
COMMISSIONER OF BANKING 

HONG KONG 

our Ref. CB/POL/1/9/7 

The Chief Executive 
All Authorised Institutions 

Dear Sir, 

27 July 1992 

Exemption of financial exposures 
which are secured by cash deposits, 

government securities, guarantees 
or other undertakings similar to guarantees 

under section 81 

I am writing to inform you that the captioned 
guideline has been published in the Gazette on 24 July 1992 
under section 7(3) of the Banking Ordinance (a copy is 
attached for your reference). The guideline will take effect 
from 1 August 1992 in conjunction with a related amendment to 
section 81 made by tbe Banking (Amendment) Ordinance 1992.

The amendment grants exemption to a financial exposure to the 
extent to which it is secured by securities issued or 
guaranteed by the central bank or ce�tral government of a Tier 
1 country. 

You should also note that this guideline will 
supersede and hence replace the previous guideline on the 
subject (No. 5.2.2 in the Index for Guidelines and Circulars 
issued by the Commissioner of Banking). 

c.c. Chairman, HKA.B
Chairman, DTCA 

Encl. 

Yours faithfully, 

(D T R. Carse) 
Commissioner of Banking 

28/F, Queensway Govt. Offices. 66 Queensway, Central, Hong Kong. Tel. 867 2671 Telex 64282 COFB HX Fax. 869 0462 
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Guidelines 5.2.2

BANKING ORDINANCE (`^ap. 155)

Exemption of financial exposures
which are secured by cash deposits,
government securities, guarantees

or other undertakings similar to guaranties
under s~etion 81

A Guideline issued by the CoTnmissioner of Banking
under Section 7(3) to take effect on 1 Aucrust 1992

Introduction

This Guideline i~corporaces and sup~rsedzs the Guidelinz
on the samz subjzct publishzd in the Government Gazette on 18
October 1991 under section 7(3) of the Banking Ordinance (the
Ordiz:ancz)

2. T~~ object o~ s~ctio~ 81 of the O~dina~ce is to prevent
an aut:zorized institution from exposing itself •to undue
concentration of risks to a customer or a particular group of
customzrs.

3. Section 81.(6?(b)(i) zmpowzrs the Commissioner of Banking
(t:~e Commissioner} to grant exemption to a financial exposure to
the extznt to *,which it is szcurzd by a cash deposit, a guarantze,
an und~~taking which, in the opinion of the Commissioner, is
similar to a guarantze, or_szcur_ities issued by or guaranteed by
the central bank or central government of a Tier 1 countr~r as_,T
dz~~.:~~ in t::z Thircl Schedule to t~z Ordinance, SUD]2CL to such_-- -_ __
condy~ions as he :nay think propzr to attach th~r~tc.

4. This Guideline sits out the yaneral criteria upon. ~rhich
t~:~ Co~~,missioner =mil? e:~arcisa hzs discretion whither to accept
cast dzposits, gov2rn:nent securities, guaranties or ot:~zr
under~akings for ex~:nption under s~c~icn 31,

Cash der~osit

5. 2'he Com.mission?r nc2~S to b~ satis~i~d that the cash
COQ ~ d~2T'dl 'r!i'li cfiZCt1V2~ V rec:uce an 1RSt:~tUt~.0I1~ S ~Y~OSIIY'= ~O
trc2 :~'..iS~J:12~ CORCYZ'il@C~, Zil particular s file LrO~lOWl:?CJ. C.iii.2Y'1d

shoL? -~ b~ :~~r_ -

~~ ~:.~ :e~osit is ~Iac~d with the authorized
~r.s-.i ~u~icr., i~clu~ing its overseas
.,_ ~::~E":2S . +`i~'1c=8 ~..c borro*~ain^ and tie
~.~.~.cp051L Oi r`.'1~ CdSi: St~dC~'_= ~1~~eren~

is~:i` ~icr,:~, c: ~_ _ .,,us = b~ n~ 1~ga1 or
,~~~ r~~-uia~or;~ bar_iers _~ der=ec~~^y `:-~=
Sc_'.:~"= ,T ~i~ L:':c ~Ur~S~.iCr~~R 'JncT~~ r :c

4~"~S~_ =~ i=ter'.
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(b) the deposit~::lust be charged in favour of the
.nstitution, *,which :rust bz av~dznc~d by a
duly___zx2cutzd__charge_ document, and there rust
be no other encumbrances of prior or zqual
ranking;

(c7 subject to criterion (d), the deposit at any
time cannot bz less than the exposurz whic'~
it sacurzs; and

(d) whzr~ t:e deposit and 2xposur~ are
denominatzd in different currzncies, only 90~

of the :nark-to-markzt value of the deposit is
available for zxzmption purposes, in order to

cover fluctuations in z~change rates. This
does not apply in cases where the deposit is
in Hong Kong dollars and the zxposure is in
U.S. dcllars, and vice vzrsa.

