

Section 89, heading—
Repeal

“credit derivative contracts and OTC derivative
transactions”

Substitute

“default risk exposures in respect of derivative contracts”.
Section 89—

Repeal

“shall calculate its net credit exposure to a counterparty in
respect of a credit derivative contract, or an OTC
derivative transaction,”

Substitute

“must calculate the net credit exposure of its default risk
exposure that is an exposure mentioned in section
78(1A)(b)”.

Section 89, Formula 4, heading—

Repeal
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30.

31.

(4)

)

“Credit Derivative Contract or OTC Derivative
Transaction”

Substitute

“Derivative Contracts”.
Section 89, Formula 4—
Repeal

“of the credit derivative contract or OTC derivative
transaction, as the case may be, net of specific provisions,
if any”

Substitute

“calculated for the derivative contracts concerned, net of
specific provisions (if any)”.

Section 89, Formula 4—
Repeal

“for the comprehensive approach to the treatment of
recognized collateral” (wherever appearing).

Section 90 amended (haircuts)

Section 90, Formula 5—

Repeal

“for the comprehensive approach to the treatment of
recognized collateral”.

Section 91 amended (minimum holding periods)

(1)

Before section 91(1)—
Add

“(1AA) For the purposes of section 87, 88, 89, 90, 94, 100 or

103 and subject to subsection (4), an authorized
institution must, in order to determine the haircuts
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2)

)

(4)

applicable to an exposure and the recognized
collateral provided in respect of the exposure, set the
minimum holding period of the transaction giving
rise to the exposure as—

(a)

(b)

if the exposure is not a default risk exposure or
is a default risk exposure mentioned in section
78(1A)(a)—the minimum holding period
determined in accordance with subsections (1),
(2) and (3); or

if the exposure is a default risk exposure
mentioned in section 78(1A)(b)—the minimum
holding period or the margin period of risk of
the transaction determined in accordance with
Part 6A.”.

Section 91(1)—
Repeal everything after paragraph (b)

Substitute

“the institution must determine the minimum holding

period of

the transaction giving rise to the exposure in

accordance with Table 12 based on the type of transaction
to which the transaction belongs.”.

Section 91(1), Table 12, heading—

Repeal

“Assumed”.
Section 91(1), Table 12, column 2—

Repeal

“Assumed minimum”

Substitute

“Minimum”.
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(5) Section 91(2)—
Repeal
“assumed”.
(6) After section 91(2)—
Add
“(3) If—

(a) an exposure is not subject to daily remargining;
or

(b) an exposure and the recognized collateral
provided in respect of the exposure are not
subject to daily revaluation,

the minimum holding period of the transaction
giving rise to the exposure must be calculated by
using Formula 5A.

Formula 5A

Calculation of Minimum Holding Period for
Circumstances Set Out in Paragraphs (a) and (b)

Minimum holding period = N + (T — 1)

where—

Nr = actual number of days between
each remargining or ecach
revaluation; and
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Ty = minimum holding period
determined in accordance with
subsections (1) and (2) for the
transaction as if there were daily
remargining or daily revaluation.

(4) When calculating the credit equivalent amount of an
off-balance sheet exposure to a counterparty arising
from unsegregated collateral posted to the
counterparty for mitigating the credit risk of a
contract or transaction in accordance with section
71(2), an authorized institution must, for the purpose
of determining the haircut applicable to the
collateral—

(a) determine the minimum holding period or the
margin period of risk of the contract or
transaction in accordance with subsections (1),
(2) and (3) or Part 6A, as the case requires; and

(b) take the minimum holding period or the margin
period of risk determined under paragraph (a)
to be the minimum holding period of the
collateral.”.

32. Section 92 substituted
Section 92—
Repeal the section
Substitute
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“92. Adjustment of standard supervisory haircuts in certain
circumstances

Where an authorized institution is required under these
Rules to use a haircut to take into account the volatility
of the value of an exposure, collateral or exchange rate,
if—

(a) the minimum holding period or the margin
period of risk of the transaction giving rise to
the exposure determined in accordance with
section 91(1), (2) and (3) or Part 6A is not 10
business days; or

(b) the minimum holding period of the collateral
determined in accordance with section 91(4) is
not 10 business days,

the institution must determine the value of the haircut by
adjusting the standard supervisory haircut concerned in
accordance with section 3 of Schedule 7.”.

33. Sections repealed
Sections 94A, 95, 96 and 97—

Repeal the sections.

34. Section 100 amended (capital treatment of recognized guarantees
and recognized credit derivative contracts)

(1) Section 100(4), Formula 11—
Repeal

“for the comprehensive approach to the treatment of
recognized collateral”.

(2) Section 100(10)—
Repeal paragraphs (a) and (b)
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Substitute

“(a)

(b)

©

a risk-weight of 2% if—

(i) the institution is a clearing member of the
qualifying CCP;

(1) the institution is a direct client of a clearing
member of the qualifying CCP, and all the
conditions set out in section 226ZA(6) are met;
or

(iii)) the institution is an indirect client within a
multi-level client structure associated with the
qualifying CCP, and all the conditions set out in
section 226ZA(6), with all necessary
modifications, are met for arrangements among
the CCP, clearing member, all clients at levels
higher than the institution within the multi-level
client structure, and the institution;

a risk-weight of 4% if the institution is a direct client
of a clearing member of the qualifying CCP, and all
the conditions set out in section 226ZA(6) (excluding
the condition set out in section 226ZA(6)(a)(iil)) are
met; or

a risk-weight of 4% if the institution is an indirect
client within a multi-level client structure associated
with the qualifying CCP, and all the conditions set
out in section 226ZA(6) (excluding the condition set
out in section 226ZA(6)(a)(iii)), with all necessary
modifications, are met for arrangements among the
CCP, clearing member, all clients at levels higher
than the institution within the multi-level client
structure, and the institution.”.
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3s.

Section 101 amended (provisions supplementary to section 100)
Section 101(6A)—

Repeal paragraphs (a) and (b)

Substitute

“(a)

(b)

(©

“a risk-weight of 2% if—

(i) the authorized institution concerned is a
clearing member of the qualifying CCP;

(i1) the authorized institution concerned is a direct
client of a clearing member of the qualifying
CCP, and all the conditions set out in section
2267Z.A(6) are met; or

(i) the authorized institution concerned is an
indirect client within a multi-level client
structure associated with the qualifying CCP,
and all the conditions set out in section
2267Z.A(6), with all necessary modifications, are
met for arrangements among the CCP, clearing
member, all clients at levels higher than the
institution within the multi-level client structure,
and the institution;

“a risk-weight of 4% if the authorized institution
concerned is a direct client of a clearing member of
the qualifying CCP, and all the conditions set out in
section 226ZA(6) (excluding the condition set out in
section 226ZA(6)(a)(iii)) are met; or

“a risk-weight of 4% if the authorized institution
concerned is an indirect client within a multi-level
client structure associated with the qualifying
CCP, and all the conditions set out in section
2267Z.A(6) (excluding the condition set out in section
2267ZA(6)(a)(iii)), with all necessary modifications,
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are met for arrangements among the CCP, clearing
member, all clients at Ilevels higher than the
institution within the multi-level client structure, and
the institution.”.

36. Section 103 amended (maturity mismatches)

37.

(1)

2)

Section 103(1)—

Repeal

“, OTC derivative transactions and credit”
Substitute

“and”.

Section 103(1), Formula 12—

Repeal

“for price volatility”

Substitute

“(subject to adjustment as set out in section 92) for
volatility of value”.

Section 105 amended (interpretation of Part 5)

(1)

Section 105, definition of credit equivalent amount—

Repeal

3

, means the credit equivalent amount of the exposure
calculated under section 118”

Substitute

“that is not a default risk exposure, means the credit
equivalent amount of the exposure calculated in
accordance with section 118(1) or (2)”.
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(2) Section 105, definition of principal amount, paragraph
(b)(i), after “Table 14—

Add
“or to which section 120(2) applies”.
(3) Section 105, definition of principal amount, paragraph
(b)(i)—
Repeal
“arising”
Substitute
“or to which section 120(2) applies that arises”.
(4) Section 105, definition of principal amount, paragraph

(b)—
Repeal subparagraphs (iii) and (iv)
Substitute
“(ii1) subject to subparagraph (iv), in the case of an
exposure in respect of a derivative contract, the
notional amount of the contract;

(iv) in the case of an exposure in respect of a derivative
contract where the stated notional amount of the
contract is leveraged or enhanced by the structure of
the contract, the effective notional amount of the
contract calculated by taking into account the effect
of the leverage or enhancement, as the case
requires;”.

(5) Section 105, definition of SFT risk-weighted amount—
Repeal
everything after “calculated as the”
Substitute
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“sum of the risk-weighted amounts of the default risk
exposures across all the SFTs with the counterparty
calculated in accordance with section 123A;”.

(6) Section 105—
(a) definition of non-qualifying reference obligation;
(b) definition of qualifying reference obligation—
Repeal the definitions.
38. Section 106 amended (calculation of risk-weighted amount of

39.

exposures)

(1)

2)

3)

(4)

Section 106(3)(a)—

Repeal

“OTC derivative transactions, credit”.
Section 106(3)(a)(iii), before “, the SFT”—
Add

“or SA-CCR risk-weighted amount, as the case requires”.
Section 106(3)(c)—

Repeal

“OTC derivative transactions, credit”.
Section 106(4)(b)—

Repeal

“CEM”

Substitute

“SA-CCR”.

Section 107 amended (on-balance sheet exposures and off-balance
sheet exposures to be covered)

(1)

Section 107(1)(b)(i)—
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40.

41.

2)

“(ii)

Repeal

“OTC derivative transactions, credit”.
Section 107(1)(b)—

Repeal subparagraph (ii)

Substitute

in respect of unsegregated collateral posted by the

institution for transactions or contracts booked in its

trading book; and”.

Section 117B repealed (application of sections 118(2) and (3),
119 and 120(b) and (c))

Section 117B—

Repeal the section.

Section 118 amended (off-balance sheet exposures)

(1)

2)

)

Section 118(1), after “amount of an off-balance sheet

exposure”—

Add

“(other than default risk exposure)”.
Section 118(1), English text—
Repeal

“amount of the off-balance sheet”
Substitute

“amount of the”.

Section 118(1), Table 14, heading—
Repeal

“OTC Derivative Transactions or Credit
Contracts”

Derivative
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Substitute
“Default Risk Exposures”.
(4) Section 118—
Repeal subsections (2) and (3)
Substitute
“(2) If—

(a) an authorized institution has posted
unsegregated collateral to a counterparty for a
transaction or contract booked in its banking
book or trading book; and

(b) ecither—

(1) the collateral is not posted for a derivative
contract or SFT; or

(i) the collateral is posted for a derivative
contract or SFT but is not included in the
calculation of default risk exposure under
Division 1A, 2, 2A or 2B of Part 6A,

the institution must treat the principal amount of the
collateral, net of specific provisions, as the credit
equivalent amount of its off-balance sheet exposure
to the counterparty in respect of the collateral.

(3) An authorized institution must calculate its default
risk exposure in respect of derivative contracts or
SFTs by using the approach or methods set out in
Division 1A, 2, 2A or 2B of Part 6A, as the case
requires.”.
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42. Sections 119 and 120 substituted
Sections 119 and 120—

“119.

120.

Repeal the sections
Substitute

Provision supplementary to section 118(1)
For the purposes of section 118(1), if—

(a) an off-balance sheet exposure of an authorized
institution arises from a commitment in the
form of a general banking facility that consists
of 2 or more credit lines; and

(b) wunder each such credit line, the institution is
obliged either to provide funds or create off-
balance sheet exposures in the future,

the institution must assign a CCF to the exposure in
accordance with item 9(a), (b) or (¢) of Table 14 based on
the original maturity of the commitment.

Calculation of credit equivalent amount of off-balance sheet
exposures not covered by section 118(1), (2) or (3)

(1) This section applies to an off-balance sheet exposure
that is not any of the following—

(a) an off-balance sheet exposure the credit
equivalent amount of which is calculated in
accordance with section 118(1);

(b) an off-balance sheet exposure the credit
equivalent amount of which is determined in
accordance with section 118(2);

(¢) a default risk exposure mentioned in section
118(3).
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)

An authorized institution must calculate the credit
equivalent amount of an off-balance sheet exposure
by multiplying the principal amount of the exposure,
after deducting any specific provisions applicable to
the exposure, by—

(a) 1if a CCF applicable to the exposure is specified
in Part 2 of Schedule 1—that CCF; or

(b) if no such CCF is specified—a CCF of 100%.”.

43. Section 123A substituted
Section 123A—

Repeal the section

Substitute

“123A.

Calculation of risk-weighted amount of default risk
exposures in respect of SFTs

(1)

2)

3)

If the default risk exposure of an authorized
institution in respect of an SFT is calculated in
accordance with section 226MJ, the institution must
calculate the risk-weighted amount of the exposure
in accordance with section 129.

If the default risk exposure of an authorized
institution in respect of SFTs entered into with a
counterparty is calculated by using the IMM(CCR)
approach, the institution must calculate the risk-
weighted amount of the exposure (net of specific
provisions, if applicable) by allocating the attributed
risk-weight of the counterparty to the exposure.

For the purposes of subsections (1) and (2), an
authorized institution may reduce the risk-weighted
amount by taking into account any recognized
guarantee or recognized credit derivative contract
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applicable to the default risk exposure in the way set
out in Divisions 7 and 8.”.

44, Section 124 amended (recognized collateral)

45.

Section 124(ea)—
Repeal

“OTC derivative transactions, credit”.

Section 126 amended (calculation of risk-weighted amount of
exposures taking into account credit risk mitigation effect of
recognized collateral)

(1) Section 126—
Repeal subsection (1)
Substitute

“(1)

(1A)

An authorized institution may take into account the
credit risk mitigation effect of recognized collateral
in the calculation of the risk-weighted amounts of its
exposures that are not default risk exposures (non-
default risk exposures) only in accordance with
section 127 or 128, as the case requires.

An authorized institution may take into account the
credit risk mitigation effect of recognized collateral
in the calculation of the risk-weighted amount of a
default risk exposure in accordance with section 129
only if any of the following is complied with in
respect of the exposure—

(a) the exposure is in respect of a derivative
contract calculated by wusing the current
exposure method;

(b) the exposure is in respect of an SFT calculated
in accordance with section 226MJ; or
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(©)

the following—

() the exposure is in respect of one or more
than one derivative contract entered into
by the institution with a counterparty;

(i) the exposure is calculated by using the
SA-CCR approach or the IMM(CCR)
approach; and

(iii)) the conditions specified in subsection (1B)

are met.

(1B) The conditions are—

(10)

(a)

(b)

(©)

(d)

the institution entered into the contract or
contracts with the counterparty under a general
banking facility consisting of 2 or more credit
lines, and, for at least one of those credit lines,
if drawn (whether in full or not), the drawn
portion that will result from such drawdown is,
at the time of the drawdown, a non-default risk
exposure;

the credit lines are secured by the same
recognized collateral;

no amount of the recognized collateral is
designated solely for offsetting losses on default
risk exposures incurred by the institution under
the general banking facility; and

the recognized collateral is not included in the
calculation of the default risk exposure under
Division 1A or 2 of Part 6A.

If the same recognized collateral is available to cover
both default risk exposures and non-default risk
exposures, an authorized institution may, under
section 127 or 128, take into account the credit risk
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46.

(1ID)

mitigation effect of the recognized collateral for the
purpose of calculating the risk-weighted amount of
the non-default risk exposures only to the extent of
the current market value, or the part of such value,
of the collateral that is not included in the calculation
of the default risk exposures under Division 1A or 2
of Part 6A.

However, the calculation in accordance with section
127, 128 or 129 is subject to subsections (2), (3) and

4).”.

(2) Section 126—
Repeal subsection (3)
Substitute

")

An authorized institution must, if the exposure and
the recognized collateral have currency mismatch,
reduce the value of the collateral by a standard
haircut of 8%.”.

Section 128 amended (calculation of risk-weighted amount of
off-balance sheet exposures other than OTC derivative
transactions or credit derivative contracts)

(1) Section 128, heading—
Repeal

“OTC derivative transactions or credit derivative contracts”
Substitute
“default risk exposures”.
(2) Section 128—
Repeal

“neither an OTC derivative transaction nor a credit
derivative contract”
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47.

Substitute

“not a default risk exposure”.

Section 129 amended (calculation of risk-weighted amount of
OTC derivative transactions and credit derivative contracts)

(1) Section 129, heading—
Repeal

“OTC derivative transactions and credit derivative
contracts”

Substitute

“default risk exposures”.
(2) Section 129(1)—

Repeal

everything before “by—"

Substitute

“(1) An authorized institution must calculate the risk-
weighted amount of its default risk exposure that is
an exposure mentioned in section 126(1A)(a), (b) or

(c)”.
(3) Section 129(1)(a)—
Repeal
“outstanding default risk exposure of the transaction”
Substitute

“amount of the default risk exposure in respect of an SFT
or the outstanding default risk exposure calculated for one
or more than one derivative contract”.

(4) Section 129—
Repeal subsection (2).
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48.

49.

Sections 130A and 131 repealed
Sections 130A and 131—

Repeal the sections.

Section 134 amended (capital treatment of recognized guarantees
and recognized credit derivative contracts)

Section 134(7)—
Repeal paragraphs (a) and (b)
Substitute
“(a) a risk-weight of 2% if—

(i) the institution is a clearing member of the
qualifying CCP;

(i1) the institution is a direct client of a clearing
member of the qualifying CCP, and all the
conditions set out in section 226ZA(6) are met;
or

(iii) the institution is an indirect client within a
multi-level client structure associated with the
qualifying CCP, and all the conditions set out in
section 226ZA(6), with all necessary
modifications, are met for arrangements among
the CCP, clearing member, all clients at levels
higher than the institution within the multi-level
client structure, and the institution;

(b) a risk-weight of 4% if the institution is a direct client
of a clearing member of the qualifying CCP, and all
the conditions set out in section 226ZA(6) (excluding
the condition set out in section 226ZA(6)(a)(iii)) are
met; or
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(c) a risk-weight of 4% if the institution is an indirect
client within a multi-level client structure associated
with the qualifying CCP, and all the conditions set
out in section 226ZA(6) (excluding the condition set
out in section 226ZA(6)(a)(iii)), with all necessary
modifications, are met for arrangements among the
CCP, clearing member, all clients at levels higher
than the institution within the multi-level client
structure, and the institution.”.

50. Section 135 amended (provisions supplementary to section 134)
Section 135(6A)—
Repeal paragraphs (a) and (b)
Substitute
“(a) “a risk-weight of 2% if—

(i) the authorized institution concerned is a
clearing member of the qualifying CCP;

(i) the authorized institution concerned is a direct
client of a clearing member of the qualifying
CCP, and all the conditions set out in section
226ZA(6) are met; or

(iii) the authorized institution concerned is an
indirect client within a multi-level client
structure associated with the qualifying CCP,
and all the conditions set out in section
226Z.A(6), with all necessary modifications, are
met for arrangements among the CCP, clearing
member, all clients at levels higher than the
institution within the multi-level client structure,
and the institution;
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(b) “a risk-weight of 4% if the authorized institution
concerned is a direct client of a clearing member of
the qualifying CCP, and all the conditions set out in
section 226ZA(6) (excluding the condition set out in
section 226ZA(6)(a)(iii)) are met; or

(c) “a risk-weight of 4% if the authorized institution
concerned is an indirect client within a multi-level
client structure associated with the qualifying
CCP, and all the conditions set out in section
2267ZA(6) (excluding the condition set out in section
2267ZA(6)(a)(iil)), with all necessary modifications,
are met for arrangements among the CCP, clearing
member, all clients at levels higher than the
institution within the multi-level client structure, and
the institution.”.

