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27 February 2015

The Chief Executive
All locally incorporated authorized institutions

Dear Sir / Madam,

Supervisory Policy Manual (“SPM™)
CA-G-1: “Overview of Capital Adequacy Regime for Locally Incorporated
Authorized Institutions” (Revised)

I am writing to inform you that, following consultation with the two industry
Associations, the Monetary Authority (“MA”) is issuing by notice in the Gazette
today a revised version of the SPM module “Overview of Capital Adequacy Regime
for Locally Incorporated Authorized Institutions” as a statutory guideline under
section 7(3) of the Banking Ordinance.

The revisions update the module to reflect the current regulatory capital requirements
(as contained in the Banking Ordinance, the Banking (Capital) Rules (BCR), the
Banking (Disclosure) Rules and the relevant supervisory guidelines issued to date) as
well as the supervisory process to ensure compliance. In particular, paragraphs 6.1.2
to 6.1.6 of the revised module provide guidance on the procedures to be followed by
authorized institutions to ensure a capital instrument proposed to be included as
Additional Tier 1 capital or Tier 2 capital meets all of the qualifying criteria specified
in Schedule 4B or 4C to the BCR.

The opportunity has also been taken to clarify a couple of issues (relating to the
application of section 33(1) of the BCR and the capital buffers) identified in the recent
assessment by the Basel Committee of Hong Kong’s compliance with the Basel
2/2.5/3 standards under the Committee’s Regulatory Consistency Assessment
Programme (see paragraphs 4.6, 13.1 (in respect of capital plan) and 13.2 of the
revised module).
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On-line access to the module is available under the icon for “Supervisory Policy
Manual” on the HKMA'’s public (http://www.info.gov.hk/hkma) and private
(http://www.stet.iclnet.hk) websites.

Should you have any questions regarding this module, please feel free to contact Mr
Richard Chu on 2878-8276 or Miss Samantha Yau on 2878-8284.

Yours faithfully,

Martin Sprenger
Acting Executive Director (Banking Policy)

Encl.

c.c. The Chairman, The Hong Kong Association of Banks
The Chairman, The DTC Association
FSTB (Attn. Mr Jackie Liu)


http://www.info.gov.hk/hkma
http://www.stet.iclnet.hk/

	CA-G-1.pdf
	Purpose
	Classification
	Previous guidelines superseded
	Application
	Structure
	1. Introduction
	2. Approach to supervising AIs’ capital adequacy
	3. Solo capital adequacy requirements
	3.1 In order to provide a conservative measure of each AI’s stand-alone capital strength, all AIs are required to comply with the minimum CAR requirements on a solo basis.  To arrive at the capital position of an AI on a solo basis, the capital invest...
	 those that are members of the AI’s consolidation group; and
	 those that are not members of the AI’s consolidation group, in which case some exemption is allowed for certain holdings provided the amounts are within the specified “thresholds”, generally by reference to 10% of the CET1 capital of the AI, calcula...
	4. Consolidated capital adequacy requirements
	5. Calculation of CAR
	5.1 Under the BCR, an AI must calculate each of the capital ratios referred to in section 2.1.2 above as a ratio (expressed as a percentage) of the corresponding tier of the AI’s capital base (see section 6) to the sum of its risk-weighted amounts (RW...
	6. Composition of capital base
	7. Risk-weighting framework
	8. Assessment of overall capital adequacy
	11. Consequences of contraventions
	12. Financial disclosures
	13. Further developments




