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Areas  of differences between the Current Capital Adequacy Regime and the Basic Approach in terms of credit risk capital measurement

	Items
	Current Capital Adequacy Framework
	Basic Approach

	Capital base

	Items for deduction


	As set out in the 3rd Schedule of the Banking Ordinance
	As set out in Section 3.3 of the August 04 consultation package, from 3.3.3 to 3.3.10.

	Credit risk-weighted exposures

	Commitments
	· Unconditionally cancellable or with an original maturity under 1 year: 0% CCF; 

· Original maturity of 1 year or over: 50% CCF


	· Unconditionally cancellable:  0% CCF;

· Original maturity up to 1 year: 20% CCF;

· Original maturity of over 1 year: 50% CCF



	Short-term self-liquidating trade letters of credit
	· Trade-related contingencies: 20% CCF

· Liabilities arising from confirmation of letters of credit issued by another bank is a direct credit substitute: 100% CCF


	· 20% CCF for liabilities arising both from issuing and confirming letters of credit

	Risk-weighting for OTC derivatives
	· Subject to a RW ceiling of 50%.
	· Remove the 50% RW ceiling and subject it instead to a higher ceiling of 100%.

	Credit derivatives
	· Use add-on factors for interest rate and equity contracts to cover potential future exposures of credit default swaps and total return swaps in trading book.  (Capital treatment is set out in the existing SPM module on credit derivatives – CR-G-12).


	· Specify new add-ons factors to cover potential future exposures of credit default swaps and total return swaps in trading book (see paragraph 707 under Section VI of Part 2 of the revised capital framework released in June 04 by the Basel Committee).
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