51. Section 137 amended (maturity mismatches)
Section 137(1)—
Repeal

“OTC derivative transactions and credit”.

52. Section 139 amended (interpretation of Part 6)
(1) Section 139(1), definition of credit equivalent amount—
Repeal
everything after “institution”
Substitute

“that is not a default risk exposure, means the value
obtained by multiplying the principal amount of the
exposure by the applicable CCF;”.

(2) Section 139(1), definition of expected loss amount,
paragraph (b)—
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53.

)

(4)

)

(6)

Repeal

“OTC derivative transaction or credit”.

Section 139(1), definition of principal amount—
Repeal paragraph (b)(i) and (ii).

Section 139(1), definition of principal amount, paragraph
(b)(iii), after “Table 20”—

Add

“or to which section 166 or 182 applies”.

Section 139(1), definition of principal amount, paragraph
(b)(iv)—

Repeal

“arising”

Substitute

“or to which section 166 or 182 applies that arises”.
Section 139(1), definition of SFT risk-weighted amount—
Repeal

everything after “calculated as the”

Substitute

“sum of the risk-weighted amounts of the default risk
exposures across all the SFTs with the counterparty
calculated in accordance with section 202;”.

Section 140 amended (calculation of risk-weighted amount of
exposures)

(1)

2)

Section 140(1C)—

Repeal

“OTC derivative transactions, credit”.
Section 140(1C)(a)(ii), (b)(ii) and (c)(i)—
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Repeal
CCCEM)’
Substitute
“SA-CCR”.
54. Section 140A amended (calculation of exposure at default)

5S.

56.

Section 140A(1)—

Repeal

“164A, 165, 166, 179, 180, 180A”
Substitute

“165, 166, 179, 180”.

Section 141 amended (exposures to be covered)

(1)

2)

Section 141(1)(b)(1)—

Repeal

“OTC derivative transactions, credit”.
Section 141(1)(b)—

Repeal subparagraph (ii)

Substitute

“(i1) in respect of unsegregated collateral posted by the
institution for transactions or contracts booked in its
trading book.”.

Section 145 amended (equity exposures)
Section 145(1)(b)(ii)—
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57.

58.

59.

Repeal
(13 equlty 2
Substitute

“equity-related derivative”.

Section 156 amended (calculation of risk-weighted amount of
corporate, sovereign and bank exposures)

Section 156(9)(a) and (b)—
Repeal

“OTC derivative transactions or credit”.

Section 160 amended (loss given default under foundation IRB
approach)

Section 160(3), Formula 19—
Repeal

“for the comprehensive approach to treatment of
recognized collateral” (wherever appearing).

Section 163 amended (exposure at default under foundation IRB
approach—on-balance sheet exposures and off-balance sheet
exposures other than OTC derivative transactions and credit
derivative contracts)

(1) Section 163, heading—
Repeal

“OTC derivative transactions and credit derivative
contracts”

Substitute

“default risk exposures”.
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)

)

“4)

Section 163(2), after “EAD of an off-balance sheet
exposure”—

Add

“(other than default risk exposure)”.
Section 163(2), Table 20, heading—
Repeal

“OTC Derivative Transactions or Credit Derivative
Contracts”

Substitute

“Default Risk Exposures”.
Before section 163(3)—
Add

“(2A) Where an authorized institution that uses the

foundation IRB approach has an oft-balance sheet
exposure to a counterparty arising from unsegregated
collateral posted to the counterparty, if—

(a) the collateral is posted for a transaction or
contract booked in the institution’s banking
book or trading book; and

(b) either—

(1) the transaction or contract is not a
derivative contract or SFT; or

(i) the transaction or contract is a derivative
contract or SFT but the collateral is not
included in the calculation of default risk
exposures under Division 1A, 2 or 2B of
Part 6A,
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the institution must estimate the EAD of the
off-balance sheet exposure as the product of the
principal amount of the collateral and a factor of
(1 + H).

(2B) For the purposes of subsection (2A), H is the
standard supervisory haircut applicable to the
collateral, subject to adjustment set out in section 3
of Schedule 7 with the minimum holding period
applicable to the collateral determined in the same
way as set out in section 91(4).”.

60. Section 164 amended (exposure at default under advanced IRB
approach—on-balance sheet exposures and off-balance sheet
exposures other than OTC derivative transactions and credit
derivative contracts)

(1) Section 164, heading—
Repeal

“OTC derivative transactions and credit derivative
contracts”

Substitute

“default risk exposures”.
(2) Section 164—

Repeal subsection (2)

Substitute

“(2) An authorized institution that uses the advanced IRB
approach must—

(a) estimate the EAD of an off-balance sheet
exposure of the institution specified in column 2
of Table 20 in accordance with subsections (3)
and (4); and
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61.

62.

(b)

estimate the EAD of an off-balance sheet
exposure of the institution to a counterparty
arising from unsegregated collateral posted to

the counterparty in accordance with subsections
(4) and (4A) if—

(1) the collateral is posted for a transaction or
contract booked in the institution’s
banking book or trading book; and

(1) either—

(A)

(B)

the transaction or contract 1S not a
derivative contract or SFT; or

the transaction or contract is a
derivative contract or SFT but the
collateral is not included in the
calculation of default risk exposures
under Division 1A, 2 or 2B of Part
6A.”.

(3) After section 164(4)—

Add

“(4A)

The EAD for an authorized institution’s off-balance
sheet exposure estimated under subsection (2)(b)
must not be lower than the principal amount of the
collateral concerned.”.

Section 164A repealed (application of sections 165 and 166(b)

and (c))

Section 164A—

Repeal the section.

Sections 165 and 166 substituted

Sections 165 and 166—
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“165.

166.

Repeal the sections
Substitute

Exposure at default under foundation IRB approach or
advanced IRB approach—default risk exposures in respect
of derivative contracts

An authorized institution that uses the foundation IRB
approach or the advanced IRB approach must determine
the outstanding default risk exposure in respect of
derivative contracts booked in the banking book or
trading book of the institution based on the default risk
exposure calculated for the contracts by using the
SA-CCR approach or the IMM(CCR) approach, as the
case requires.

Exposure at default under foundation IRB approach or
advanced IRB approach—off-balance sheet exposures not
covered by sections 163, 164, 165 and 202

(1) This section applies to an off-balance sheet exposure
that is not any of the following—

(a) an off-balance sheet exposure specified in
column 2 of Table 20;

(b) an off-balance sheet exposure the EAD of
which is estimated in accordance with section
163(2A) or 164(2)(b);

(c) a default risk exposure mentioned in section 165
or 202.

(2) An authorized institution that uses the foundation
IRB approach or the advanced IRB approach must,
in estimating the EAD of its off-balance sheet
exposure, calculate the credit equivalent amount of
the exposure—
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(a) by applying—
(1) if a CCF applicable to the exposure is
specified in Part 2 of Schedule 1—that

CCF; or

(i) if no such CCF is specified—a CCF of
100%; and

(b) in accordance with section 163 or 164, as the
case requires, with all necessary modifications.”.

63. Section 168 amended (maturity under advanced IRB approach)
(1) Section 168(1)—
Repeal
“such that”
Substitute
“as follows”.
(2) Section 168(1)—
Repeal paragraph (d)
Substitute

“(d) subject to paragraphs (ba) and (bb), if the exposure
is a default risk exposure resulting from the netting
of nettable derivative contracts, the M of the
exposure is the greater of the following—

(i) the weighted average maturity of the contracts
(using the notional amount of each contract for
weighting the maturity of the contracts);

(1) 1 year.”.
(3) Section 168(4)(c)(1)—
Repeal
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64.

(4)

©)

(6)

“OTC derivative transactions, credit”.

Section 168(5), definition of relevant short-term exposure,
paragraph (a)—

Repeal

“an OTC derivative transaction, credit”

Substitute

a .

Section 168(5), definition of relevant short-term exposure,
paragraph (a)—

Repeal

“transaction or contract”
Substitute

“contract or transaction”.

Section 168(5), definition of relevant short-term exposure,
paragraph (ab)—

Repeal
“transactions or contracts”
Substitute

“contracts or transactions”.

Section 180 amended (exposure at default—off-balance sheet
exposures other than OTC derivative transactions and credit
derivative contracts)

Section 180, heading—

Repeal

“OTC derivative transactions and credit derivative
contracts”

Substitute
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65.

66.

67.

“default risk exposures”.

Section 180A repealed (application of sections 181 and 182(b)
and (c))

Section 180A—

Repeal the section.

Section 181 amended (exposure at default—OTC derivative
transactions and credit derivative contracts)

(1)

2)

Section 181, heading—
Repeal

“OTC derivative transactions and credit derivative
contracts”

Substitute

“default risk exposures in respect of derivative contracts”.
Section 181—

Repeal

everything after “retail exposures”

Substitute

“that are default risk exposures in respect of derivative
contracts as it applies to the institution’s estimation of the
EAD of its corporate, sovereign and bank exposures that
are default risk exposures in respect of derivative
contracts.”.

Section 182 substituted
Section 182—

Repeal the section
Substitute
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“182. [Exposure at default—off-balance sheet exposures not
covered by sections 180, 181 and 202

(1) This section applies to an off-balance sheet exposure
that is not any of the following—

(a) an off-balance sheet exposure specified in
column 2 of Table 20;

(b) a default risk exposure mentioned in section 181
or 202.

(2) An authorized institution that uses the retail IRB
approach must, in estimating the EAD of its off-
balance sheet exposure, calculate the credit equivalent
amount of the exposure—

(a) by applying—
(1) if a CCF applicable to the exposure is
specified in Part 2 of Schedule 1—that

CCF; or

(i) if no such CCF is specified—a CCF of
100%; and

(b) in accordance with section 180, with all
necessary modifications.”.

68. Section 194 amended (PD/LGD approach—calculation of risk-
weighted amount of equity exposures)

Section 194(1)—
Repeal
“164A,”.

69. Section 202 amended (securities financing transactions)
(1) Section 202(1)—
Repeal
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2)

€)

(4)

)

(6)

“section 76A(4), (5), (6) and (7)”
Substitute

“Division 2B of Part 6A”.
Section 202(1)—

Repeal

“sections 75 and 76”

Substitute

“section 75”.

Section 202(2)—

Repeal

“sections 75, 76 and 76A(2)”
Substitute

“section 75 and Division 2 of Part 6A”.
Section 202(3)(b)—

Repeal

“referred to in section 10A(1)(b)”
Substitute

“set out in Division 2B of Part 6A”.
Section 202(3)—

Repeal

“section 76A(4), (5), (6) and (7)”
Substitute

“Division 2B of Part 6A”.
Section 202(3)—



Banking (Capital) (Amendment) Rules 2020

L.N. 44 of 2020

Section 70 B839

70.

Repeal
“sections 75 and 76”
Substitute
“section 75”.
(7) Section 202(6)—
Repeal
“section 76A(2) or 76A(4), (5), (6) and (7)”
Substitute
“Division 2 or 2B of Part 6A”.

Section 204 amended (recognized collateral)

(1) Section 204—
Renumber the section as section 204(1).

(2) Section 204(1), after “of the institution”—
Add

“that is not a default risk exposure (non-default risk
exposure)”.

(3) After section 204(1)—
Add

“(2) For the purposes of section 203(1)(a), an authorized
institution may take into account the credit risk
mitigating effect of recognized collateral in
accordance with this Division in the calculation of
the risk-weighted amount of a default risk exposure
only if either of the following is complied with in
respect of the exposure—

(a) the exposure is in respect of an SFT that is not
nettable calculated in accordance with section
226M1J;
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)

(4)

(b)

the exposure is in respect of one or more than
one derivative contract entered into by the
institution with a counterparty and the
conditions specified in subsection (3) are met.

The conditions are—

(a)

(b)

(©

(d)

the institution entered into the contract or
contracts with the counterparty under a general
banking facility consisting of 2 or more credit
lines, and, for at least one of those credit lines,
if drawn (whether in full or not), the drawn
portion that will result from such drawdown is,
at the time of the drawdown, a non-default risk
exposure;

the credit lines are secured by the same
recognized collateral;

no amount of the recognized collateral is
designated solely for offsetting losses on default
risk exposures incurred by the institution under
the general banking facility; and

the recognized collateral is not included in the
calculation of the default risk exposure under
Division 1A or 2 of Part 6A.

If the same recognized collateral is available to cover
both default risk exposures and non-default risk
exposures, an authorized institution may take into
account the credit risk mitigating effect of the
recognized collateral for the purpose of calculating
the risk-weighted amount of the non-default risk
exposures—
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(a) only to the extent of the current market value,
or the part of such value, of the collateral that
is not included in the calculation of the default
risk exposures under Division 1A or 2 of Part
6A; and

(b) in accordance with other applicable provisions
in this Division relating to recognized
collateral.”.

71. Section 209 amended (recognized netting)

(1)

2)

Section 209(1)—
Repeal
“subsections (3A) and (3B)”
Substitute
“subsection (3B)”.
Section 209—
Repeal subsections (2) and (3)
Substitute
“(2) An authorized institution must—

(a) in calculating the EAD of its exposure to the
counterparty in respect of the institution’s
on-balance sheet corporate, sovereign, bank,
retail or other exposures—subject to subsection
(4), apply sections 94 and 103, with all necessary
modifications, to take into account the credit
risk mitigating effect of recognized netting; and

(b) in calculating the EAD of its exposure to the
counterparty in respect of derivative contracts—
take into account the credit risk mitigating
effect of recognized netting in accordance with
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Division 1A or 2 of Part 6A, as the case
requires.

(3) Subject to subsection (3B), an authorized institution
may only take into account the credit risk mitigating
effect of recognized netting in respect of repo-style
transactions by—

(a)

(b)

in relation to a corporate, sovereign or bank
exposure of an authorized institution that uses
the foundation IRB approach—taking the
default risk exposure (that is, E*) calculated in
accordance with section 226 MK or 226ML, as
the case requires, as the EAD for inclusion into
the risk-weight function specified in Formula 16
or 17, as the case requires; or

in relation to a corporate, sovereign or bank
exposure of an authorized institution that uses
the advanced IRB approach or a retail exposure
of an authorized institution that uses the retail
IRB approach—

(1) taking the default risk exposure (that is,
E*) calculated in accordance with section
226MK or 226ML, as the case requires, as
the EAD for inclusion into the risk-weight
function specified in Formula 16, 17, 21,
22 or 23, as the case requires; and

(1) applying its estimate of LGD to the default
risk exposure (that is, E*) to the
counterparty.”.

(3) Section 209—
Repeal subsection (3A).
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72.

“4)

)

(6)

(7)

Section 209(3B), before “Part 6A”—
Add

“Division 2 of”.

Section 209(3B)—

Repeal

“referred to in section 10A(1)(b)”
Substitute

“set out in Division 2B of Part 6A”.
Section 209(4)—

Repeal paragraph (a).

Section 209(4)(b)—

Repeal

“sections 94 and 95”

Substitute

“section 94”.

Section 216 amended (provisions supplementary to section
214(1)—substitution framework for corporate, sovereign and
bank exposures under foundation IRB approach and for equity
exposures under PD/LGD approach)

Section 216(3B)—

Repeal paragraphs (a) and (b)
Substitute

“(a) a risk-weight of 2% if—

(i) the institution is a clearing member of the

qualifying CCP;
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(b)

(©)

(i) the institution is a direct client of a clearing
member of the qualifying CCP, and all the
conditions set out in section 226ZA(6) are met;
or

(iii) the institution is an indirect client within a
multi-level client structure associated with the
qualifying CCP, and all the conditions set out in
section 226ZA(6), with all necessary
modifications, are met for arrangements among
the CCP, clearing member, all clients at levels
higher than the institution within the multi-level
client structure, and the institution;

a risk-weight of 4% if the institution is a direct client
of a clearing member of the qualifying CCP, and all
the conditions set out in section 226ZA(6) (excluding
the condition set out in section 226ZA(6)(a)(iii)) are
met; or

a risk-weight of 4% if the institution is an indirect
client within a multi-level client structure associated
with the qualifying CCP, and all the conditions set
out in section 226ZA(6) (excluding the condition set
out in section 226ZA(6)(a)(iii)), with all necessary
modifications, are met for arrangements among the
CCP, clearing member, all clients at levels higher
than the institution within the multi-level client
structure, and the institution.”.

73. Section 217 amended (provisions supplementary to section
214(1)—substitution framework for corporate, sovereign and
bank exposures under advanced IRB approach and for retail
exposures under retail IRB approach)

Section 217(5)—
Repeal paragraphs (a) and (b)
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Substitute

“(a)

(b)

©

a risk-weight of 2% if—

(i) the institution is a clearing member of the
qualifying CCP;

(1) the institution is a direct client of a clearing
member of the qualifying CCP, and all the
conditions set out in section 226ZA(6) are met;
or

(iii)) the institution is an indirect client within a
multi-level client structure associated with the
qualifying CCP, and all the conditions set out
in section 226ZA(6), with all necessary
modifications, are met for arrangements among
the CCP, clearing member, all clients at levels
higher than the institution within the multi-level
client structure, and the institution;

a risk-weight of 4% if the institution is a direct client
of a clearing member of the qualifying CCP, and all
the conditions set out in section 226ZA(6) (excluding
the condition set out in section 226ZA(6)(a)(iil)) are
met; or

a risk-weight of 4% if the institution is an indirect
client within a multi-level client structure associated
with the qualifying CCP, and all the conditions set
out in section 226ZA(6) (excluding the condition set
out in section 226ZA(6)(a)(iii)), with all necessary
modifications, are met for arrangements among the
CCP, clearing member, all clients at levels higher
than the institution within the multi-level client
structure, and the institution.”.
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74. Section 226A amended (interpretation of Part 6A)

(1) Section 226A, definition of spot transaction—
Repeal
“(including gold)”.

(2) Section 226A, English text, definition of spread gamma—
Repeal
“spread.”
Substitute
“spread;”.

(3) Section 226A—
Add in alphabetical order
“initial margin (B R#4) has the meaning given by

section 226V(1);

underlying exposure (FEBEEPEAME), in relation to a
derivative contract, means the underlying asset,
index, financial instrument, rate or thing as
designated in the derivative contract;

variation margin (B H){RFE ), in relation to a margin

agreement between 2 counterparties, means the
collateral posted by one counterparty to the other
counterparty, or exchanged between the 2
counterparties, on a regular basis based on the price
movement or change in value of one or more
transactions subject to the agreement.”.

