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INTRODUCTION 
 
 The Monetary Authority (MA) has published the Specification of 
Factors (Financial Exposure of Authorized Institution) Notice 2007, at Annex, 
in the Gazette to specify the factors to be applied to nine types of off-balance 
sheet items of an authorized institution (AI) pursuant to section 81(2)(c) of the 
Banking Ordinance (“the Ordinance”) for the purpose of calculating the 
financial exposure of the institution. 
 
 
BACKGROUND 
 
2. The Banking (Amendment) Ordinance 2005 (“BAO 2005”) 
enacted on 6 July 2005 provided for, among other things, the implementation of 
a revised international capital adequacy framework in Hong Kong, based upon 
the “International Convergence of Capital Measurement and Capital Standards: 
A Revised Framework” issued by the Basel Committee on Banking 
Supervision (commonly known as “Basel II”). 
 
3. When the BAO 2005 came into operation on 1 January 2007, the 
Third Schedule to the Ordinance was repealed and the Banking (Capital) Rules 
(Cap. 155 Sub. Leg. L) (“the Rules”) were made by the MA pursuant to section 
98A of the Ordinance to replace the provisions of the Third Schedule.  The 
way in which a locally-incorporated AI calculates its capital adequacy ratio, 
which was previously set out in the Third Schedule, is now prescribed in the 
Rules.  The BAO 2005 also made necessary consequential amendments to the 
Ordinance, such as the repeal of section 81(2)(c) which contained a reference to 
“Table B of the Third Schedule”, the inclusion of a revised section 81(2)(c) 
which now contains a reference to the Rules, and the repeal of the Specification 
of Factors (Financial Exposure of Authorized Institution) Notice (Cap. 155 Sub. 
Leg. C) issued pursuant to section 81(3) of the Ordinance. 
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JUSTIFICATIONS 
 
4. Section 81(1) of the Ordinance imposes a statutory limit on a 
Hong Kong-incorporated AI’s financial exposure to any one person or a group 
of connected parties as defined in that section.  The financial exposure of an 
institution is defined under section 81(2) to include, among other items, loans 
and advances, holdings of shares and debt securities, and off-balance sheet 
items referred to in the rules made by the MA for the purposes of section 
98A(1).  For calculating the financial exposure arising from an AI’s 
off-balance sheet item, section 81(2)(c) provides that it should be “the product 
of (i) the principal amount of any item that, in relation to the institution, is an 
off-balance sheet item for the purpose of rules made under section 98A(1); and 
(ii) the factor specified by the Monetary Authority pursuant to subsection (3) 
for that item.” 
 
5. Consequent upon the repeal of the Specification of Factors 
(Financial Exposure of Authorized Institution) Notice (Cap. 155 Sub. Leg. C) 
on 1 January 2007, it would be necessary for the MA to prepare a new notice to 
specify the factors for the purposes of section 81(2)(c) of the Ordinance.  The 
new notice, the Specification of Factors (Financial Exposure Authorized 
Institution) Notice 2007 which was published in the Gazette on 18 May 2007, 
is therefore intended to replace the repealed notice.  
 
6. The off-balance sheet items covered in the new notice are the 
same as those set out in the Rules and substantially similar to those in the 
repealed notice.  The factors specified for these off-balance sheet items in the 
new notice are also the same as those specified in the repealed notice.  
 
 
THE NOTICE 
 
7. The Specification of Factors (Financial Exposure of Authorized 
Institution) Notice 2007 specifies the factors to be applied to nine types of 
off-balance sheet items for the purposes of section 81(2)(c) under section 81(3) 
of the Ordinance. 
 
 
LEGISLATIVE TIMETABLE 
 
8. The notice was published in the Gazette on 18 May 2007 and will 
be tabled at the Legislative Council on 23 May 2007 for negative vetting.  
Subject to the completion of the negative vetting process, it is intended that the 
notice shall come into operation on 13 July 2007. 
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IMPLICATIONS OF THE PROPOSAL 
 
9. The notice is in conformity with the Basic Law, including the 
provisions concerning human rights.  It has no financial or civil service, 
productivity, environmental or sustainability implications. 
 
 
PUBLIC CONSULTATION 
 
10. The Hong Kong Monetary Authority (HKMA) has informed the 
banking industry of the proposed factors applicable to the nine types of 
off-balance sheet items to be specified in the new Gazette notice.  No specific 
comments have been received. 
 
 
PUBLICITY 
 
11. The HKMA will issue a letter to all AIs and the industry 
associations informing them of the notice. 
 
 
ENQUIRIES 
 
12. Enquiries on this brief may be directed to Ms Rose Luk, Head 
(Banking Policy) of the HKMA at 2878 1638. 
 
 
 
 
Hong Kong Monetary Authority 
Financial Services and the Treasury Bureau 
18 May 2007 
 