-~ Securities issued by or guaranteed by the central
bank or central q_overnment of a Tizr 1 country

5. Like cash collateral, the Commissioner needs
to be satistie~ t:~at such szcurity wi11 ef~activelr
reduce an institution's exposure to a counter arty.
In particular, the following criteria should be :yet -

a) the ScCi.Lr'1t1.2S era held by t:~e authorised
institution, including 1tS OV2Y'S2dS
brarcres. Whzre the exposure and the holding
of szcuritizs straddle diff~rznt
~ur~s~~ctions, them rust be nc ~2fj.dl cr
other regulatory barriers to ~erfzcting tie
s~cu~it~ in t:-:e jurisdictior. where the
s:.~~lri~i~s era held;

w) the securities must be c:~aryed in favour of
~_z~ is st ~uticr., *,~h=~.h :^ust ~~ evidenczd by a
~uiy e:.~cs~2~ ~~1d=y^c Gocum2n~, and t`_-iere gnus
~e no other encumbranc:,s of prior or ?qua.
3ii~{_i1C~ ; ,

ci s~:bjact to c~~~~rion (d) r:,e security at ~:,y
_d~:~ canact b~ mess t~-:ar. t`.-ie a~posur~ ~ah~c
~. ~ sac~~rzs ; anc

~~ ~,,~1, :~0°~ o. ~:~z ;,gar',-:-~o-:~a~~:.-.r '73~llc :,f _::z
ScC'..i=~~lc5 _.. 3:'3~~3~1~ tCi ~:tic:"C~:lOil 

--~_~'~~` _~ t`_-:~ s~c~.._~`.i~s _.d =1pcsur~ ~~~
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denominated i.n cii~berent currencies (other
than in U.S. dollars and Hong Kong dollax°s)~,
a ~urthar 10~ safaty margin should be allowed
to cover fluctuations in exchange rate~a

Guarantees/Zndamni~a.eaf:~.a.s}~ P~rtici~at~,c;~ ~,~reem~r~~s

7. In considering granting exempt:;.da~ to ~~~es~ares.
secured b~~ guaranties or otr~r undertakings akin to
guarantees, tY~e Commissioner- needs to be satisfied that the
risks arz ~ffeetivel~ transferred ~o another party whose
strength and status are ur~~oubteda in ~ar~ic°~la~, the
following criteria should be met -

(a7 the guarantor/indemnifier/par~~.cipant.mus~
~e a czncral ~o~rernment or a rzntral bank of
a county °ahic~, in the fast wive years, has
neither declared a moratorium on r~paym~nt
of external debt nor made any debt
rascheduling, or an. authorized institution,
or an instituteion r~cognizzd as a bank in
the place Taharz it is incorpox•atzd and *~hich
is undzr adeq°sate supervision;

b ) thz bory dwer must be e:~plicit~,y and
correctly name=_d in the agreem~:nt and tie
underta}cing of the guarantor/ ndzmnifier/
participant must be clzarly statzd;

(c? the countr;r W~12r2 the guarantor/indzmnif~.er/
participant is located or incarporatzd must
z~ this havz no ~:~changa contrcl or ~ *rlh2?-e
tzere are exchangz controls, approval has
b~~n obtained fir the funds to be r~:nit~zd
~r~e1y in tie zvznt of a ca11 on the
_ L 1
iJU11C~c1l,lUl1~

(d) the obligation must be unconditional and
.rrzvocable and it :nus~ be expressed to he
on-damand i.e. t:~~ obligation ;oust be
docu~;ented in such a ~~aay as tG provide tie
authorized institution the legal rigYi,t to
~equ~.r~ t: e guarantor/indzmnifier/
~articirant to pay to it the s~curzd amount
i:~,~adia~.e' 1p or_ demand ir, the event that
.her? is d~ _ ~u_ _ ~r O^-*iJ2r~ur:r.anc~ b47 t::e
~c.rrow~r;

` :~=~ ~ / .., yia ~~u~ ~ ~ :~.. ~ C .i ~. .`.. ¢.'~, u'~i2:i m iltiJ tom. Q~ ~ 
v~~.