75. Part 6A, Division 1A added
Part 6A, after Division 1—
Add
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“Division 1A—SA-CCR Approach
Subdivision 1—Interpretation and Application
226BA. Interpretation of Division 1A

In this Division—

asset class (&) means a class of derivative contracts
referred to in section 226BL(1);

basis transaction (FE%E7522 %)) means a derivative contract
under which both legs of the contract are
denominated in the same currency and the cash flows
of the 2 legs depend on different risk factors from
the same asset class;

hedging set (317141 A) means a hedging set of derivative
contracts classified under section 226BM, 226BN,
226BO, 226BP or 226BQ:;

independent  collateral (B LK), in  relation to
derivative contracts in a netting set entered into
between 2 counterparties—

(a) means the collateral posted by one counterparty
(first counterparty) to the other counterparty—

(i) that may be seized on the default of the
first counterparty to offset losses on the
netting set; and

(1) the amount of which the first counterparty
is required to post (which could be
expressed as a fixed percentage of the
notional amounts of the contracts) does
not change in response to the changes in
the market value of the contracts it
secures; and
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226BB.

(b) includes initial margin and independent amount;

margined contract (Ri&&G4]) means a derivative

contract of an authorized institution covered by a
variation margin agreement, but excludes a derivative
contract that is structured so that any outstanding
exposure under the contract is settled daily;

unmargined contract (FER7EEH%)) means a derivative

contract of an authorized institution that—

(a) is not covered by a variation margin agreement;
or

(b) is structured so that any outstanding exposure
under the contract is settled daily;

variation margin agreement (BT EHFE) means a
margin agreement entered into by an authorized
institution with a counterparty under which the
counterparty has an obligation to post variation
margin to the institution;

volatility transaction (J{E1E3C%)) means a derivative
contract the payment under which is determined by
reference to a measure of the volatility (historical or
implied) of a risk factor and the measure is explicitly
specified in the contract.

Application of Division 1A

This Division applies to an authorized institution that
uses the SA-CCR approach to calculate default risk
exposures in respect of derivative contracts.
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Subdivision 2—Main Formula: Default Risk Exposure as
Function of Replacement Cost and Potential Future
Exposure

226BC. Calculation of default risk exposure under SA-CCR
approach of single netting set containing unmargined
contracts only

(1) This section applies to a netting set that contains
unmargined contracts only.

(2) Subject to sections 226BH and 226BI, an authorized
institution must use Formula 23AA to calculate the
default risk exposure in respect of the netting set.

Formula 23AA

Default risk exposure = a x (RC + PFE)

where—
(@) a=14;

(b) RC is the replacement cost of the
netting set calculated in accordance
with subsection (3); and

(c) PFE is the potential future exposure
of the netting set calculated in
accordance with section 226BR(1).

(3) Subject to subsection (4), the replacement cost of the
netting set is calculated by using Formula 23AB.
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Formula 23AB
RC=max(V-C;0)

where—

(a) RC is the replacement cost of the
netting set;

(b) YV is the current mark-to-market value
of the netting set; and

(c) C is the haircut value of net collateral
held for the netting set, which is equal
to the net amount of independent
collateral for the netting set calculated
in accordance with section 226BJ(3).

(4) If the netting set is subject to a margin agreement
entered into by an authorized institution with a
counterparty under which only the institution has an
obligation to post variation margin, C in Formula
23AB is calculated by subtracting the value specified
in paragraph (b) from the amount specified in
paragraph (a)—

(a) the net amount of independent collateral for the
netting set calculated in accordance with section
226BIJ(3);

(b) the haircut value of variation margin posted by
the institution under the margin agreement
calculated in accordance with section 226BJ(4).
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226BD. Calculation of default risk exposure under SA-CCR
approach of single netting set covered by single variation
margin agreement

(1) This section applies to a netting set—

(a) that is covered by a single variation margin
agreement; and

(b) that contains margined contracts only.

(2) Subject to sections 226BH and 226BI, an authorized
institution must use Formula 23AC to calculate the
default risk exposure in respect of the netting set.

Formula 23AC
Default risk exposure = a. x (RC + PFE)

where—
(a) oa=1.4;

(b) RC is the replacement cost of the
netting set calculated in accordance
with subsection (3); and

(c) PFE is the potential future exposure
of the netting set calculated in
accordance with section 226BR(1).

(3) The replacement cost of the netting set is calculated
by using Formula 23AD.

Formula 23AD
RC = max (V- C; TH+ MTA —NICA ; 0)

where—
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(a)
(b)

(©)

(d)

(e)

()

RC is the replacement cost of the
netting set;

V is the current mark-to-market value
of the netting set;

NICA i1s the net amount of
independent collateral for the netting
set calculated in accordance with

section 226BJ(3);

C is the haircut value of net collateral
held for the netting set, which is
calculated as the sum of the net
amount of non-independent collateral
calculated in accordance with section
226BJ(1) and the NICA;

TH is the margin threshold specified
in the variation margin agreement
concerned; and

MTA is the minimum transfer
amount specified in the variation
margin agreement concerned.

226BE. Calculation of default risk exposure under SA-CCR
approach of multiple netting sets covered by single variation

margin agreement

(1) This section applies to netting sets—

(a) that are covered by a single variation margin
agreement; and

(b) that contain margined contracts only.

(2) Subject to sections 226BH and 226BI, an authorized
institution must use Formula 23AE to calculate the
default risk exposure in respect of the netting sets.
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Formula 23AE
Default risk exposure = a x (RC + PFE)

where—
(a) a=1.4;

(b) RC is the replacement cost of the
netting sets calculated in accordance
with subsection (3); and

(c) PFE is the potential future exposure
of the netting sets calculated in
accordance with section 226BS.

(3) The replacement cost of the netting sets is calculated
by using Formula 23AF.

Formula 23AF

RCMA = maX{ Z

max{Vys ; 0} —max{Cyp ; 0} ; 0} +X
NSEMA

X= max{ Z min{Vyg ; 0}— min{Cy4 ; 0} ; 0}
NSEMA

where—

(a) RCya is the replacement cost of all
netting sets subject to variation
margin agreement MA;

(b) Vys is the current mark-to-market
value of netting set NS;
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(©)

(d)

Cya 1s the haircut value of net
collateral held under variation margin
agreement MA, which is calculated as
the sum of the net amount of non-
independent collateral calculated in
accordance with section 226BJ(1) and
the net amount of independent
collateral calculated in accordance
with section 226BJ(3); and

NSeMA means netting set NS is
covered by variation margin
agreement MA.

226BF. Calculation of default risk exposure under SA-CCR
approach of single netting set covered by multiple variation

margin agreements

(1) This section applies to a netting set—

(a) that is covered by more than one variation
margin agreement; and

(b) that contains margined contracts only.

(2) Subject to sections 226BH and 226BI, an authorized
institution must use Formula 23AG to calculate the
default risk exposure in respect of the netting set.

Formula 23AG

Default risk exposure = a x (RC + PFE)

where—

(a)

o=1.4;
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(b)

(©

RC is the replacement cost of the
netting set calculated in accordance
with subsection (3); and

PFE is the potential future exposure
of the netting set calculated in
accordance with section 226BR(2).

(3) The replacement cost of the netting set is calculated
by using Formula 23AH.

Formula 23AH

RC = max (V- C; TH+ MTA —NICA ; 0)

where—

(a)
(b)

©

(d)

©)

RC is the replacement cost of the
netting set;

V is the current mark-to-market value
of the netting set;

NICA is the net amount of independent
collateral for the netting set calculated
in accordance with section 226BJ(3);

C is the haircut value of net collateral
held for the netting set, which is
calculated as the sum of the net
amount of non-independent collateral
calculated in accordance with section
226BJ(2) and the NICA;

TH is the sum of the margin thresholds
across all the wvariation margin
agreements covering the margined
contracts in the netting set; and
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)

MTA is the sum of the minimum
transfer amounts across all the
variation margin agreements covering
the margined contracts in the netting
set.

226BG. Calculation of default risk exposure under SA-CCR
approach of single netting set containing both margined
contracts and unmargined contracts

(1)

2)

This section applies to a netting set that contains
both margined contracts (which may be covered by
one or more than one variation margin agreement)
and unmargined contracts.

Subject to sections 226BH and 226BI, an authorized
institution must use Formula 23AI to calculate the
default risk exposure in respect of the netting set.

Formula 23A1

Default risk exposure = a x (RC + PFE)

where—
(a)
(b)

©

o=1.4;

RC is the replacement cost of the
netting set calculated in accordance
with subsection (3); and

PFE is the potential future exposure
of the netting set calculated in
accordance with section 226BR(2).

(3) Subject to subsection (4), the replacement cost of the
netting set is calculated by using Formula 23AJ.
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Formula 23AJ

RC = max (V—-C; TH+MTA —NICA ; 0)

where—

(a)
(b)

(©)

(d)

(e)

RC is the replacement cost of the
netting set;

V is the current mark-to-market value
of all the margined contracts and
unmargined contracts in the netting
set;

NICA i1s the net amount of
independent collateral for the netting
set calculated in accordance with

section 226BJ(3);

C is the haircut value of net collateral
held for all the margined contracts
and unmargined contracts in the
netting set, which is calculated as the
sum of the net amount of non-
independent collateral calculated in
accordance with section 226BJ(1) or
(2) and the NICA;

TH is—

(1) if the margined contracts in
the netting set are covered
by a single variation margin
agreement—the margin threshold
specified in that agreement; or
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(4)

(ii)

if the margined contracts in the
netting set are covered by more
than one variation margin
agreement—the sum of the
margin thresholds across all the
variation margin agreements
covering the margined contracts;
and

(f) MTA is—

(1)

(ii)

if the margined contracts
in netting set are covered by
a single variation margin
agreement—the minimum
transfer amount specified in that
agreement; or

if the margined contracts in the
netting set are covered by more
than one variation margin
agreement—the sum of the
minimum transfer amounts
across all the variation margin
agreements covering the
margined contracts.

If some of the contracts in the netting set are subject
to a margin agreement entered into by an authorized
institution with a counterparty under which only the
institution has an obligation to post variation
margin, C in Formula 23AJ is calculated by
subtracting the value specified in paragraph (b) from
the sum specified in paragraph (a)—
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(a) the sum of the net amount of non-independent
collateral calculated in accordance with section
226BJ(1) or (2) and the NICA calculated in
accordance with section 226BJ(3);

(b) the haircut value of variation margin posted by
the institution under the margin agreement
calculated in accordance with section 226BJ(4).

226BH. Determination of default risk exposure in certain
circumstances

(1)

)

3)

Subject to subsections (2), (3), (4) and (5), the
amount of default risk exposure of a netting set that
contains margined contracts (whether exclusively or
not) calculated under section 226BD, 226BF or
226BG is capped at the amount that would have been
calculated under section 226BC if the margined
contracts in the netting set were unmargined
contracts.

If—

(a) a sold option of an authorized institution is not
subject to any recognized netting;

(b) the premium for the option has been fully paid
upfront by the counterparty concerned; and

(c) the option is not subject to any margin
agreement,

the amount of default risk exposure to the
counterparty in respect of the option may be set to
zZero.

If a sold option of an authorized institution meets
the criteria in subsection (2)(b) and (c) but is a
transaction within a netting set that falls within
paragraph (a)(i) of the definition of netting set in
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(4)

)

section 2(1), the amount of default risk exposure to
the counterparty concerned in respect of the option
may be set to zero only if—

(a) the netting set contains sold options only; or

(b) the sold option is removed from the netting set
such that the default risk exposure in respect of
the netting set is calculated without taking into
account the sold option.

If—

(a) an authorized institution is the protection seller
in respect of a credit-related derivative contract
with periodic premium payments and the
contract is not subject to any recognized netting;

(b) the contract is not a sold option; and

(c) the contract is not subject to any margin
agreement,

the amount of default risk exposure to the protection
buyer in respect of the contract calculated under
section 226BC is capped at the amount of the unpaid
premium under the contract.

If an authorized institution is the protection seller in
respect of a credit-related derivative contract with
periodic premium payments and the contract is a
transaction within a netting set that falls within
paragraph (a)(i) of the definition of netting set in
section 2(1), the institution may apply the cap
referred to in subsection (4) to the default risk
exposure to the protection buyer in respect of the
contract only if the institution—

(a) removes the contract from the netting net; and
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226BI.

(b) calculates the amount of the default risk
exposure in accordance with section 226BC as
if the contract were not subject to recognized
netting and not subject to any margin
agreement.

Treatments for certain credit derivative contracts

An authorized institution may treat the default risk
exposure in respect of a credit derivative contract as zero

if—

(a) both of the following conditions are met—

(1)

(ii)

the contract is a credit default swap in
which the institution is the protection
seller;

a regulatory capital is held in respect of
the risk-weighted amount calculated in
accordance with Part 4, 5, 6 or 7, as the
case requires, for the institution’s exposure
to the credit risk of the reference obligation
underlying the swap; or

(b) Dboth of the following conditions are met—

(1)
(ii)

the institution is the protection buyer in
the contract;

the credit risk mitigation effect of the
contract has been recognized and taken
into account under Divisions 9 and 10 of
Part 4, Divisions 7 and 8 of Part 5,
Division 10 of Part 6, or Division 5 of
Part 7, for the purpose of calculating the
risk-weighted amount of the exposure to
which credit protection is provided by the
contract.
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226BJ. Calculation of haircut value of net collateral held

(1)

In calculating the haircut value of net collateral held
by an authorized institution for section 226BD(3),
226BE(3) or 226BG(3), the net amount of non-
independent collateral referred to in that section
must be calculated by using Formula 23AK.

Formula 23AK

Cronic = Creceived ° [1-H]- Cposted -[1+H]

where—

(a)

(b)

(©

Coonic 18 the net amount of non-
independent collateral held (if the
resulting amount is positive) or posted
(if the resulting amount is negative)
under the variation margin agreement
concerned;

Cleceived 18 the current market value of
collateral (including variation margin
but excluding independent collateral)
received by the institution under
the variation margin agreement
concerned;

Chposted 18 the current market value of
collateral (including variation margin
but excluding independent collateral)
posted by the institution under
the variation margin agreement
concerned; and
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)

3)

(d) H is the standard supervisory haircut
applicable to the collateral concerned,
subject to adjustment set out in
section 3 of Schedule 7 based on the
margin period of risk appropriate for
the derivative contracts concerned
determined in accordance with section
226BZE(2), (3), (4), (5) and (6).

In calculating the haircut value of net collateral held
by an authorized institution for section 226BF(3) or
226BG(3), the net amount of non-independent
collateral referred to in that section must be
calculated as the sum of the net amount of non-
independent collateral held or posted under each of
the variation margin agreements concerned calculated
by using Formula 23AK.

In calculating the haircut value of net collateral held
by an authorized institution for section 226BC(3),
226BD(3), 226BE(3), 226BF(3) or 226BG(3), the net
amount of independent collateral must be calculated
by using Formula 23AL.

Formula 23AL

NICA =ICA eceived * [1-H]- ICAposted “[1+H]

where—

(a) NICA is the net amount of
independent collateral held (if the
resulting amount is positive) or posted
(if the resulting amount is negative);
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(b)

©

(d)

ICA cceived 18 the current market value
of independent collateral posted by
the counterparty concerned to the
institution (regardless of whether the
collateral is segregated in a
bankruptcy remote account or not);

ICA,o5ea 18 the current market value
of independent collateral posted by
the institution to the same
counterparty, where the collateral is
unsegregated collateral; and

H is the standard supervisory haircut
applicable to the collateral concerned,
subject to adjustment set out in
section 3 of Schedule 7 based on—

(1) if the collateral is received
or posted for unmargined
contracts—the lower of—

(A) the minimum holding
period calculated by using
Formula 5A in section 91
with Ny in that formula
being construed to mean
the period from the current
date to the maturity date of
the contract in the netting
set concerned that has the
longest residual maturity;
or

(B) a minimum holding period
of 250 days; or
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(4)

)

(6)

(i) if the collateral is received or
posted for margined contracts—
the margin period of risk
appropriate for the derivative
contracts concerned determined
in accordance with section
226BZE(2), (3), (4), (5) and (6).

The haircut value of variation margin posted by an
authorized institution referred to in sections
226BC(4) and 226BG(4) is calculated as the product
of—

(a) the current market value of the variation margin
posted by the authorized institution concerned;
and

(b) a factor of (1 + H), where H has the same
meaning as given by subsection (3) for collateral
received or posted for unmargined contracts.

Collateral posted to an authorized institution by a
counterparty may be included in the calculation
under subsection (1), (2) or (3) only if—

(a) the collateral—

(1) falls within the description in section
80(1)(a), (b) or (c); and
(1) satisfies the requirements under section
77(a), (b), (c), (d), (e), (ea) and (f); and
(b) the collateral is not a re-securitization exposure.

An authorized institution must include all collateral
posted by it (except independent collateral that is not
unsegregated collateral) to a counterparty in the
calculation under subsection (1), (2), (3) or (4),
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226BK.

(7

regardless of whether the collateral meets the
conditions set out in subsection (5)(a) and (b).

If collateral that meets the descriptions in subsection
(5) is received by an authorized institution outside a
netting set but is available to offset losses on default
risk exposures, the institution must, for the purposes
of this section, treat the collateral in the following
way—

(a)

(b)

subject to paragraph (b)—

(1)

(ii)

if the collateral is available to offset losses
on 1 netting set only, the collateral must be
treated as an independent collateral
received for that netting set; or

if the collateral is available to offset losses
on more than one netting set, the collateral
must be treated as if it were an
independent collateral received under a
single variation margin agreement that
applies to multiple netting sets;

if the collateral is available to offset not only
losses on default risk exposures but also losses
on exposures that are not default risk exposures,
only that portion of the collateral designated
solely for offsetting losses on default risk
exposures can be treated as an independent
collateral under paragraph (a)(i) or (ii).

Authorized institution to hold regulatory capital for credit
risk or market risk of posted collateral

To avoid doubt, an authorized institution must, for
collateral posted by it for a derivative contract (whether
the collateral is included in the calculations under section
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226BJ or not), hold regulatory capital for the credit risk
or market risk, whichever is applicable, of the collateral
itself calculated under Part 4, 5, 6, 7 or 8, as the case
requires—

(a)
(b)

as if it had not been posted as collateral; and

if the collateral is held by another person, as if
the collateral were held by the institution.

Subdivision 3—Classification of Derivative Contracts into
Asset Classes and Further Classification into Hedging

Sets

226BL. Classification of derivative contracts into asset classes

(1) Subject to subsections (2), (3) and (4), an authorized
institution must classify each of the derivative
contracts in a netting set into one of the following 5
asset classes—

(a)
(b)
©
(d)
(©

interest rate contracts;

exchange rate contracts;
credit-related derivative contracts;
equity-related derivative contracts;

commodity-related derivative contracts.

(2) In classifying a derivative contract, an authorized
institution must—

(a)

(b)

first determine the primary risk factor of the
contract taking into account the sensitivities
and volatility of the underlying exposure of the
contract; and

then—
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)

(4)

)

(1) if the primary risk factor of the contract
so determined is inflation—classify the
contract into the asset class of interest rate
contracts; or

(i) in any other case—classify the contract
into an asset class based on the contract’s
primary risk factor.

