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LEGISLATIVE COUNCIL BRIEF 

 

Deposit Protection Scheme Ordinance (Chapter 581) 

 

DEPOSIT PROTECTION SCHEME 

(AMENDMENT) BILL 2024  

 

INTRODUCTION 

At the meeting of the Executive Council on 23 April 2024, the Council 

ADVISED and the Chief Executive ORDERED that the Deposit Protection 

Scheme (Amendment) Bill 2024 (“the Bill”) at Annex A should be introduced 

into the Legislative Council (“LegCo”) to implement the enhancement measures 

to the Deposit Protection Scheme (“DPS”).    

 

 

JUSTIFICATIONS 

DPS 

2. Deposit protection is a core part of a robust financial safety net, which 

enhances the resilience of an economy against financial crises and is crucial to 

maintaining financial stability.  The Hong Kong Deposit Protection Board (“the 

Board”) conducts regular reviews of the DPS to ensure that it remains efficient 

and effective in serving its objective of protecting depositors and aligns with 

international best practice.  Based on the findings of the latest review initiated 

in 2021, the Board considers that the overall design and key aspects of the DPS 

generally remain appropriate and in line with other major jurisdictions, and 

recommends the following enhancements - 

 

(a) raising the protection limit from $500,000 to $800,000 (paragraph 4 

below);  

 

(b) broadening the circumstances under which the “build-up levy” can be 

charged again, with the “build-up levy” rates kept unchanged 

(paragraph 10 below);  

 

(c) in the event of a bank merger or acquisition, providing enhanced 

coverage to affected depositors for six months upon the bank merger 
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or acquisition (paragraph 13 below); and 

 

(d) requiring the display of the DPS membership sign on the electronic 

banking platforms of DPS members (“Scheme members”) and 

streamlining the negative disclosure requirement on non-protected 

deposits for private banking customers (“PB customers”) (paragraphs 

16 and 20 below).  

 

Protection Limit 

 

3. Currently, the DPS provides a protection of up to $500,000 on a per 

depositor per bank basis.  This protection level could fully cover around 91% 

of depositors when it was first implemented in 2011.  With depositors’ 

increasing income/savings over time, the coverage ratio has declined to around 

88%-89% in recent years, which is below the standard of 90% as recommended 

by the International Association of Deposit Insurers (“IADI”)1.  

 

4.  In view of the above, there is a need to raise the protection limit to 

enhance depositor protection and further strengthen public confidence in the 

banking system.  Raising the protection limit would entail additional costs2 

and increase moral hazard risk3.  Having considered the inflation rates over the 

years, the IADI’s recommendations, as well as the deposit protection offered by 

similar schemes in other jurisdictions, it is proposed that the protection limit 

should be raised from the current $500,000 to $800,000, which seeks to strike a 

balance between enhancing the protection to depositors and keeping the 

additional costs/moral hazard risk at manageable levels, hence promoting 

banking stability.   

 

5. The proposed protection limit of $800,000 will be able to catch up with 

the cumulative inflation from 2011 to mid-20234, and represent a 21% increase 

                                                 
1 The IADI is the global standard-setting body for deposit insurance systems.  According to the international 

guidance set by the IADI, the deposit protection limit should be able to fully cover at least 90% of 

depositors. 

 
2  The additional costs are mainly the levies payable by banks as Scheme members for building up and 

maintaining the DPS Fund to cover possible pay-outs from the DPS.  An increased protection limit will 

increase the target DPS Fund size.  Banks concerned will therefore have to pay higher levies as 

contributions to the DPS Fund. 

 
3  Moral hazard risk refers to the risk of inducing excessive risk-taking behaviour by banks and depositors due 

to the provision of deposit protection.  Moral hazard generally increases with the level of protection limit.  

In an extreme case of providing full deposit guarantee, banks may be inclined to take on more risk to offer 

high interest rates to attract depositors as the threat of depositors withdrawing their funds is low.  This 

may distort competition amongst banks and increase systemic risk in the banking system. 

 
4 Between early 2011 (when the current deposit protection limit of $500,000 took effect) and June 2023, 
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in the real value of the protection limit.  The coverage ratio will rise to about 

92% of depositors, which complies with the IADI’s standard.   

 

6. The DPS Fund is funded by contributions from around 150 Scheme 

members (comprising all licensed banks unless exempted by the Board).  

Raising the protection limit will increase the contributions payable by Scheme 

members.  Under the proposed protection limit of $800,000, the total protected 

deposits will increase by 26%.  The annual contributions payable by Scheme 

members will also increase by 26% on average, which should be relatively 

moderate and manageable. 

 

Levy System  

 

7. Under the DPS, Scheme members are required to make annual 

contributions based on the “build-up levy”5 during the “build-up” phase of the 

DPS Fund, or the “expected loss levy”6 after the DPS Fund has reached its 

target fund size (equivalent to 0.25% of total protected deposits, currently at 

$6.3 billion).  The “build-up levy” rates are designed to be higher than the 

“expected loss levy” rates, such that the DPS Fund could reach a sufficient size 

and serve as an “insurance pool” within a reasonable time. 