s:~~~~c_er.t ..~~~ per *:~e ~zsti'~a*_or:
.~..v11~Gi C~ ~~ ~~ ~~1:~ rG1~:Y.~Ur'S e:TiG~:. ii7. ~aJ C~ Qi

~~~au' ̀. Unc~~ no ci~C'17llStdI1C2S carp t'~e
~atur~ .._~ of t?~e inst~~:n~nr. be ~~ss ~haZ that
O_ =::~ ~O~i,. ._.. CdSc`.:lZ ~:15"L'll:iTE:lt il•35 ?70

:^.:~'.:i~}~T ..~ ji,^_111v ~c =e:p711Ci~1~ ~tdt.c'~



(f) tie instrument
Hong Kong or in
or residencz of
participant.

Standby letter of credit
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must be znforcaable either in
the country of incorporation
tha guarantor/indzmnifier/

8. Standby 12t~2~S of credit arz acceptably as collatzral
for offset~ing financial exposures under section 8Z provided they
satisfy the following critaria -

!a) t:e issuer must b2 an authorized institution,
or an institution recognized as a bank in the
place ~ah~re it is incorporated and which is
undzr adzquate supervision;

(b) the bcrrower must be explicitly and correctly
named in the agrezment and thz undertaking of
tie issuer mush be clearly stated;

(c} the country rahr~re the issuer of the credit is
located or incorporstzd must either have no
exchange control or, where there art zxchange
controls, app'±'C~V31 has been obtained for the
funds to be rz~nittzd freely in the evznt of a
ca11 on the obligation;

(d? thz obligation under the credit must be
unconditional and irrevocable and it must be
zxpresszd to b~ on-demand i.a. et must be
documented in such a way to pro~.ride the
authorized ins~itution the l~ga:~ r~.ght to
require tn~ issuer to pay to it the secured
amount ~.??112C~13~z1y on dzmand in thz 2TI2:lt
that them is default or non-performance by
the borro~a2r;

( e ) `hz :~a Puri ty of thz crzdi t ;nus t allow
su`°icizz~ ti:na fcr thz institution conczrnzd
r_o c~a~:n -rei::~bu~se:~znt in cast of dzfault.
~.;nder no circu:,ts~ancas can thz ^~aturit~ of
the cr~di~ be lzss than that of the loan. In
case ~~~ crzdit has no maturity, it shou~.d be
e:tin'c~.t~y sta~a~ that it is a ^cntinuing
cbligat_or,; a~?~

(f ) ~.:~ credit :nusr be en_orc~ab? ~ zither is Hong
:Co :.g ~r z t~~ country of i:-~c~r~oration or
i ~S~uciiCc Oi ::~= i5~~1c~ .

Other undertakings not specifizd in t:~is guideline

9 . ~ _..~_ .:rd~Ytak'_ :gs w ~i~':-: ar_ s~^i~ar ~o a guarant~~ and
i10t Sp=',-`-_'~ -.. ti1S yL'1'~~~1:1c c ~ hdC!: t~Jd~~!: ~cL~8~5 Qt
C~?~1,. ..a. ~ _~ --id~.".~...c'1 ~i. r:?c__ _:;•~ :'lc'1'_rS~ ..~Sc~-~''V-C3Sc.
.~~iC`~D~d::..~ _ _ _~~ 'J1__ c :Ci ~~rl~i"i^_ '~Cr .t"- si.c~_f_i y _?~:".S
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end conditions: of thz undertakings and the critzria specified in
paragraph 3Ea) to (f) inclusive will be applied.

Limitation on the amount a~arantee~

l0e Wher? a guarantee tan indemnity, a risk parti~i~ation
agreement or a standby litter of credit) is i~~ued bg an
authorized institution or a bank under adequate ~uper~isi~n, the
amount guaranteed etc. by Che institution or ~~e bask for any one
customer or group of related customers, should mot exceed 25~ of
the capital bass or capi~al and reserves, as the cast may be, of
the issuer (depending on tie capital rulzs ~pplicablz in the
issuer's jurysdiction)m Tree institution which is the beneficiary
of the guarant~~ etca should obtain from the guarantor ztc., and
submit with the application to the Commissioner, a *aar~anty
certi~ying that the amount guarantied etce does not zxceed tie
25~ i.~rtit. For significantly large transactions, tie
Commissioner will check with the ralevant supervisory autharities
that they arz enmfortable with the exposure incurrzd by the
guarantor etc, The.25~ limit n~ed~ to taka accnu~t o~ ~h~ other
exposurzs of the guarantor etc, to the same customer nr group of
related customers.

11. In cases where an institution and its subsidiary(i2s)
both give a guarantee etc to the same counterpar~y the total
amount guaranteed etc *gill he aggr~gatad for the purposz of
section 81 in calculating the consolidated ex~osur~ of the
institution. In this cast, the consolidated capital bast X211 be
uszd as tie basis for asszssing~co~piianceo There is, however, no
limi~atian on the total amount of alI guaranLzes etc. from the
sa:,~e issuer covering the exposures ci difzzrent cbligors.