The Monetary Authority may, by written notice
given to an authorized institution, require the
institution to classify a derivative contract of the
institution into more than one asset class if the
Monetary Authority considers that classifying the
contract into only 1 asset class would significantly
underestimate the default risk exposure in respect of
the contract.

An authorized institution given a notice under
subsection (3) must, unless otherwise specified by the
Monetary Authority in the notice—

(a) include the full position of the contract in each
of the asset classes into which the contract is
classified and determine the sign of each
relevant risk factor in an appropriate way; and

(b) determine, for each asset class, the supervisory
delta adjustment applicable to the contract in
respect of the position included in the asset
class in accordance with section 226BZB.

An authorized institution must comply with the
requirements of a notice given to it under subsection

3).
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226BM. Further classification of derivative contracts in asset class
of interest rate contracts

(1) All derivative contracts in a netting set that fall
within the asset class of interest rate contracts must
be further classified into different hedging sets as
follows—

(a)

(b)

(©)

(d)

(©

()

non-inflation derivative contracts that are basis
transactions referencing the same pair of risk
factors must be grouped together to form a
hedging set;

inflation derivative contracts that are basis
transactions referencing the same pair of risk
factors must be grouped together to form a
hedging set;

non-inflation derivative contracts that are
volatility transactions referencing interest rates
of the same currency must be grouped together
to form a hedging set;

inflation derivative contracts that are volatility
transactions referencing measures of inflation
for the same currency must be grouped together
to form a hedging set;

non-inflation derivative contracts (other than
basis transactions or volatility transactions)
referencing interest rates of the same currency
must be grouped together to form a hedging set;
and

inflation derivative contracts (other than basis
transactions or volatility transactions)
referencing measures of inflation for the same
currency must be grouped together to form a
hedging set.
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(2) A derivative contract classified into a hedging set
under subsection (1) must be further allocated into a
maturity bucket in accordance with Table 23AA.

Table 23AA

Column 1 Column 2

End date (E) applicable
to a derivative contract ~ Maturity bucket (MBy)

<1 year k=1
=1 year and =5 years k=2
> 5 years k=3

(3) For the purposes of subsection (2), the value of E
applicable to a derivative contract is determined in
the same way as the value of E in Formula 23AZ in
section 226BZC(2).

(4) In this section—

non-inflation derivative contract (FFHEIRATAE THEE4)
means a derivative contract in the asset class of
interest rate contracts that is not an inflation
derivative contract.

226BN. Further classification of derivative contracts in asset class
of exchange rate contracts

All derivative contracts in a netting set that fall within the
asset class of exchange rate contracts must be further
classified into different hedging sets as follows—

(a) wvolatility transactions referencing the same
currency pair, or the same currency index, must
be grouped together to form a hedging set; and
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(b) contracts (other than volatility transactions)
referencing the same currency pair, or the same
currency index, must be grouped together to
form a hedging set.

226BO. Further classification of derivative contracts in asset class
of credit-related derivative contracts

(1)

2)

3)

All derivative contracts in a netting set that fall
within the asset class of credit-related derivative
contracts must be further classified into different
hedging sets as follows—

(a) Dbasis transactions referencing the same pair of
risk factors must be grouped together to form a
hedging set;

(b) volatility transactions must be grouped together
to form a hedging set; and

(c) all other contracts must be grouped together to
form a hedging set.

Derivative contracts classified into a hedging set
under subsection (1) must be further classified into
different subsets by grouping contracts within the
hedging set that reference the same entity together to
form a subset.

For the purposes of subsection (2), a credit index is
regarded as an entity and each separate credit index
referenced by the derivative contracts must be treated
as a separate entity.
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226BP. Further classification of derivative contracts in asset class
of equity-related derivative contracts

226BQ.

(1)

2)

3)

All derivative contracts in a netting set that fall
within the asset class of equity-related derivative
contracts must be further classified into different
hedging sets as follows—

(a) Dbasis transactions referencing the same pair of
risk factors must be grouped together to form a
hedging set;

(b) volatility transactions must be grouped together
to form a hedging set; and

(c) all other contracts must be grouped together to
form a hedging set.

Derivative contracts classified into a hedging set
under subsection (1) must be further classified into
different subsets by grouping contracts within the
hedging set that reference the same entity together to
form a subset.

For the purposes of subsection (2), an equity index is
regarded as an entity and each separate equity index
referenced by the derivative contracts must be treated
as a separate entity.

Further classification of derivative contracts in asset class
of commodity-related derivative contracts

(1)

All derivative contracts in a netting set that fall
within the asset class of commodity-related derivative
contracts must be further classified into different
hedging sets as follows—

(a) Dbasis transactions referencing the same pair of
risk factors must be grouped together to form a
hedging set;
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)

)

(b) volatility transactions must be assigned into one
of the following hedging sets based on the
underlying commodities of the transactions—
(1) energy;

(1) metals;
(ii1) agricultural products;
(iv) other commodities; and

(c) all other contracts must be assigned into one of
the following hedging sets based on the
underlying commodities of the contracts—

(1) energy;

(1) metals;
(iii) agricultural products;
(iv) other commodities.

Subject to subsection (3), derivative contracts
classified into a hedging set under subsection (1)
must be further classified into different subsets based
on the type of underlying commodity into which the
underlying exposures of the contracts fall.

For the purpose of further classifying contracts in
the hedging set of energy (mentioned in subsection
(1)(b)d) or (c)(i)) into different subsets under
subsection (2), there must be at least the following 2
subsets—

(a) electricity;
(b) oil and gas.
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(4) If the Monetary Authority considers that an
authorized institution is significantly exposed to the
basis risk resulting from different products within a
hedging set or subset, the Monetary Authority may,
by written notice given to the institution, require the
institution to use more refined definitions of
commodity types to define the subsets in the hedging
set.

(5) An authorized institution must comply with the
requirement of a notice given to it under subsection

(4).
Subdivision 4—Calculation of Potential Future Exposure

226BR. Calculation of potential future exposure of netting set

(1) The potential future exposure of a netting set
mentioned in section 226BC or 226BD is calculated
by using Formula 23AM.

Formula 23AM

PFE = multiplier - Z AddOn®
a

where—

(a) PFE is the potential future exposure
of the netting set;

(b) multiplier is the amount calculated in
accordance with subsection (3); and
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(¢) AddOn® is the add-on for derivative
contracts in the netting set that fall
within asset class a calculated in
accordance with section 226BT.

(2) The potential future exposure of a netting set
mentioned in section 226BF or 226BG is calculated
by using Formula 23AM but AddOn® must be
computed by—

(a) dividing the netting set into sub-netting sets
such that—

(i) all margined contracts with the same
margin period of risk are grouped together
to form a sub-netting set; and

(i) all unmargined contracts, if any, are
grouped together to form a sub-netting set;

(b) calculating the add-on for derivative contracts
in each of the sub-netting sets that fall within
asset class a in accordance with section 226BT
as if each of the sub-netting sets were a netting
set; and

(c) aggregating all the add-ons obtained under
paragraph (b).

(3) The multiplier in Formula 23AM is calculated by
using Formula 23AN.
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Formula 23AN

multiplier = min{1; Floor + (1 — Floor) - A}

V-C
A =exp @
2 - (1 —Floor) - Y, AddOn

where—

(a) 'V and C have the same meaning as in
Formula 23AB, 23AD, 23AH or
23AJ, as the case requires;

b) Floor is 5%;
(b) ;

(c) exp (...) is the exponential function;
and

(d) AddOn® has the same meaning as in
Formula 23AM or subsection (2), as
the case requires.

226BS. Calculation of potential future exposure of netting sets
covered by same variation margin agreement

The potential future exposure of netting sets mentioned in
section 226BE is calculated by using Formula 23AO0.

Formula 23A0

PFEMA _ Z PFEglslmargined)
NSeEMA

where—
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(a) PFEys is the potential future
exposure of all netting sets subject to
variation margin agreement MA;

(b) PFEYE™e™) is the potential future
exposure of netting set NS calculated
in accordance with section 226BR(1)
in a way as if netting set NS were not
subject to any variation margin
agreement; and

(¢c) NSeMA means netting set NS is
covered by variation margin
agreement MA.

Subdivision 5—Calculation of Add-on

226BT. Calculation of add-on for derivative contracts in same asset
class

(1

2)

The add-on for derivative contracts in a netting set
that fall within the same asset class is calculated in
accordance with subsection (2) or (3), as the case
requires.

If the asset class concerned is interest rate contracts,
exchange rate contracts or commodity-related
derivative contracts, the add-on must be calculated
by using Formula 23AP.

Formula 23AP

AddOn® = 2 AddOn”
;

where—
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(a)

(b)

AddOn® is the add-on for derivative
contracts in the netting set that fall
within asset class a; and

AddOn{” is the add-on for derivative
contracts in the netting set that fall
within hedging set j in asset class a,
calculated in accordance with section
226BU, 226BV or 226BY, as the case
requires.

(3) Subject to subsection (4), if the asset class concerned
is credit-related derivative contracts or equity-related
derivative contracts, the add-on must be calculated
by using Formula 23AQ.

Formula 23AQ

2 0.5

AddOn® = Z oy - AddOn(Entity,) | +1®
k

@ = Z(] —(p)?) - (AddOn(Entityk))2
K

where—

(a)

(b)

AddOn® is the add-on for derivative
contracts in the netting set that fall
within asset class a;

AddOn(Entityk) is the add-on for a
subset of the derivative contracts that
reference entity k calculated in
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accordance with section 226BW or
226BX, as the case requires; and

(c) py 1s the correlation factor applicable
to entity k, which is—
(1) 50% if entity k is a single entity;
or
(i) 80% if entity k is an index.

(4) If the contracts falling within the asset class of
credit-related derivative contracts or equity-related
derivative contracts form more than one hedging set,
an authorized institution must calculate a separate
add-on for each of the hedging sets in accordance
with subsection (3) as if a reference to netting set in
that subsection were a reference to hedging set.

226BU. Calculation of add-on for hedging sets in asset class of
interest rate contracts

(1) An authorized institution must calculate the add-on
for a hedging set in the asset class of interest rate
contracts by using Formula 23AR.

Formula 23AR

AddOn}IR) = SF}IR) - Effective Notionalj(IR)

where—

(a) AddOn}IR) is the add-on for hedging
set j in the asset class of interest rate
contracts;
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(b) SFJUR) is the supervisory factor for
hedging set j, which is, subject to
adjustments set out in section
226BZ—

(1) 0.5% if hedging set j comprises
interest rate contracts; or

(i)  0.5% if hedging set j comprises
inflation derivative contracts;
and

(c) Effective Notional}IR) is the effective
notional amount for hedging set j
calculated in accordance with
subsection (2).

(2) An authorized institution may use either Formula
23AS or Formula 23AT to calculate Effective
NotionaIJ(IR) in Formula 23AR.

Formula 23AS

Effective Notionalj(m) = [(D(MBI))2 + (D(MBZ))2 + (D(MBS))2 JrA]O.5

A=14- D(MB]) . D(MBZ) +14- D(MBZ) . D(MB3)

+0.6 - DMV . p™MBY
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226BV.

Formula 23AT

Effective Notional}IR) = |D(MBU| n |D(MB2)| N |D(MB3)|

where—

DWMBL  DHMB2) and DMB3) are the effective
notional amounts calculated in accordance
with section 226BZA(2) respectively for
maturity buckets 1, 2 and 3 (as allocated in
accordance with section 226BM(2)) in
hedging set ].

Calculation of add-on for hedging sets in asset class of
exchange rate contracts

An authorized institution must calculate the add-on for a
hedging set in the asset class of exchange rate contracts by
using Formula 23AU.

Formula 23AU
AddOnJ(FX) = SE®X) . |Effective Notionalj(FX)

where—

(a) AddOn{"™ is the add-on for hedging
set j in the asset class of exchange
rate contracts;

(b) SF*™ is the supervisory factor for the
asset class of exchange rate contracts,
which is equal to 4%, subject to
adjustments set out in section 226BZ;
and
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(c) Effective NotionalgFX) is the effective
notional amount for hedging set j

calculated in accordance with section
226BZA(3).

226BW. Calculation of add-on for subsets in asset class of credit-
related derivative contracts

(1) An authorized institution must calculate the add-on
for derivative contracts in a subset (as classified in
accordance with section 226BO(2)) in the asset class
of credit-related derivative contracts by using
Formula 23AV.

Formula 23AV
AddOn(Entityk) = SFlgcredit) - Effective Notionalf(cre‘ﬁt)

where—

(a) AddOn(Entityk) is the add-on for a
subset comprising contracts that
reference entity k;

(b) SF\™ is the supervisory factor for
entity k determined in accordance
with subsection (2) or (3), subject to
adjustments set out in section 226BZ;
and

(¢) Effective Notional{""™ is the effective
notional amount for contracts in the

subset calculated in accordance with
section 226BZA(4).
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(2) For a contract referencing entity k (including a
contract whose underlying exposure is a credit
instrument issued by entity k or a credit-related
derivative contract referencing entity k)—

(a) subject to paragraph (b), if entity k is a single
entity, an authorized institution must—

()

(i)

determine the credit quality grade
applicable to the ECAI issuer rating of
entity k or the long-term ECAI issue
specific rating of the credit instrument, as
the case may be, by mapping the rating to a
scale of credit quality grades in accordance
with Table A in Schedule 6 (regardless of
whether entity k is a sovereign or not); and

determine the supervisory factor applicable
to entity k by mapping the resultant credit
quality grade to the corresponding
supervisory factor in accordance with
Table 23AB;

Table 23AB

Column 1 Column 2

Credit quality grade Supervisory factor (%)

1 0.38
2 0.42
3 0.54
4 1.06
5 1.6
6 6.0
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(b)

if entity k referred to in paragraph (a) is a
corporate incorporated in India, an authorized
institution may—

()

(ii)

Credit quality grade

choose to determine the supervisory factor
applicable to entity k by mapping the
ECALI issuer rating of entity k or the long-
term ECAI issue specific rating of the
credit instrument, as the case may be, to a
scale of credit quality grades in accordance
with Part 2 of Table C in Schedule 6; and

determine the supervisory factor applicable
to entity k by mapping the resultant credit
quality grade to the corresponding
supervisory factor in accordance with
Table 23AC;

Table 23AC

Column 1 Column 2

Supervisory factor
(o)

1 0.38

2 0.42

3 0.54

4 1.06

5 (and the ECALI rating is 1.6
CARE BB-,

CARE BB- (Is),

CRISIL BB-, [ICRA] BB-,

Ir BB- or above)
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Column 1 Column 2
Credit quality grade Supervisory factor
(o)
5 (and the ECAI rating is 6.0

below CARE BB-,
CARE BB- (Is),
CRISIL BB-, [ICRA] BB-
or Ir BB-)

(c) if neither ECAI issuer rating nor long-term
ECAI issue specific rating is available for
determination of the supervisory factor for
entity k in accordance with paragraph (a) or (b),
the supervisory factor applicable to entity k is
1.06%.

(3) For a contract referencing entity k (including a
contract whose underlying exposure is a credit-related
derivative contract referencing entity k), if entity k is
an index, an authorized institution must—

(a) determine whether the index is an investment
grade index or a non-investment grade index; and

(b) determine the supervisory factor applicable to
entity k based on the type of index in
accordance with Table 23AD.

Table 23AD
Column 1 Column 2
Type of index Supervisory factor (%)
Investment grade index 0.38
Non-investment grade 1.06

index
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226BX.

“4)

)

For the purposes of subsection (3) and Table
23AD—

(a) an index is an investment grade index where the
minimum credit rating specified by the index
service provider concerned for the purpose of
determining whether an entity is eligible for
being included in the index, if mapped to a
scale of credit quality grades in accordance with
Table A, B or C of Schedule 6, as the case
requires, would be mapped to a credit quality
grade of 1, 2 or 3; and

(b) a non-investment grade index is an index that is
not an investment grade index.

An authorized institution must, in complying with
subsection (2)(a) or (b) in relation to entity k, if there
is more than one ECALI issuer rating or more than
one long-term ECAI issue specific rating the use of
which would result in the allocation by the institution
of different supervisory factors to entity k, use any
one of those ratings except the one or more of those
ratings that would result in the allocation by the
institution of the lowest of those different
supervisory factors.

Calculation of add-on for subsets in asset class of equity-
related derivative contracts

An authorized institution must calculate an add-on for
derivative contracts in a subset (as classified in accordance
with section 226BP(2)) in the asset class of equity-related
derivative contracts by using Formula 23AW.
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Formula 23AW

AddOn(Entity, ) = SFy ™ - Effective Notional{ ™

where—

(a)

(b)

©

AddOn(Entity, ) is the add-on for a

subset comprising contracts that
reference entity k;

SFEY) is the supervisory factor for
entity k which is, subject to
adjustments set out in section
226BZ—

(1) 32% if entity k is a single entity;
or
(i) 20% if entity k is an index; and

Effective Notionall™™"" is the effective
notional amount for contracts in the

subset calculated in accordance with
section 226BZA(4).

226BY. Calculation of add-on for hedging sets in asset class of
commodity-related derivative contracts

An authorized institution must calculate the add-on for a
hedging set in the asset class of commodity-related
derivative contracts by using Formula 23AX.
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AddOn{~*™ =

2
(p(com) . Z AddOn(TypeL)) + IJ-(Com)
K

Formula 23AX

0.5

IJ(Com) _ (1 _ (p(Com))z) . Z (AddOn(Typél'{))2

AddOn(TypeL) = SFI((COHI) - Effective Notional

where—

(a)

(b)
(©)

(d)

k

(Com)
k

AddOn{“*™ is the add-on for hedging
set j in the asset class of commodity-
related derivative contracts;

p(Com) is 40%;

SF“™ is the supervisory factor for
subset k (as classified in accordance
with section 226BQ(2)) in hedging set
j which is, subject to adjustments set
out in section 226BZ—

(1) 40% if the type of the underlying
commodity based on which the
contracts are classified into the
subset is electricity; or

(i) 18% in any other case; and

Effective Notional 1s the effective
notional amount for contracts that
fall within subset k in hedging set j
calculated in accordance with section
226BZA(4).

(Com)
k
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226BZ. Treatments of supervisory factor for basis transactions and
volatility transactions

The supervisory factor applicable to an asset class, a
hedging set, a subset or an entity, when used in calculating
the add-on for a hedging set in an asset class or for a
subset in a hedging set, must be adjusted by multiplying
the supervisory factor by—

(a) if the hedging set consists of basis
transactions—one-half; or

(b) if the hedging set consists of volatility
transactions—>3.

Subdivision 6—Calculation of Effective Notional Amount

226BZA. Calculation of effective notional amount for hedging sets
etc.

(1) The effective notional amount for each derivative
contract is calculated by using Formula 23AY.

Formula 23AY

Effective Notional =6 - d - MF(type)

where—

(a) Effective Notional is the -effective
notional amount for a derivative
contract;

(b) 0 is the supervisory delta adjustment
applicable to the contract determined
in accordance with section 226BZB;
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2)

)

(4)

)

(c) d is the adjusted notional of the
contract determined in accordance
with section 226BZC; and

(d) MF®r is the maturity factor for the
contract determined in accordance
with section 226BZD or 226BZE, as
the case requires.

The effective notional amount for a maturity bucket
(as allocated in accordance with section 226BM(2))
in a hedging set in the asset class of interest rate
contracts is the sum of the effective notional
amounts calculated under subsection (1) for all the
derivative contracts in the maturity bucket.

The effective notional amount for a hedging set in
the asset class of exchange rate contracts is the sum
of the effective notional amounts calculated under
subsection (1) for all the derivative contracts in the
hedging set.

The effective notional amount for a subset (as
classified in accordance with section 226BO(2),
226BP(2) or 226BQ(2)) in the asset class of credit-
related derivative contracts, equity-related derivative
contracts or commodity-related derivative contracts
is the sum of the effective notional amounts
calculated under subsection (1) for all the derivative
contracts in the subset.

For the purposes of subsection (1), an authorized
institution may approximate or replicate the payoff
of a complex and non-linear derivative contract with
a combination of simple derivative contracts if this is
necessary in order to be able to calculate the effective
notional amount of the complex and non-linear
derivative contract by using Formula 23AY.
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226BZB. Supervisory delta adjustment applicable to derivative
contracts

(1) The supervisory delta adjustment (8) applicable to a
derivative contract that is not an option and does not
provide tranched credit protection is determined in
accordance with Table 23AE based on the type of
derivative contract within which the contract falls.

Table 23AE
Column 1 Column 2
Type of derivative contract )
A derivative contract whose market +1

value increases when the value of the
contract’s primary risk factor increases

A derivative contract whose market -1
value decreases when the value of the
contract’s primary risk factor increases

(2) The supervisory delta adjustment (8) applicable to a
derivative contract that is an option is determined in
accordance with Table 23AF based on the type of
derivative contract within which the contract falls.

Table 23AF
Column 1 Column 2
Type of derivative contract )
Bought call option + N(+d)
Sold call option — N(+d)
Bought put option - N(-d)

Sold put option + N(-d)



Section 75

Banking (Capital) (Amendment) Rules 2020

L.N. 44 of 2020
B945

3)

In Table 23AF—

(a)

(b)

N(...) represents the cumulative distribution
function for a standard normal random
variable; and

(P+2) L.
i 1n((K+X)) +05-62-T

6 VT

where—

(1) subject to subsection (4), P is the
price of the underlying exposure of
the option concerned (where
appropriate, the forward value (rather
than the spot price) of the underlying
exposure is to be used to account for
the risk-free rate as well as the
possible cash flows generated from
the underlying exposure prior to the
option expiry);

(1) K is the strike price of the option;

(iii) if the option falls within the asset
class of interest rate contracts, A is
the presumed lowest possible extent
to which the interest rates of the
currency concerned can become
negative, in any other case, A is equal
to zero;

(iv)y o is the supervisory volatility
determined in accordance with Table
23AG based on the asset class (or
subclass, where applicable) to which
the option belongs; and
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Table 23AG
Column 1 Column 2 Column 3
Asset class Subclass c (%)
Interest rate contracts - 50
Exchange rate contracts - 15
Credit-related derivative Single-name 100
contracts Index 80
Equity-related derivative Single-name 120
contracts Index 75
Commodity-related Electricity 150
derivative contracts  commodities 70
other than
electricity

(v) T is the time period (measured in
years) from the current date to the
latest contractual or allowable exercise
date of the option.

(4) For the purposes of subsection (3)(b), if the payoff
of an option is determined by reference to the
average price of the underlying exposure over a pre-
specified period, P is the current value of the average
price.

(5) The supervisory delta adjustment (d) applicable to a
derivative contract that provides tranched credit
protection is determined in accordance with Table
23AH based on the type of credit protection.
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Table 23AH
Column 1 Column 2
Type of credit protection )
Purchased tranched credit | 15
protection (1+14-A)-(1+14-D)
Sold tranched credit B 15
protection (1+14-A)-(1+14-D)
where—
(a) A—
(1) 1in the case of a tranche of a

(ii)

(b) D—
(1)

(ii)

securitization transaction—is the
attachment point of the tranche;

in the case of a credit-related
derivative contract referencing a
basket of m reference entities
where the n'" default in the
basket will trigger payment
under the contract—is equal to
(n — 1) divided by m;

in the case of a tranche of a
securitization transaction—is the
detachment point of the tranche;

in the case of a credit-related
derivative contract referencing a
basket of m reference entities
where the n™ default in the
basket will trigger payment
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under the contract—is equal to
n divided by m.

226BZC. Calculation of adjusted notional of derivative contracts
(1) Subject to subsection (5)—

(a)

(b)

the adjusted notional of a derivative contract
falling within the asset class of interest rate
contracts or credit-related derivative contracts is
the product of—

(1)

(ii)

the notional amount of the contract
(converted to Hong Kong dollars at the
current market spot exchange rate if it is
not denominated in Hong Kong dollars);
and

the supervisory duration of the contract
calculated by using Formula 23AZ;

the adjusted notional of a derivative contract
falling within the asset class of exchange rate
contracts is—

()

(ii)

the notional amount of the foreign
currency leg of the contract, converted to
Hong Kong dollars at the current market
spot exchange rate; or

if both legs of the contract are
denominated in currencies other than
Hong Kong dollars—the notional amount
of the leg that, after having been converted
to Hong Kong dollars at the current
market spot exchange rate, has the larger
value; and
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2)

(c) the adjusted notional of a derivative contract
falling within the asset class of equity-related
derivative contracts or commodity-related
derivative contracts is—

()

(ii)

(iif)

if the underlying exposure of the contract
is an equity or a commodity—the product
of the current market price of 1 unit of
the equity or commodity and the number
of units referenced by the contract;

if the underlying exposure of the contract
is an index (including an index on
volatility)—the product of the current level
of the index and the value of each index
point designated in the contract; or

if the contract is a volatility transaction—
the product of the current value of the
volatility measure specified in the contract
and the contractual notional amount of
the contract.

The supervisory duration of a derivative contract
falling within the asset class of interest rate contracts
or credit-related derivative contracts is calculated by
using Formula 23AZ.

SD =

where—

Formula 23AZ

exp(—0.05 - S) — exp(-0.05 - E)
0.05
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)

(4)

(a) SD is the supervisory duration of the
contract, subject to a floor of 10
business days;

(b) subject to subsections (3) and (4), S
15—

(1) subject to paragraph (ii), the
time period (measured in years)
from the current date to the start
date of the time period
referenced by the contract; or

(1) if the start date has passed—
zero; and

(c) subject to subsections (3) and (4), E is
the time period (measured in years)
from the current date to the end date
of the time period referenced by the
contract.

Subsection (4) applies if a derivative contract
(principal contract) referred to in subsection (2)(b) or
(o) —

(a) falls within the asset class of interest rate
contracts and references the value of another
interest rate contract, interest rate instrument,
inflation derivative contract or inflation-linked
instrument; or

(b) falls within the asset class of credit-related
derivative contracts and references the value of
another credit-related derivative contract or
credit instrument.

In determining the values of S and E in Formula
23AZ—
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)

(a) subject to paragraph (c), if the principal contract
references another derivative contract—
references to the principal contract in paragraphs
(b) and (c¢) of that formula is construed to mean
the contract underlying the principal contract;

(b) subject to paragraph (c), if the principal
contract references an instrument that is not a
derivative contract—references to the principal
contract in paragraphs (b) and (c) of that
formula is construed to mean the instrument
underlying the principal contract; or

(c) if the principal contract is an option on an
interest rate swap and the option can be
exercised on any one of a number of fixed and
pre-determined exercise dates—

(1) S is the time period (measured in years)
from the current date to the ecarliest
allowed exercise date of the option; and

(1) E is the time period (measured in years)
from the current date to the end date of
the time period referenced by the interest
rate swap.

If the notional amount of a derivative contract is not
stated clearly or is not fixed until maturity, the
notional amount to be used in the calculation of the
adjusted notional of the derivative contract is—

(a) if the stated notional amount of the contract is
a formula with market values as inputs—the
amount calculated by entering the current
market values into that formula;
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(b)

©

(d)

if the contract is structured so that its notional
amount is variable over time—the time-weighted
average notional amount over the remaining
time to maturity of the contract;

if the contract is leveraged by multiplying the
rates referenced by the contract by a factor—the
notional amount of the contract as if it were
unleveraged which is calculated by multiplying
the stated notional amount of the contract by
the factor; or

if the contract has multiple exchanges of
principal—the product of the remaining number
of exchanges of principal to be made under the
contract and the stated notional amount of the
contract.

226BZD. Maturity factor for unmargined contracts

(1) The maturity factor for an unmargined contract is
calculated by using Formula 23AZA.

Formula 23AZA

MFi(unmargined) _ min{Mi; 1 year}

1 year

where—

(a) MF,"™ %) ¢ the maturity factor
for unmargined contract i; and
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2)

)

If—
(a)

(b)

(b) M; is the remaining time to maturity
of unmargined contract i (measured
in years) from the current date, or,
where applicable, the value as
determined in accordance with
subsection (2), (3) or (4), subject to a
floor of 10 business days.

the underlying exposure of an unmargined
contract is another derivative contract
(underlying contract); and

the unmargined contract may be exercised or
settled by physical delivery of the underlying
contract,

the M; of the unmargined contract for the purposes
of Formula 23AZA is the time period from the
current date to the final settlement date of the
underlying contract.

If—
(a)

(b)

an unmargined contract is a derivative contract
structured to settle the outstanding exposures
under the contract on specified dates; and

the terms of the contract are reset so that the
fair value of the contract is zero on the specified
dates,

the M; of the derivative contract for the purposes of
Formula 23AZA is the time period from the current
date until the next reset date.
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“4)

If a derivative contract falls within paragraph (b) of
the definition of wunmargined contract in section
226BA, the M; of the derivative contract for the
purposes of Formula 23AZA is 10 business days.

226BZE. Maturity factor for margined contracts

(1)

2)

The maturity factor for a margined contract is
calculated by using Formula 23AZB.

Formula 23AZB
MF(margined) _ i MPORi
! 2 | 1year

where—

(a) MF\™Y is the maturity factor for
margined contract i; and

(b) MPOR; is the margin period of risk
appropriate for the variation margin
agreement covering margined contract
1, subject to the requirements set out

in subsections (2), (3), (4), (5) and (6).

Subject to subsections (3), (4) and (6) and unless
otherwise required by Division 4, the margin period
of risk applicable to a margined contract subject to
daily remargining and daily mark-to-market must not
be less than the following supervisory floor—

(a) 5 business days if the contract is a CCP-related
transaction or an offsetting transaction in
respect of a qualifying CCP entered into by an
authorized institution—
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3)

(4)

)

(6)

(1) as a clearing member with its direct client;
or

(i) with a lower level client within a multi-
level client structure associated with the
qualifying CCP; or

(b) 10 business days in any other case.

If a margined contract subject to daily remargining
and daily mark-to-market is in a netting set referred
to in section 226M(2), the margin period of risk
applicable to the contract must not be less than the
supervisory floor specified in that section.

If a margined contract subject to daily remargining
and daily mark-to-market is in a netting set referred
to in section 226M(3), the margin period of risk
applicable to the contract must not be less than the
supervisory floor specified in that section.

If the remargining frequency of a margined contract
is not daily, the margin period of risk applicable to
the contract must not be less than the supervisory
floor calculated by using Formula 23E in section
226M(6) with F in that formula construed to mean
the supervisory floor that would be applicable to the
contract, if it were subject to daily remargining,
determined in accordance with—

(a) subsection (2);

(b) section 226 M(2) under subsection (3); or
(c) section 226M(3) under subsection (4).

If a margined contract is—

(a) one referred to in subsection (2), (3), (4) or (5);
and
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76.

77.

(b) in a netting set over which there has been more
than 2 margin call disputes during the previous
2 quarters and the disputes have lasted longer
than the margin period of risk applicable to the
contract under that subsection,

the margin period of risk applicable to the contract
for the subsequent 2 quarters must be at least double
the supervisory floor that would be applicable to the
contract, if there were no margin call dispute, under
that subsection.”.

Section 226D amended (calculation of IMM(CCR) risk-weighted
amount at portfolio level under IMM(CCR) approach)

Section 226D(1)(a) and (b)—
Repeal
“OTC derivative transactions or credit”.

Section 2261 amended (treatments for certain derivative
contracts)

(1) Section 2261—
Repeal
“must treat”
Substitute
“may treat”.

(2) Section 226I(a)—
Repeal
“has been”
Substitute

e 9

1S
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78.

79.

Section 226J amended (treatments for transactions with specific
wrong-way risk)

Section 226J(1)(a) and (2)—
Repeal
“credit derivative”
Substitute
“credit-related derivative”.

Section 226K amended (treatments for margin agreements)
(1) Section 226K (1)(a), after “agreement;”—
Add
“or”.
(2) Section 226K(1)—
Repeal paragraph (b).
(3) Section 226K (3)—
Repeal
“OTC derivative transactions, credit”.
(4) Section 226K (3)(b)—
Repeal
“(within the meaning of section 51(1))”
Substitute
“(subject to adjustment set out in section 3 of Schedule
7.
(5) After section 226K (4)—
Add

“(5) An authorized institution must, if it has posted
unsegregated collateral to a counterparty under a
margin agreement for a netting set, take into account
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(6)

(7

its exposure to the counterparty arising from the
unsegregated collateral (relevant exposure) in the
calculation of effective EPE under section 226F.

For the purposes of subsection (5), if an authorized
institution determines the effective EPE of the
netting set in accordance with subsection (1)(a), the
amount of its relevant exposure must be calculated
in accordance with the requirements under section
71(2), 118(2), 163(2A) or 164(2)(b), as the case
requires, instead of by using the internal model.

To avoid doubt, an authorized institution must, for
collateral posted by it for a netting set (whether the
collateral is taken into account in the determination
of the effective EPE of the netting set or not), hold
regulatory capital for the credit risk or market risk,
whichever is applicable, of the collateral itself
calculated under Part 4, 5, 6, 7 or 8, as the case
requires—

(a) asif it had not been posted as collateral; and

(b) if the collateral is held by another person, as if
the collateral were held by the institution.”.

80. Section 226L repealed (shortcut method)
Section 226L—
Repeal the section.

81. Section 226M amended (margin period of risk)
(1) Section 226M—

Repeal subsection (1)

Substitute



Banking (Capital) (Amendment) Rules 2020

L.N. 44 of 2020
Section 81 B973

“(1) Subject to subsections (2), (3) and (7) and unless
otherwise required by Division 4, if a netting set of
an authorized institution is subject to a margin
agreement and the transactions in the netting set are
subject to daily remargining and daily mark-to-
market, the supervisory floor of the margin period
of risk used for calculating the default risk exposure
in respect of the netting set is—

(a) 5 business days if the netting set consists of
repo-style transactions only;

(b) 5 business days if the netting set is not a netting
set referred to in paragraph (a) and only consists
of CCP-related transactions or offsetting
transactions in respect of a qualifying CCP
entered into by the institution—

(1) as a clearing member with its direct client;
or

(1)) with a lower level client within a multi-
level client structure associated with the
qualifying CCP; or

(c) 10 business days in any other case.”.
(2) Section 226M(2)—
Repeal
“An authorized institution”
Substitute

“Unless otherwise required by Division 4, an authorized
institution”.
(3) Section 226M(3)(b)—
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82.

Repeal
“an OTC derivative transaction or credit”
Substitute
“a”.
(4) Section 226M(4)(a)—
Repeal
“not an OTC derivative transaction or credit”
Substitute
“not a”.
(5) Section 226M(4)(a)(ii)—
Repeal
“, transaction”.
(6) Section 226M(4)(a)(ii)—
Repeal
“an OTC derivative transaction or credit”
Substitute
“a”.
(7) Section 226M(6), Formula 23E—
Repeal
“is applicable to the netting set”
Substitute

“would be applicable to the netting set if the netting set
were subject to daily remargining”.

Part 6A, Divisions 2A and 2B added
Part 6A, after Division 2—
Add
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“Division 2A—Current Exposure Method
226MA. Application of Division 2A
This Division applies to an authorized institution that
uses the current exposure method to calculate the default
risk exposure in respect of derivative contracts.
226MB. Calculation of default risk exposure

(1) Subject to subsections (2) and (3) and section
226MC, an authorized institution must use Formula
23EA to calculate the default risk exposure in respect
of a derivative contract.

Formula 23EA

Default risk exposure = o x (RC + PFE)

where—
(a)
(b)

(©)

o=14;

RC is the current exposure of the
contract (if any collateral posted by
the institution for the contract is
unsegregated collateral, the current
exposure of the contract must include
the current market value of the
collateral); and

PFE is the potential future exposure
of the contract calculated in
accordance with section 226 MD.
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(2) If the premium for a sold option of an authorized
institution has been fully paid upfront by the
counterparty concerned, the amount of default risk
exposure to the counterparty in respect of the option
may be set to zero.

(3) If an authorized institution is the protection seller in
respect of a credit-related derivative contract with
periodic premium payments and the contract is not a
sold option, the amount of default risk exposure to
the protection buyer of the contract calculated under
this section is capped at the amount of the unpaid
premium under the contract.

226MC. Treatments for certain credit derivative contracts

An authorized institution may treat the default risk
exposure in respect of a credit derivative contract as zero
if—

(a) both of the following conditions are met—

(i) the contract is a credit default swap in
which the institution is the protection
seller;

(i) a regulatory capital is held in respect of
the risk-weighted amount calculated in
accordance with Part 5 or 7 for the
institution’s exposure to the credit risk of
the reference obligation underlying the
swap; or

(b) Dboth of the following conditions are met—

(1) the institution is the protection buyer in
the contract;
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(i) the credit risk mitigation effect of the
contract has been recognized and taken
into account under Divisions 7 and 8 of
Part 5 or Division 5 of Part 7, for the
purpose of calculating the risk-weighted
amount of the exposure to which credit
protection is provided by the contract.

226MD. Calculation of potential future exposure of derivative
contract

(1) The potential future exposure of a derivative contract
is calculated by multiplying the notional amount of
the derivative contract by the credit conversion factor
applicable to the contract determined in accordance
with Table 23AI based on the type of derivative
contract within which the contract falls.

Table 23A1
Column 1 Column 2 Column 3
Credit
conversion
Item Type of derivative contract factor
1. Interest rate contract—
(a) with a residual maturity of 0.5%
not more than 1 year;
(b) with a residual maturity of 2%
more than 1 year but not
more than 5 years;
(c) with a residual maturity of 4%

more than 5 years



Banking (Capital) (Amendment) Rules 2020

L.N. 44 of 2020

Section 82 B983
Column 1 Column 2 Column 3
Credit
conversion
Item Type of derivative contract factor
2. Credit-related derivative contract

that references a single entity, or
a single-name credit instrument,
having category 1 credit quality

grade—

(a) with a residual maturity of 0.5%
not more than 1 year;

(b) with a residual maturity of 2.5%

more than 1 year but not
more than 5 years;

(c) with a residual maturity of 4.5%
more than 5 years

3. Credit-related derivative contract
that references an investment
grade index—

(a) with a residual maturity of 0.5%
not more than 1 year;
(b) with a residual maturity of 2.5%

more than 1 year but not
more than 5 years;

(c) with a residual maturity of 4.5%
more than 5 years
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Column 1 Column 2 Column 3
Credit
conversion
Item Type of derivative contract factor
4, Credit-related derivative contract

that references a single entity, or
a single-name credit instrument,
having category 2 credit quality

grade—

(a) with a residual maturity of 1.5%
not more than 1 year;

(b) with a residual maturity of 7%
more than 1 year but not
more than 5 years;

(c) with a residual maturity of 12.5%
more than 5 years

S. Credit-related derivative contract
that references a single entity
that does not have any ECAI
issuer rating or a single-name
credit instrument that does not
have any long-term ECALI issue
specific rating—
(a) with a residual maturity of 1.5%
not more than 1 year;

(b) with a residual maturity of 7%
more than 1 year but not
more than 5 years;

(c) with a residual maturity of 12.5%
more than 5 years
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Column 1 Column 2 Column 3
Credit
conversion
Item Type of derivative contract factor
6. Credit-related derivative contract
that references a non-investment
grade index—
(a) with a residual maturity of 1.5%
not more than 1 year;
(b) with a residual maturity of 7%
more than 1 year but not
more than 5 years;
(¢) with a residual maturity of 12.5%
more than 5 years
7. Credit-related derivative contract
that references a single entity, or
a single-name credit instrument,
having category 3 credit quality
grade—
(a) with a residual maturity of 6%
not more than 1 year;
(b) with a residual maturity of 26.5%
more than 1 year but not
more than 5 years;
(c) with a residual maturity of 47%
more than 5 years
8. Exchange rate contract 4%
Equity-related derivative contract 32%

that references a single name
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Column 1 Column 2 Column 3
Credit
conversion
Item Type of derivative contract factor
10. Equity-related derivative contract 20%

that references an index

11. Commodity-related derivative 18%
contract the underlying
commodity of which is precious
metal (including gold)

12. Commodity-related derivative 40%
contract the underlying
commodity of which is electricity

13. Commodity-related derivative 18%
contract (other than those
referred to in items 11 and 12)

14. Any other derivative contract the

not specified in items 1 to 13 applicable
CCF
specified in
Part 2 of
Schedule 1
or, if no
such CCF is
specified,
40%

(2) For the purposes of subsection (1)—

(a) 1if the derivative contract is a contract to which
section 226ME is applicable, the notional
amount must be determined in accordance with
that section; and



Section 82

Banking (Capital) (Amendment) Rules 2020

L.N. 44 of 2020
B991

)

(4)

)

(b) the type of derivative contract within which a
contract falls must be determined based on the
contract’s primary risk factor.

For the purposes of items 3 and 6 in Table 23A1—

(a) an index is an investment grade index where the
minimum credit rating specified by the index
service provider concerned for the purpose of
determining whether an entity is eligible for
being included in the index, if mapped to a
scale of credit quality grades in accordance with
Table A, B or C of Schedule 6, as the case
requires, would be mapped to a credit quality
grade of 1, 2 or 3; and

(b) a non-investment grade index is an index that is
not an investment grade index.

For the purposes of items 2, 4 and 7 in Table 23Al,
an authorized institution must determine whether a
single entity or a single-name credit instrument has a
category 1, 2 or 3 credit quality grade by mapping
the ECALI issuer rating of the entity, or the long-term
ECALI issue specific rating of the credit instrument,
to a scale of credit quality grades in accordance
with—
(a) unless paragraph (b) applies—Table A in
Schedule 6 (regardless of whether the entity or

issuer of the credit instrument is a sovereign or
not); or

(b) if the entity is a corporate incorporated in India
or the credit instrument is issued by such a
corporate—Part 1 or 2 of Table C in Schedule 6,
as the case requires.

For the purposes of items 2, 4 and 7 in Table 23A1—
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(a)

(b)

(©)

a single entity, or a single-name credit
instrument, has a category 1 credit quality grade
if the ECAI rating concerned is mapped to a
credit quality grade of 1, 2 or 3;

a single entity, or a single-name credit
instrument, has a category 2 credit quality grade
if the ECALI rating concerned is mapped to—

(1) a credit quality grade of 4;

(i) subject to subparagraph (iii), a credit
quality grade of 5; or

(iii) in the case of an ECAI rating mapped in
accordance with Part 2 of Table C in
Schedule 6—a credit quality grade of 5
where the ECAI rating is CARE BB-,
CARE BB- (Is), CRISIL BB-, [[CRA] BB-,
Ir BB- or above; or

a single entity, or a single-name credit
instrument, has a category 3 credit quality grade
if the ECALI rating concerned is mapped to—

(1) subject to subparagraph (ii), a credit
quality grade of 6; or

(i) in the case of an ECAI rating mapped in
accordance with Part 2 of Table C in
Schedule 6—a credit quality grade of 5
where the ECAI rating is below
CARE BB-, CARE BB- (Is), CRISIL BB-,
[ICRA] BB- or Ir BB-.

(6) Subject to subsection (7)(a), for the purposes of

Table 23A1—

(a)

the residual maturity of an interest rate contract
that references the value of another interest rate
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(7)

(b)

contract (underlying contract) or interest rate
instrument is the time period from the current
date to the maturity date of the underlying
contract or instrument; and

the residual maturity of a credit-related
derivative contract that references the value of
another credit-related derivative contract
(underlying contract) or credit instrument is the
time period from the current date to the
maturity date of the underlying contract or
instrument.

If a derivative contract is structured to settle the
outstanding exposures under the contract on
specified dates and the terms of the contract are reset
so that the fair value of the contract is zero on the
specified dates, an authorized institution—

(a)

(b)

must treat the residual maturity of the contract
as the time period from the current date until
the next reset date; and

if the contract is an interest rate contract and
its remaining time to final maturity is more than
1 year—must not apply a credit conversion
factor of less than 2% to the contract.

226ME. Notional amount of certain types of derivative contracts
(1) Subject to subsections (2) and (3)—

(a)

the notional amount of an exchange rate
contract is—

(1) the notional amount of the foreign
currency leg of the contract, converted to
Hong Kong dollars at the current market
spot exchange rate; or
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2)

3)

(b)

(ii)

if both legs of the contract are
denominated in currencies other than
Hong Kong dollars—the notional amount
of the leg that, after having been converted
to Hong Kong dollars at the current
market spot exchange rate, has the larger
value; and

the notional amount of an equity-related
derivative contract or a commodity-related
derivative contract is—

(1)

(ii)

(iif)

if the underlying exposure of the contract
is an equity or a commodity—the product
of the current market price of 1 unit of
the equity or commodity and the number
of units referenced by the contract;

if the underlying exposure of the contract
is an index (including an index on
volatility)—the product of the current level
of the index and the value of each index
point designated in the contract; or

if the contract is a volatility transaction—
the product of the current value of the
volatility measure specified in the contract
and the contractual notional amount of
the contract.

For a derivative contract that has multiple exchanges
of principal, the notional amount of the contract is
the product of the remaining number of exchanges
of principal to be made under the contract and the
stated notional amount of the contract.

If the stated notional amount of a derivative contract
is leveraged or enhanced by the structure of the
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contract, the notional amount of the contract is the
effective notional amount of the contract calculated
by taking into account the effect of the leverage or
enhancement, as the case requires.

226MF. Authorized institution to hold regulatory capital for credit
risk or market risk of posted collateral

To avoid doubt, an authorized institution must, for
collateral posted by it for derivative contracts (whether the
collateral is included in the calculation under section
226MB or not), hold regulatory capital for the credit risk
or market risk, whichever is applicable, of the collateral
itself calculated under Part 5, 7 or 8, as the case requires—
(a) asif it had not been posted as collateral; and

(b) if the collateral is held by another person—as if
the collateral were held by the institution.

Division 2B—Calculation of Default Risk Exposure
in Respect of SFTs

226MG. Interpretation for Division 2B
In this Division—
principal amount (7~ %) —

(a) if the asset concerned is measured at fair
value—means the value of the asset determined
in accordance with section 4A;

(b) if the asset concerned is not measured at fair
value—means the book value of the asset.
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226MH. Application of Division 2B

This Division applies to the following authorized
institutions—

(a) an authorized institution that does not have an
IMM(CCR) approval for SFTs;

(b) an authorized institution that has an
IMM(CCR) approval for certain types of SFTs
only; and

(c) an authorized institution that is permitted under
section 10B(5), or has chosen under section
10B(7), to use the methods prescribed in this
Division for certain SFTs.

226MI. Calculation of default risk exposures in respect of SKFTs:
general

(1) Subject to subsections (2) and (3), an authorized
institution must calculate the default risk exposure in
respect of its SFTs (whether booked in its banking
book or trading book) that are not subject to the
IMM(CCR) approach in accordance with section
226M1J, 226MK or 226ML.

(2) If an authorized institution uses the STC approach
and the simple approach in its treatment of
recognized collateral for any exposures that are not
past due exposures, the institution must not take into
account the effect of recognized netting in the
calculation of default risk exposure in respect of the
institution’s SFTs booked in its banking book.

(3) If an authorized institution uses the BSC approach,
the institution must not take into account the effect
of recognized netting in the calculation of default
risk exposure in respect of all the institution’s SFTs.
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226MJ. Calculation of default risk exposure in respect of repo-style
transactions that are not nettable and margin lending
transactions

(1) An authorized institution must calculate the default
risk exposure in respect of each of the following
SFTs in accordance with this section—

(a) a repo-style transaction that is not nettable;
(b) a nettable repo-style transaction for which—

(1) the institution is not permitted to take into
account the effect of recognized netting in
the calculation of default risk exposure
because of section 226MI(2) or (3); or

(i1) the institution has chosen not to take into
account the effect of recognized netting in
the calculation of the default risk exposure
in respect of the transaction; or

(c) a margin lending transaction.

(2) An authorized institution must treat all securities and
money provided by it to a counterparty under an
SFT as if they were a loan to the counterparty
secured on the money and securities that are
provided to, or to the order of, the institution under
the SFT.

(3) Accordingly, the authorized institution must take the
principal amount of the securities and the money
provided by it as the amount of the default risk
exposure in respect of the SFT.
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226MK. Calculation of default risk exposure in respect of nettable
repo-style transactions

(1)

2)

3)

Subject to section 226ML, an authorized institution
must calculate the default risk exposure in respect of
its nettable repo-style transactions that do not fall
within section 226MJ(1)(b) in accordance with this
section.

An authorized institution must not take into account
the effect of recognized netting covering the
institution’s repo-style transactions in the calculation
of the default risk exposure in respect of the
transactions other than under this section.

An authorized institution must calculate the default
risk exposure in respect of nettable repo-style
transactions entered into by the institution with a
counterparty by using Formula 23EB.

Formula 23EB

E’ = max {0, [Z E - Z C + Z(Es x Hg) +Z(Efx x fo)]}

where—
(a) E"is the default risk exposure;

(b) E is the current market value of all
money and securities provided by the
institution under the transactions;

(¢) C is the current market value of all
money and securities received by the
institution under the transactions;
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(4)

)

(d)

(e)

()

(2

Eg is the absolute value of the net
position in the same securities;

Hg is the standard supervisory haircut
applicable to Eg (subject to adjustment
set out in section 3 of Schedule 7);

Ei is the absolute value of the net
position in a currency different from
the settlement currency; and

Hy is the standard supervisory
haircut applicable in consequence of
a currency mismatch, if any, between
the currency in which a net position is
denominated and the settlement
currency (subject to adjustment set
out in section 3 of Schedule 7).

In determining the values of Hg and Hj, in Formula
23EB, the minimum holding period applicable to the
repo-style transactions is determined in the same way

as set out in section 91(1), (2) and (3).

An authorized institution—

(a) subject to paragraph (b), must net its nettable
repo-style transactions booked in its banking
book separately from netting its nettable repo-
style transactions booked in its trading book

and vice versa;

(b) may net repo-style transactions booked in its
banking book with repo-style transactions
booked in its trading book in respect of the

same counterparty if—

(1) all those repo-style transactions

marked-to-market daily; and
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(i) all the securities received by the institution
under all those repo-style transactions are
recognized collateral (within the meaning
of section 51(1)) falling within section

80(1)(a), (b) or (c).

226ML. Use of value-at-risk model instead of Formula 23EB in
section 226 MK

(1)

2)

)

(4)

This section applies to an authorized institution that
is granted an approval under section 18(2)(a) by the
Monetary Authority to use the IMM approach to
calculate its market risk.

The institution may apply to the Monetary Authority
for an approval to use an internal model based on
VaR (VaR model) as an alternative to the use of
Formula 23EB in section 226MK for the purpose of
calculating the institution’s default risk exposure to a
counterparty in respect of nettable repo-style
transactions.

Subject to subsections (4) and (5), the Monetary
Authority must—

(a) determine the application by granting or
refusing to grant the approval; and

(b) give a written notice of the decision to the
institution.

The Monetary Authority must refuse to grant the
approval under subsection (3)(a) unless the institution
satisfies the Monetary Authority of all of the
following, for the VaR model in respect of which the
approval is sought—

(a) the model will take into account any
relationship between the value of money and
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(b)

©

securities provided by the institution and the
value of money and securities received by
the institution under nettable repo-style
transactions, and, in particular in this regard,
whether the values have a positive relationship
or negative relationship or have no relationship
at all;

the quality of the model has proved acceptable
under a back-testing that—

(1) uses data covering at least a one-year
period; and

(i) covers representative counterparty
portfolios that have been chosen based on
the sensitivity of the portfolios to the
material risk factors and correlations to
which the institution is exposed;

if the nettable repo-style transactions are subject
to daily remargining, the model will assume a
minimum holding period of 5 business days and
that minimum holding period—

(i) will be subject to increase to the extent
that the liquidity of the securities provided
by way of collateral under those
transactions is such that a longer minimum
holding period should be assumed; and

(i) will be increased in the way set out in
section 226M(2) or (3), as the case requires,
if those transactions constitute a netting
set that falls within any of the descriptions
in that section;
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(d) if the nettable repo-style transactions are not
subject to daily remargining, the model will
assume a minimum holding period that is at
least equal to the minimum holding period
calculated by using Formula 23EC;
Formula 23EC
Minimum holding period =F + N — 1
where—

F = the minimum holding period
determined in accordance with
paragraph (c) as if the transaction
were subject to daily remargining;
and

N = actual number of days between
each remargining of the
transactions.

(e) the minimum holding period determined in

accordance with paragraph (c) or (d), as the
case requires, will be further increased in the
way set out in section 226M(7) if the
transactions concerned constitute a netting set
that falls within that section.

The Monetary Authority must, in deciding whether
to grant approval under subsection (3)(a) in respect
of a VaR model, take into account the requirements
set out in Schedule 3.

An authorized institution that is granted an approval
under subsection (3)(a) must calculate the default
risk exposure in respect of nettable repo-style
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transactions entered into by the institution with a
counterparty that do mnot fall within section
226MJ(1)(b) by using Formula 23ED.

Formula 23ED

E" = max {0, [(Z (E) - Z(C)) + VaR output|}

where—
(a) E"is the default risk exposure;

(b) E is the current market value of all
money and securities provided by the
institution under the transactions;

(c) C is the current market value of all
money and securities received by the
institution under the transactions;
and

(d) VaR output is the VaR number
generated by the VaR model in
respect of the previous business day.

226MM. Supplementary provisions to sections 226 MK and 226 ML

For the purposes of sections 226MK and 226ML,
securities received by an authorized institution under
repo-style transactions may be included in the calculation
under either of those 2 sections only if—

(a) for repo-style transactions booked in the
institution’s banking book—the securities are
recognized collateral (within the meaning of
section 51(1)) falling within section 80(1)(a), (b)
or (¢); and
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83.

84.

(b) for repo-style transactions booked in the institution’s
trading book—the securities are eligible for being
included in trading book and the securities are
provided to the institution under arrangements
that satisfy all the requirements of section 77 (other
than the requirements of section 77(g) and (i)).”.

Section 226N amended (transactions and contracts to be covered)
Section 226 N—

Repeal

13

, credit derivative contracts and (if required by the
Monetary Authority under section 10A(6)) SFTs, except
the transactions and contracts”

Substitute

“and (if required by the Monetary Authority under
section 10A(6)) SFTs, except the transactions”.

Section 226P amended (advanced CVA method)

(1)

2)

)

Section 226P(4) and (5)—
Repeal

“ (12)”.

Section 226P—

Repeal subsection (12).
Section 226P(13)—
Repeal

“current exposure method or the methods referred to in
section 10A(1)(b)”

Substitute

“SA-CCR approach or the methods set out in Division 2B
of this Part”.
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8s.

86.

(4) Section 226P(13)—
Repeal

“current exposure method or any of the methods referred
to in section 10A(1)(b)”

Substitute

“SA-CCR approach or any of the methods set out in
Division 2B of this Part”.

Section 226S amended (standardized CVA method)
(1) Section 226S(1), Formula 23], paragraph (c)—
Repeal

“IMM(CCR) approach, the current exposure method or
the methods referred to in section 10A(1)(b)”

Substitute

“SA-CCR approach, the IMM(CCR) approach, the
current exposure method or the methods set out in
Division 2B of this Part”.

(2) Section 226S(2A)—
Repeal paragraph (b)
Substitute

“(b) the method set out in section 226MJ to calculate the
institution’s default risk exposures in respect of
SFTs,”.

(3) Section 226S(2A), after “recognized collateral”—
Add
“received under the SFTs”.

Section 226T amended (eligible CVA hedges)
Section 226T(6)(c), before “the IMM(CCR) approach”—
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Add
“the SA-CCR approach,”.

87. Section 226U amended (application of Division 4)
Section 226U(2)—
Repeal
everything before “are not subject”
Substitute

“(2) To avoid doubt, exposures of an authorized
institution—

(a) to—
(1) CCPs;
(i1) clearing members;
(iii) direct clients; or

(iv) higher level clients or lower level clients
within multi-level client structures; and

(b) arising from delayed or failed settlement of—

(1) cash transactions in securities (other than
repo-style transactions), foreign exchange
or commodities; or

(1) cash-settled derivative contracts,”.

88. Section 226V amended (interpretation of Division 4)
(1) Section 226V(1), definition of Basel CCR Rules—
Repeal
everything after “set out in”
Substitute
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“chapters CRE50, CRE51, CRES52, CRES3, CRES54 and
CRESS of the consolidated Basel Framework published
by the Basel Committee in December 2019, as amended
or supplemented from time to time;”.
(2) Section 226V(1)—

Repeal the definition of initial margin

Substitute

“initial margin (B IR 4)—

(a) means the collateral posted—

(b)

(1)

(i)

to a CCP by—
(A) a clearing member of the CCP;

(B) a direct client of a clearing member
of the CCP; or

(C) an indirect client within a multi-level
client structure associated with the
CCP; and

to mitigate the potential future exposure of
the CCP to the clearing member arising
from the possible future change in the
value of the transactions of any one or
more of the parties referred to in
subparagraph (i)(A), (B) and (C);

if the collateral referred to in paragraph (a)
exceeds the minimum amount that the clearing
member, direct client or indirect client is
required to post and the CCP or clearing
member may, where appropriate, prevent the
clearing member, direct client or indirect client
from withdrawing the excess amount posted—
includes the excess amount; and
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(c) does not include—

(1)

(ii)

any default fund contributions made by
the clearing member; and

any collateral posted by the clearing
member, direct client or indirect client that
can be used by the CCP to mutualize
losses among clearing members;”.

(3) Section 226V(1)—
Repeal the definition of qualifying CCP

Substitute

“qualifying CCP (£ &#%CCP) means—
(a) a CCP—

()

(ii)

that has been granted a licence by a
regulator or overseer to operate as a CCP
(including a licence granted by way of
confirming an exemption) and is permitted
by the regulator or overseer to operate as
such with respect to products offered by
the CCP;

that is based and prudentially supervised
in a jurisdiction where the regulator or
overseer has established, and publicly
indicated that it applies to the CCP
on a continuous basis, domestic rules
and regulations that are consistent with
the principles in the document entitled
“Principles for financial market
infrastructures” published by the Committee
on Payments and Market Infrastructures
and the Technical Committee of the
International Organization of Securities
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(iif)

(iv)

Commissions, as in force from time to
time;

that calculates and makes available, or
makes available sufficient information for
other relevant parties to calculate, the
parameters specified in paragraphs 54.28
to 54.36 of the Basel CCR Rules in
accordance with the methodology and
requirements set out in those paragraphs,
so that the CCP’s clearing members are
able to calculate the regulatory capital for
their default fund contribution made to the
CCP, and update the calculation at least
quarterly and whenever there are material
changes to the number of, or the level of
exposure in respect of, cleared transactions
or material changes to the financial
resources of the CCP; and

that provides sufficient information in the
manner specified in paragraphs 54.37,
54.38 and 54.39 of the Basel CCR Rules to
its regulator or overseer, clearing members
and the relevant banking supervisory
authorities of the clearing members to
enable them to review the calculations of
the parameters referred to in subparagraph
(iii)) or the capital charge calculations
performed by the clearing members; or

(b) a CCP regarded as a qualifying CCP under
section 1 of Schedule 16.”.

(4) Section 226V(1), Chinese text, definition of & # % A & [

B 41 5 —
Repeal
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)

(6)

(7

(8)

“ff 5
Substitute

“ff o7,

Section 226V(1)—

(a)

(b)
©

definition of Committee on Payment and Settlement
Systems;

definition of offsetting transaction;

definition of variation margin—

Repeal the definitions.

Section 226V(1)—

Add in alphabetical order

“Committee on Payments and Market Infrastructures (315t

K TiG A2 B €) means the international
standard setter, whose secretariat is hosted by the
Bank for International Settlements in Basel,
Switzerland, that promotes, monitors and makes
recommendations about the safety and efficiency of
payment, clearing, settlement and related
arrangements, with a view to supporting financial
stability and the wider economy;”.

Section 226V(2)(b)—
Repeal

“to a netting agreement”
Substitute

“to an arrangement”.
Section 226V(2)(b)—
Repeal

“as a netting agreement”
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Substitute

“as an enforceable arrangement”.

89. Section 226W amended (calculation of credit risk exposures)

(1)

2)

)

Section 226W(1)—
Repeal

“An authorized institution must calculate its default risk
exposure to a CCP, a clearing member or a client in
respect of OTC derivative transactions, credit”

Substitute

“Subject to subsections (3), (6), (7) and (8), an authorized
institution must calculate its default risk exposure to a
CCP, a clearing member, a direct client, or a higher level
client or lower level client within a multi-level client
structure in respect of ”.

Section 226W—
Repeal subsections (2) and (4).
Section 226W—
Repeal subsection (5)
Substitute

“(5) In subsection (6)—

20-business day supervisory floor (20103 H B EEE T RR),
in relation to the calculation of the default risk
exposure of a large netting set, means the higher
supervisory floor of 20 business days required
under—
(a) section 91(2) (as applied by section 226MK and
insofar as it relates to section 226 M(2));

(b) section 226BZE(3);
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(c) section 226M(2); or

(d) section 226ML(4)(c)(ii) (insofar as it relates to
section 226M(2));

large netting set (REVFEHFHAG) means a netting set

(6)

(7)

(8)

that falls within the description in section 226M(2).

The 20-business day supervisory floor does not apply
to an authorized institution using the SA-CCR
approach, the IMM(CCR) approach or the method
set out in section 226 MK or 226 ML in its calculation
of the default risk exposure of a large netting set
with a qualifying CCP if the netting set—

(a) does mnot contain illiquid collateral or
transactions that cannot be easily replaced; and

(b) does not contain any disputed transactions.

For the purpose of calculating the default risk
exposures to CCPs arising from clearing of derivative
contracts under section 226X or 226ZD, a minimum
margin period of risk of 10 business days must be
used.

If a CCP retains the variation margin posted by an
authorized institution against a transaction and the
variation margin is not protected against the
insolvency of the CCP, the minimum margin period
of risk or the minimum holding period, as the case
requires, used in calculating the institution’s default
risk exposure in respect of the transaction is the
lesser of—

(a) 1 year;or

(b) the remaining time to maturity of the
transaction, subject to a floor of 10 business
days.”.
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90. Section 226X amended (exposures of clearing members to
qualifying CCPs)

(1) Section 226X(1)(b)—
Repeal
“its clients”
Substitute
“its direct clients”.
(2) Section 226X(2A)—
Repeal paragraph (a).
(3) Section 226X—
Repeal subsections (4), (5) and (6)
Substitute

“(4) An authorized institution that is a clearing member
of a qualifying CCP must use Formula 23K to
calculate the regulatory capital for its default fund
contribution (K ,;) made to the qualifying CCP.

Formula 23K

DFcp + DF e

K = max (KCCP . < > 8% - 2% DF%&nded)

where—

(a) Kcgep is  the hypothetical capital
requirement of the qualifying CCP
calculated in accordance with the
methodology and requirements set
out in paragraphs 54.28 to 54.35 of
the Basel CCR Rules for its default
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©)

(b)

(©)

(d)

risk exposures to all of its clearing
members and their direct clients and,
unless otherwise specified by the
Monetary Authority under subsection
(5), the risk-weight assigned to the
default risk exposures for the purpose
of the calculation is 20%;

DFM is the funded default fund
contribution made by the institution;

DFccp is the qualifying CCP’s funded
own resources, including capital and
retained earnings, which are
contributed to the default waterfall,
where these resources are junior to, or
rank equally with, clearing members’
funded default fund contributions;
and

DF ' is the total funded default
fund contributions made by the
clearing members of the qualifying
CCP.

The Monetary Authority may, by written notice to
all authorized institutions, specify a risk-weight that
is higher than 20%, or equal to 20% (if the risk-
weight currently in use is higher than 20%), for the
purpose of the calculation of Kccp under paragraph
54.29 of the Basel CCR Rules if the Monetary
Authority considers that the risk-weight specified is
warranted by the overall credit quality of the clearing
members of the qualifying CCP concerned.
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(6) The effective date of the risk-weight specified under
subsection (5) is to be a date not less than 2 months
from the date on which the authorized institutions
were notified.

(7) An authorized institution that is a clearing member
of the qualifying CCP concerned must ensure that
the risk-weight specified under subsection (5) and its
effective date are communicated promptly to the
person responsible for the calculation of the Kccp.

(8) Subsections (4), (5), (6) and (7) apply subject to
section 2 of Schedule 16.

(9) An authorized institution may assign a risk-weight
of 0% to its funded default fund contribution made
to the qualifying CCP, to the extent of the amount
for covering settlement-risk-only products.

(10)  Subsection (11) applies if the sum of—

(a) an authorized institution’s risk-weighted amount
of its default risk exposure to a qualifying CCP;
and

(b) the risk-weighted amount of its default fund
contribution made to the qualifying CCP,

is higher than the total risk-weighted amount (latter
amount) that would be calculated for those same
exposures if the qualifying CCP were a non-
qualifying CCP.

(11) The latter amount must be used in the institution’s
capital adequacy ratio calculations.”.

91. Section 226Y amended (provisions supplementary to section
226X(4))

(1) Section 226Y—



Banking (Capital) (Amendment) Rules 2020

L.N. 44 of 2020
Section 92 B1041

Repeal subsections (1) and (2).
(2) Section 226Y(3), after “K,;”—

Add

“by using Formula 23K”.
(3) Section 226Y—

Repeal subsections (4) and (5).
(4) After section 226Y(6)—

Add

“(7) This section applies subject to section 2 of Schedule
16.”.

92. Section 2267 amended (exposures of clearing members to clients)
(1) Section 2267, heading—
Repeal
“clients”
Substitute
“direct clients”.
(2) Section 226Z(1)(a)—
Repeal
“clients arising from CCP-related transactions”
Substitute

“direct clients arising from CCP-related transactions or
offsetting transactions”.

(3) Section 226Z(1)(b)—
Repeal

999

“clients
Substitute



Section 92

Banking (Capital) (Amendment) Rules 2020

L.N. 44 of 2020
B1043

(4)

)

(6)

(7

(8)

299

“direct clients’”.
Section 226Z(2)(b)—
Repeal

“for a derivative contract traded on an exchange, with its
client under a bilateral agreement between the institution
and its”

Substitute

“or offsetting transaction for a derivative contract traded
on an exchange, with its direct client under a bilateral
agreement between the institution and the”.

Section 226Z(2)—
Repeal

“the client arising”
Substitute

“the direct client arising”.
Section 226Z(2A)(a)—
Repeal

“client”

Substitute

“direct client”.

Section 226Z(2A)(b)—
Repeal

“recognized collateral in respect of the institution’s default
risk exposure to the”

Substitute

“a form of recognized credit risk mitigation in respect of
the institution’s default risk exposure to the direct”.

Section 226Z(2A), English text—
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©)

(10)

(11)

Repeal

“mitigating”
Substitute
“mitigation”.

Section 226Z(2A)—
Repeal

“client arising”
Substitute

“direct client arising”.
Section 226Z(2A)—
Repeal

“recognized collateral”
Substitute

“a form of recognized credit risk mitigation”.

Section 2267—
Repeal subsection (3)
Substitute

“(3) If, in calculating a default risk exposure to a direct
client, an authorized institution has applied—

(a) a shorter margin period of risk determined in
accordance with section 226BZE(2)(a) or

226M(1)(b); or

(b) a margin period of risk determined in
accordance with section 226BZE(5) or (6), or
section 226M(6) or (7), based on the shorter
margin period of risk referred to in paragraph

(),
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93.

the reduced default risk exposure resulted from the
use of a shorter margin period of risk under
paragraph (a) or (b) must also be used in the
calculation of the CVA risk-weighted amount in
respect of the direct client.”.

(12) Section 226Z—
Repeal subsection (4).

Section 226ZA amended (exposures of clients to clearing
members)

(1) Section 226ZA, heading—
Repeal
“clients”
Substitute
“direct clients”.
(2) Section 226ZA(1)(a)—
Repeal
“client”
Substitute
“direct client”.
(3) Section 226ZA(1)(b), after “CCP-related transaction”—
Add
“or an offsetting transaction”.
(4) Section 226ZA(1)—
Repeal
“(3), (4) and (5)”
Substitute
“(3) and (4)”.
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)

(6)

(7)

(8)

©)

(10)

Section 226ZA(2)(a)—

Repeal

“client”

Substitute

“direct client”.

Section 226ZA(2)(b), after “CCP-related transaction”—
Add

“or offsetting transaction”.

Section 226ZA(3) and (4)—

Repeal

“section 226X(1), (2)”

Substitute

“sections 226W(6) and 226X(1), (2), (2A)”.
Section 226ZA—

Repeal subsection (5).

Section 226ZA(6)—

Repeal

“(3), (4) and (5)”

Substitute

“(3) and (4)”.

Section 226ZA(6)(a)—

Repeal

“for the relevant transaction is identified by the CCP as a”
Substitute

“with the CCP for the relevant transaction is identified by
the CCP as a clearing”.
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(11)  Section 226ZA(6)(a)(ii) and (iii)—
Repeal
“clients”
Substitute
“direct clients”.
(12)  Section 226ZA(6)—
Repeal paragraph (b)
Substitute
“(b) the institution—

(1) has conducted a sufficient legal review and has a
well-founded basis to conclude that, in the event
of a challenge in a court of law or before an
administrative authority, the relevant court or
administrative authority would find that the
arrangements referred to in paragraph (a) would
be legal, valid, binding and enforceable under the
relevant laws of the relevant jurisdictions; and

(1) undertakes such further review as necessary
to ensure continuing enforceability of the
arrangements referred to in paragraph (a); and”.

(13) Section 226ZA(6)(c)—
Repeal
“transaction with”
Substitute
“transaction between the CCP and”.

94. Section 226Z.B amended (exposures of clients to CCPs)
(1) Section 226ZB, heading—
Repeal
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2)

€)

(4)

)

(6)

“clients”

Substitute

“direct clients”.

Section 226ZB(1)—

Repeal

“(2), (3) and (4), where an authorized institution is a”
Substitute

“(2) and (3), where an authorized institution is a direct”.
Section 226ZB(2)—

Repeal

“a qualifying CCP arising from the relevant transaction in
accordance with section 226X(1), (2)”

Substitute

“the CCP arising from the relevant transaction in
accordance with sections 226W(6) and 226X(1), (2), (2A)”.

Section 2267ZB(3)—

Repeal

“section 226X(1), (2)”

Substitute

“sections 226W(6) and 226X(1), (2), (2A)”.
Section 226ZB—

Repeal subsection (4).

Section 226ZB(5)—

Repeal

“(2), (3) and (4)”
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Substitute
“(2) and (3)”.
(7) Section 226ZB(5)—
Repeal

“for the relevant transaction is identified by the CCP as a”
Substitute

“with the CCP for the relevant transaction is identified by
the CCP as a clearing”.

95. Section 226ZBA added
After section 226ZB—

“226ZBA.

Add

Exposure of authorized institution to higher level client or
lower level client within multi-level client structure

(1)

2)

Subject to subsection (5), if an authorized institution
within a multi-level client structure enters into an
offsetting transaction or a CCP-related transaction
with a higher level client or lower level client (relevant
client) within the structure (relevant transaction), the
institution must calculate the risk-weighted amount
of its default risk exposure and CVA risk-weighted
amount in respect of the relevant client arising from
the relevant transaction in accordance with Division
3 and Part 4, 5 or 6, as the case requires.

If the relevant transaction referred to in subsection (1)
is entered into between the institution and the
relevant client under a bilateral agreement for a
derivative contract traded on an exchange, the
institution must calculate the risk-weighted amount
of its default risk exposure and CVA risk-weighted
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)

“4)

©)

amount in respect of the relevant client arising from
the derivative contract as if the derivative contract
were an OTC derivative transaction.

In calculating the default risk exposure to the
relevant client referred to in subsection (1) or (2)
where such client is a lower level client, if the CCP
concerned is a qualifying CCP, section 226Z(3)
applies to the institution’s netting set with the lower
level client as it applies to a clearing member’s
netting set with the clearing member’s direct client.

For the purposes of subsections (1) and (2), section
226Z(2A) applies to the collateral collected by the
institution from a lower level client within the multi-
level client structure that has been passed on to the
CCP concerned to secure a transaction cleared by the
CCP as if the collateral were collected by an
authorized institution as a clearing member from the
clearing member’s direct client that has been passed
on to a CCP.

For a relevant transaction referred to in subsection (1)
entered into by an authorized institution with a
higher level client, the institution may calculate the
risk-weighted amount of its default risk exposure to
the higher level client arising from the relevant
transaction—

(a) if all the conditions set out in section 226ZA(6),
with all necessary modifications, are met for
arrangements among the CCP, clearing member,
all clients at levels higher than the institution
within the multi-level client structure, and the
institution—in accordance with sections
226W(6) and 226X(1), (2), (2A) and (3) as if its
default risk exposure were to the CCP; or
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96.

(b)

if all the conditions set out in section 226ZA(6)
(excluding the condition set out in section
226Z.A(6)(a)(iii)), with all necessary
modifications, are met for arrangements among
the CCP, clearing member, all clients at levels
higher than the institution within the multi-level
client structure, and the institution—in
accordance with sections 226 W(6) and 226X(1),
(2), (2A) and (3) as if its default risk exposure
were to the CCP except that the applicable risk-
weight must be 4% instead of 2%.”.

Section 226ZD amended (exposures of clearing members to non-
qualifying CCPs)

(1) Section 226ZD(1)(b)—
Repeal

“clients”
Substitute

“direct clients”.
(2) Section 226ZD—
Repeal subsection (1A)

Substitute

“(1A)

To avoid doubt, for the purposes of subsection (1), if
there is recognized credit risk mitigation not included
in the calculation of the default risk exposure to the
non-qualifying CCP, the recognized credit risk
mitigation may be taken into account in the
calculation of the risk-weighted amount of the
exposure only if this is conducted in accordance with
Part 4.”.

(3) Section 226ZD(2)—
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Repeal

“subsection (3)”

Substitute

“subsections (3) and (5)”.
(4) After section 226ZD(4)—

Add

“(5) An authorized institution may assign a risk-weight
of 0% to its funded default fund contribution made
to a non-qualifying CCP, to the extent of the amount
for covering settlement-risk only products.”.

97. Section 226ZE amended (treatment of posted collateral)
(1) Section 226ZE—
Repeal subsection (1)
Substitute
“(1) Subject to subsections (2), (3) and (4), if—

(a) an authorized institution has posted collateral
to—

(i) a CCP;
(i)) a CCP’s clearing member; or

(i) a higher level client within a multi-level
client structure; and
(b) the collateral is unsegregated collateral,

the institution must, in respect of the collateral,

calculate the risk-weighted amount of its credit

exposure to the person holding the collateral in

accordance with Part 4, 5 or 6, as the case requires.”.
(2) Section 226ZE(4)—

Repeal
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“client of a clearing member of a CCP and has posted
collateral for transactions with the”

Substitute
“direct client of a clearing member of a CCP, or is an
indirect client within a multi-level client structure
associated with a CCP, and has posted collateral for
transactions cleared by the”.

(3) Section 226ZE(4)(b)—
Repeal
“and the other clients of the clearing member”
Substitute
“, the clearing member’s direct clients, and, if clearing of
the transactions by the CCP involves a multi-level client
structure, clients within the structure at levels higher than
the institution and those clients’ clearing clients (whether
within the structure or not)”.

(4) Section 226ZE—
Repeal subsections (5) and (6).

(5) Section 226ZE—

Repeal subsection (6A)
Substitute

“(6A) Subsections (1) and (2) do not apply to collateral

(6)

posted by an authorized institution that is—

(a) included as part of a default risk exposure to a
CCP under section 226V(2)(a); or

(b) included in the calculation of the default risk
exposure to a CCP, clearing member or higher
level client under Division 1A, 2, 2A or 2B.”.

Section 226ZE(7)—
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Repeal paragraph (a)
Substitute

“(a) any unsegregated collateral posted by an authorized
institution to a CCP, clearing member or higher level
client (concerned party) must be risk-weighted in
accordance with section 226X, 226ZA, 226ZB,
226ZBA or 2267ZD, as the case requires, if the
unsegregated collateral is—

(i) posted in respect of one or more than one CCP-
related transaction or offsetting transaction or
in respect of a transaction entered into by the
institution as a direct client with a CCP; and

(1) included as part of the institution’s default risk
exposure to the concerned party by virtue of
Division 1A, 2, 2A or 2B or section 226V(2)(a);
and”.

98. Section 227 amended (interpretation of Part 7)

(1) Section 227(1), definition of principal amount, paragraph
(b), after “securitization exposure”—

Add
“(other than default risk exposure)”.
(2) Section 227(1), definition of clean-up call, paragraph (b)—
Repeal
“providing”
Substitute
“purchasing”.
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99.

Section 230 amended (treatment of underlying exposures of
eligible securitization transactions: general)
(1) Section 230(2)—
Repeal
“subsections (3)”
Substitute
“subsections (2A), (3)”.
(2) Section 230(2)(b), after “section 231,”—
Add
“in calculating the risk-weighted amount under paragraph
(a),”.
(3) After section 230(2)—
Add

“(2A) If the credit risk mitigation used in an eligible
synthetic securitization transaction for transferring
the credit risk of the underlying exposures to other
parties to the transaction is a recognized guarantee
or a recognized credit derivative contract provided by
an SPE in respect of which all the requirements set
out in section 2(a) of Schedule 10 are satisfied—

(a) the treatment set out in subsection (2) is not
applicable to the underlying exposures of the
transaction; and

(b) subject to subsections (2B), (3), (4) and (5) and
section 231, the originating institution may
only—

(1) if the credit risk mitigation is not in the
form of tranched credit protection—
calculate the risk-weighted amount of the
underlying exposures of the transaction in
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(ii)

accordance with subsection (2)(a) and take
into account the effect of the credit risk
mitigation in the calculation in accordance
with Divisions 9 and 10 of Part 4
regardless of whether the calculation is
made in accordance with Part 4;

if the credit risk mitigation is in the form
of tranched credit protection—

(A)

(B)

(©)

decompose the underlying exposures
of the transaction into a protected
sub-tranche and an unprotected sub-
tranche;

calculate the risk-weighted amount of
the protected sub-tranche in
accordance with this Part as if it were
a securitization exposure and take
into account the effect of the credit
risk mitigation in the calculation in
accordance with Divisions 9 and 10
of Part 4 instead of Division 5 of this
Part; and

calculate the risk-weighted amount of
the unprotected sub-tranche by using
the SEC-IRBA, SEC-ERBA, SEC-SA
or SEC-FBA, as the case requires,
and in accordance with sections 240,
241 and 249, as if the unprotected
sub-tranche were a securitization
exposure.

(2B)  For the purposes of subsection (2A)(b)(i) and (ii)(B)—
(a) the

risk-weight applicable to the credit
protection covered portion (within the meaning
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(b)

of section 51(1)) or the protected sub-tranche,
as the case requires, is the weighted-average
risk-weight of the SPE’s assets determined
under Part 4; and

the amount of the credit protection covered
portion or the protected sub-tranche, as the case
requires, must not be larger than the current
market value of the SPE’s assets adjusted
downwards by standard supervisory haircuts for
volatility of the value of the assets and any
currency mismatch subject to adjustment set out
in section 92.”.

(4) Section 230(3), (5) and (6)—
Repeal
“(1) or (2)”

Substitute

“(1), (2) or 2A)”.

Section 231 amended (treatment of underlying exposures of
eligible synthetic securitization transactions in case of maturity
mismatch or call option)

(1) Section 231(1)(a), after “section 230(2)(b)”—

Add

“or (2A)(b)”.
(2) After section 231(2)—

Add
65(2A)

In applying subsection (2)(b) for the purposes of
section 230(2A)(b), P in Formula 12 must be
construed to mean the amount of the credit
protection covered portion or the protected sub-
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101.

102.

103.

tranche, as the case requires, referred to in section
230(2B)(b).”.

(3) Section 231(3), after “section 230(2)(b)(ii)”"—
Add
“or (2A)(b)”.

Section 232 amended (treatment of expected losses and provisions
in respect of underlying exposures)

Section 232(1)(b)—
Repeal
“230(1) or (2)”
Substitute
“230(1), (2) or (2A)”.

Section 234 amended (measures for authorized institution
providing implicit support)

Section 234(2)(a)—
Repeal
“230(1) and (2)”
Substitute
“230(1), (2) and (2A)”.

Section 313 amended (counterparty credit risk)
(1) Section 313(2), after “buyer”—

Add

“or protection seller”.
(2) Section 313—

Repeal subsections (3) and (4).



Banking (Capital) (Amendment) Rules 2020

L.N. 44 of 2020
Section 104 B1075

(3) Section 313(5)(b)—
Repeal

“the current exposure method or the IMM(CCR)
approach”

Substitute

“the SA-CCR approach, the IMM(CCR) approach or the
current exposure method”.

104. Section 321 amended (counterparty credit risk)
(1) Section 321(2), after “buyer”—
Add
“or protection seller”.
(2) Section 321—
Repeal subsections (3) and (4).
(3) Section 321(5)(b)—
Repeal
“current exposure method”
Substitute
“SA-CCR approach”.

105. Schedule 1 amended (specification for purposes of certain
definitions in these Rules)

Schedule 1—
Repeal
“& 182]”
Substitute
“ 182 & 226MD]”.
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106.

Schedule 1A amended (transactions and contracts not subject to
CVA capital charge)

(1) Schedule 1A, section 1(a)—
Repeal
“, credit derivative contracts and SFTs with a CCP”
Substitute
“and SFTs with a qualifying CCP”.
(2) Schedule 1A, section 1—
Repeal paragraphs (b) and (c)
Substitute

“(b)

©

(ca)

OTC derivative transactions and SFTs with a clearing
member of a qualifying CCP for which the risk-
weighted amount of the default risk exposure
incurred by an authorized institution as a direct
client of the clearing member is calculated in
accordance with section 226ZA(3) or (4) of these
Rules;

OTC derivative transactions and SFTs with a
qualifying CCP for which the risk-weighted amount
of the default risk exposure incurred by an
authorized institution as a direct client of a clearing
member of the CCP is calculated in accordance with
section 226ZB(2) or (3) of these Rules;

OTC derivative transactions and SFTs with a higher
level client within a multi-level client structure
associated with a qualifying CCP for which the risk-
weighted amount of the default risk exposure
incurred by an authorized institution within the
structure to the higher level client is calculated in
accordance with section 226ZBA(5) of these Rules;”.
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107.

3)

(4)

)

(6)

(7

Schedule 1A, section 1(d)(1)(A)—
Repeal

“, credit derivative contracts”.
Schedule 1A, section 1(d)(1)(B)—
Repeal

13

, credit derivative contracts and SFTs that fall within
paragraph (a), (b), (c)”

Substitute

“and SFTs that fall within paragraph (a), (b), (c), (ca)”.
Schedule 1A, section 1(e)—

Repeal

“, credit derivative contracts and SFTs (other than those
falling within paragraph (a), (b), (c)”

Substitute

“and SFTs (other than those falling within paragraph (a),
(b), (c), (ca)”.

Schedule 1A, section 1(e)(i)—

Repeal

“or contracts”.

Schedule 1A—

Repeal section 2.

Schedule 2A amended (minimum requirements to be satisfied for
approval under section 10B(2)(a) of these Rules to use
IMM(CCR) approach)

(1)

Schedule 2A, section 1(e)(i1)(A)—
Repeal
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108.

109.

110.

“226L(3) of these Rules) and variation margins (within
the meaning of section 226V(1)”

Substitute

“226A of these Rules) and variation margins (within the
meaning of section 226A”.

(2) Schedule 2A—

Repeal section 7.

Schedule 3 amended (minimum requirements to be satisfied for
approval under section 18 of these Rules to use IMM approach)

Schedule 3—
Repeal
“Iss. 18, 19, 977
Substitute
“[ss. 18, 19, 226ML”.

Schedule 4B amended (qualifying criteria to be met to be
Additional Tier 1 capital)

Schedule 4B, Chinese text, section 3(2)—

Repeal
“H BRI R AT B R (W] — SRAT 4R B A E R R AT 7
Substitute

“ 1) BB R R) B[R] — SRAT AR RO BB R AT - IR X
Schedule 4C amended (qualifying criteria to be met to be Tier 2
capital)

Schedule 4C, Chinese text, section 3(2)—

Repeal
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“ phy B R T B JB [R) — SRAT B T B R AT R
Substitute
“ I B BR AT B B W] — SRAT AR A E BT > M ax
111.  Schedule 6 amended (credit quality grades)

112.

Schedule 6—

Repeal
“[ss. 55, 59, 60, 61, 61A, 62, 79, 98, 99, 139”
Substitute

“[ss. 2, 55, 59, 60, 61, 61A, 62, 79, 98, 99, 139, 226BW,
226MD”.

Schedule 7 amended (standard supervisory haircuts for
comprehensive approach to treatment of recognized collateral)

(1)

2)

3)

Schedule 7, heading—
Repeal

“for Comprehensive Approach to Treatment of Recognized
Collateral”.

Schedule 7—

Repeal

“51, 86, 94 & 96]”

Substitute

“2, 51, 86, 92, 94, 163, 226BJ, 226K & 226MK]”.
Schedule 7, section 1—

Repeal

everything before “Table”

Substitute
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“l. The standard supervisory haircuts for taking into
account the volatilities of the values of exposures
(including exposures in the form of unsegregated
collateral posted) and collateral are set out in the
Table.”.

(4) Schedule 7, section 2—
Repeal paragraph (a)

Substitute
“(a) the haircuts may only be applied to an exposure or
collateral—

(1) that is subject to—
(A) daily marking-to-market;
(B) daily revaluation; or
(C) daily marking-to-market and daily
remargining; and

(1) whose applicable minimum holding period or
margin period of risk determined under these
Rules is 10 business days;”.

(5 Schedule 7, section 2—
Repeal paragraph (e)
Substitute
“(e) recognized collateral (% AT HXAH i) —

(1) unless subparagraph (ii) applies—means
recognized collateral within the meaning of
section 51(1) or recognized financial collateral
within the meaning of section 139(1); or

(i) in relation to the calculation of default risk
exposure by using the SA-CCR approach or
IMM(CCR) approach—means collateral
referred to in section 226BJ(5) or 226H(3);”.
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(6) Schedule 7, after section 2—
Add

“3. The standard supervisory haircut must be adjusted
by using Formula 33 if any of the following,
determined under these Rules, is not 10 business
days—

(a) the minimum holding period or the margin
period of risk of the transaction giving rise
to the exposure concerned;

(b) the minimum holding period or the margin
period of risk of the transaction giving rise
to the exposure secured by the recognized
collateral concerned;

(c) the minimum holding period of the
unsegregated collateral concerned.

Formula 33

Adjustment of Standard Supervisory Haircuts

H=H P
10 X 10

H = haircut applicable to an exposure
or recognized collateral, as the
case requires, capped at 100%;

where—
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standard  supervisory haircut
appropriate for the type of
exposure or recognized collateral
to which the exposure or
recognized collateral belongs;
and

the following, as the case
requires, determined in
accordance with these Rules—

(i) the minimum holding
period or the margin period
of risk of the transaction
giving rise to the exposure
or of the transaction giving
rise to the exposure secured
by the recognized collateral;
or

(i) the minimum holding
period of the unsegregated
collateral.”.

113.  Schedule 8 amended (credit quality grades for specialized lending)

Schedule 8—
Repeal
(13 [S. 2

Substitute

“Iss. 2 &”.
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114.

Schedule 10 amended (requirements to be satisfied for synthetic
securitization transaction to be eligible synthetic securitization

transaction)

(1) Schedule 10—

Repeal

“[s. 2297
Substitute

“[ss. 229 & 230™.
(2) Schedule 10, section 2—
Repeal paragraph (a)

Substitute

“(a) the SPE in the securitization transaction concerned
may be recognized as a credit protection provider for
the purposes of section 98 or 99 if—

(1)

(i)

(iif)

the SPE owns assets that fall within one or
more than one category of asset specified in
section 80(1)(a), (b) and (c¢) and none of the
SPE’s assets is a securitization exposure;

relevant legal documentation provides that the
SPE’s assets can be applied to pay any amounts
that the SPE may become obliged to pay from
time to time to the originating institution
pursuant to the credit protection concerned;

there are no claims or contingent claims (other
than those for administrative fees, operating
expenses and other similar payments) that rank
senior to, or equally with, the rights of the
originating institution receiving payments
pursuant to the credit protection; and
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(iv) the arrangements through which the security
interests in the SPE’s assets are granted for the
benefit of the originating institution and the
control procedures in place, if they were carried
out by an authorized institution, would satisfy
the requirements under section 77(a), (b), (c),
(d), (e), (ea) and (f); and”.

115.  Schedule 11 amended (mapping of ECAI issue specific ratings
into credit quality grades under SEC-ERBA)

Schedule 11—
Repeal
“[ss. 15B, 2657
Substitute
“Iss. 2, 15B, 265”.

116. Schedule 16 added
After Schedule 15—
Add

“Schedule 16

[ss. 226V, 226X & 226Y]

Transitional Provisions for Banking (Capital)
(Amendment) Rules 2020

1. CCP not using SA-CCR approach regarded as qualifying
CCP in certain circumstances

(1) Subject to subsections (2) and (3), a CCP in a
jurisdiction outside Hong Kong may be regarded as
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2)

3)

“4)

a qualifying CCP for the purposes of these Rules
despite the fact that the CCP does not meet the
description in paragraph (a)(iii) and (iv) of the
definition of gqualifying CCP in section 226V(1) of
these Rules in that the CCP’s exposure amount to its
clearing members is calculated not by using the
applicable SA-CCR method.

Subsection (1) applies only if—
(a) except as mentioned in subsection (1), the CCP
otherwise meets the description in the definition

of qualifying CCP in section 226V(1) of these
Rules;

(b) the CCP is a CCP in a jurisdiction in which the
jurisdiction’s SA-CCR rule is published on or
before 30 June 2021; and

(c) the earliest date by which any bank subject to
the jurisdiction’s SA-CCR rule must begin to
use the applicable SA-CCR method to calculate
the exposure amount of counterparty default
risk (mandatory compliance date) does not fall
on a date before 1 July 2021.

Subsection (1) ceases to apply to a CCP in a
jurisdiction on the mandatory compliance date for
the jurisdiction’s SA-CCR rule.

In this section—
(a) a CCPis a CCP in a jurisdiction if—
(i) the CCPs place of incorporation or

equivalent location (in the case of a non-
corporate entity) is the jurisdiction; or

(i) where a branch of the CCP is involved—
the branch is located in the jurisdiction;
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(b) a law, regulation or directive (however described)
of a jurisdiction to implement a calculation
method for measuring counterparty default risk
exposures of banks based on the standardized
approach to counterparty credit risk, set out in
the Basel CCR Rules (within the meaning given
in section 226V(1)) (Basel SA-CCR approach),
is the jurisdiction’s SA-CCR rule;

(c) the Basel SA-CCR approach, or that approach
as modified under a jurisdiction’s SA-CCR rule,
is the applicable SA-CCR method.

(5) For the purposes of subsection (2)(b), a jurisdiction’s
SA-CCR rule is regarded as having been published in
the jurisdiction on the completion of the procedure
required by the law of the jurisdiction for bringing
into force the rule, regardless of whether the
mandatory compliance date is specified.

2. Exposures of clearing members to CCP regarded as

qualifying CCP

(1)

2)

If a CCP is regarded as a qualifying CCP under
section 1, an authorized institution that is a clearing
member of the CCP must calculate the regulatory
capital for the default fund contribution made by the
institution to the CCP in accordance with sections
226X(4) and (6) and 226Y of the pre-amended Rules
(instead of sections 226X(4), (5), (6) and (7) and
226Y of these Rules).

In this section—

pre-amended Rules ()74 #iH) means these Rules as in

force immediately before 30 June 2021.”.
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Eddie YUE
Monetary Authority

20 April 2020
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Explanatory Note

These Rules are made by the Monetary Authority under section

97C of

the Banking Ordinance (Cap. 155) to amend the

Banking (Capital) Rules (Cap. 155 sub. Leg. L) (principal Rules).

The main purpose of the Rules is to amend the principal

Rules—
(a)

(b)

to provide for a new method for calculating the
exposure amount of counterparty credit risk arising
from derivative contracts, as set out in the document
entitled “The standardised approach for measuring
counterparty credit risk exposures” published by the
Basel Committee on Banking Supervision (Basel
Committee) in March 2014 (revised in April 2014);
and

to provide for the revised capital treatment of default
fund contributions and exposures in respect of access
to central clearing services through multiple layers of
intermediaries, as set out in the document entitled
“Capital requirements for bank exposures to central
counterparties” published by the Basel Committee in
April 2014.

New method for calculating the exposure amount of counterparty credit
risk arising from derivative contracts

3.

Under the principal Rules as in force before the commencement
of the Rules (pre-amended Rules), an authorized institution
may calculate the exposure amount of counterparty credit risk
arising from derivative contracts by using the current exposure
method (CEM) or the internal models (counterparty credit
risk) approach.
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4. The Rules seek to introduce a new method, namely the

standardized (counterparty credit risk) approach (SA-CCR
approach), for calculating the exposure amount of counterparty
credit risk arising from derivative contracts. The provisions
relating to the SA-CCR approach are mainly set out in the new
Division 1A of Part 6A of the principal Rules (see section 75
of the Rules).

Provisions in the pre-amended Rules relating to the CEM and
to the calculation of the exposure amounts of counterparty
credit risk arising from securities financing transactions are
relocated to the new Divisions 2A and 2B of Part 6A of the
principal Rules so that all provisions related to the calculation
of exposure amounts of counterparty credit risk are set out in
the same Part (see section 82 of the Rules).

Revised capital treatment of default fund contributions and exposures in
respect of access to central clearing services through multiple layers of
intermediaries

6.

Division 4 of Part 6A of the pre-amended Rules sets out the
capital requirement for an authorized institution’s exposures
arising from transactions cleared by a central counterparty

(CCP).

The Rules seek to revise the capital requirement by—

(a) replacing the existing method for calculating the
capital charges of an authorized institution’s
exposures arising from its default fund contributions
made to a qualifying CCP (QCCP) with a new
approach under which the SA-CCR approach will be
used to determine a QCCP’s counterparty credit risk
exposures to its clearing members;
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(b) setting a cap on an authorized institution’s total
capital charges for its exposures to a QCCP; and

(c) introducing a multi-level client structure and laying
down capital treatment of exposures between clients
within the structure.

8. The main provisions are set out in sections 4, 87, 88, 89, 90, 91,
92, 93, 94, 95, 96, 97 and 116 of the Rules. In particular—

(a) the new section 2AA of the principal Rules added by
section 4 of the Rules describes a multi-level client
structure and provides for the interpretation of terms
used in relation to a multi-level client structure; and

(b) the new Schedule 16 to the principal Rules added by
section 116 of the Rules provides for a transitional
arrangement for certain CCPs in case their
counterparty credit risk exposures to clearing
members are not calculated by using the SA-CCR
approach.

Others

9. The Rules also amend the principal Rules to enhance clarity of
certain provisions of the principal Rules, including amendments
to refine the capital treatment under the securitization
framework to reflect certain common practices relating to the
origination of securitization transactions.

10. The Rules come into operation on 30 June 2021.
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