 

8. Since the launch of the DPS in 2006, Scheme members had been 

paying the “build-up levy”.  With the net asset size of the DPS Fund reaching 

the target fund size in 2023, Scheme members have started paying the lower 

“expected loss levy” this year in accordance with the Deposit Protection Scheme 

Ordinance (Cap. 581) (“the Ordinance”). 

 

9. Under the Ordinance, once Scheme members are making contributions 

at the “expected loss levy”, the “build-up levy” can only be charged again if the 

target fund size as a percentage (i.e. 0.25%) of protected deposits is amended7.  

With the protection limit recommended to be raised to $800,000, the total 

protected deposits will increase, resulting in an increase in the monetary amount 

of the target fund size from the existing $6.3 billion to $8.2 billion.  If the 

                                                                                                                                                         
Hong Kong’s consumer price index increased by about 39%. 

 
5 The DPS adopts a differential levy system, whereby the annual contribution payable by each Scheme 

member is determined with reference to the supervisory rating assigned to it by the Hong Kong Monetary 

Authority.  The scale of “build-up levy” for individual Scheme members ranges from 0.0175% to 0.049% 

of the protected deposits, depending on the supervisory rating assigned to a bank. 

 
6 The scale of “expected loss levy” for individual Scheme members ranges from 0.0075% to 0.02% of the 

protected deposits, depending on the supervisory rating assigned to a bank.  The “expected loss levy” is 

around 40% of the “build-up levy”. 

 
7  The requirement is set out in section 3(2) in Schedule 4 to the Ordinance. 
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target fund size as a percentage of protected deposits at its current level (i.e. 

0.25%) is kept, it can strike a balance between maintaining the effectiveness of 

the DPS Fund and managing the additional costs to Scheme members.  If the 

relevant provisions of the Ordinance are not amended, however, Scheme 

members will continue to make contributions only based on the lower “expected 

loss levy” rates.  The DPS Fund will take more than ten years to reach the new 

target size, and such a protracted build-up period has a negative impact on the 

credibility of and public confidence in the DPS. 

 

10. To ensure that the new target fund size (i.e. $8.2 billion) can be reached 

within a reasonable timeframe, it is proposed that a technical amendment be 

made to the Ordinance such that the circumstances under which the “build-up 

levy” can be charged again will be broadened to cover the situation where the 

protection limit is raised while the target fund size as a percentage of protected 

deposits (i.e. 0.25%) remains unchanged.  Based on the Board’s estimation, the 

DPS Fund will be able to reach its new target size in around three years under 

the “build-up levy” rates.   

 

Deposit Protection Arrangement in the Event of a Bank Merger or 

Acquisition 

 

11. Currently, deposit protection under the DPS is on a per depositor per 

bank basis.  In the event of a merger or acquisition of two (or more) banks, if a 

depositor has deposits with the affected banks, the depositor can only enjoy 

deposit protection at the merged bank up to the standard protection limit 

(currently at $500,000). 

 

12. According to the IADI’s updated Core Principles, in the event of a 

merger or acquisition of banks that are members of the same deposit insurance 

system, depositors of the merged banks should enjoy separate coverage up to the 

standard protection limit for each of the banks for a limited and publicly stated 

period, as defined in law or regulation.  The objective is to provide a 

transitional period for depositors affected by bank mergers or acquisitions to 

consider if they wish to adjust their deposit portfolios (e.g. reallocating part of 

their deposits to another bank) to bring their deposit balances under the standard 

protection limit.  Some jurisdictions 8  have already put in place such 

transitional arrangement. 

 

13. As there are bank mergers or acquisitions in Hong Kong from time to 

time, it is proposed that this transitional arrangement be introduced to strengthen 

                                                 
8   For example, Canada, Singapore and the US. 
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the effectiveness of the DPS in maintaining banking stability.  Specifically, for 

the affected depositors who have protected deposits with more than one of the 

Scheme members involved before a merger or acquisition, each depositor will, 

for a limited period of six months upon the bank merger or acquisition9, be 

entitled to compensation in respect of his/her protected deposits with each of the 

original Scheme members up to the DPS standard protection limit.  Scheme 

members involved in the merger or acquisition will be required to notify10 the 

affected depositors of the transitional arrangement before the effective date of 

merger or acquisition.  

 

Representation Regime 
 

14. Under the Deposit Protection Scheme (Representation on Scheme 

Membership and Protection of Financial Products under Scheme) Rules (Cap. 

581A) (“the Rules”), Scheme members are required to make representations 

regarding their DPS membership status and the protection status of their 

financial products.  The objective is to assist members of the public to make an 

informed decision in selecting financial products. 

 

Display of Membership Sign 

 

15. Section 3 of the Rules requires Scheme members to display the DPS 

membership sign at their relevant places of business.  The sign should be 

displayed in such a manner that is reasonably visible to any person entering a 

Scheme member’s place of business (e.g. the customer entrance). 

 

16. The Rules currently do not require Scheme members to display the 

DPS membership sign at their electronic platforms (e.g. websites or mobile 

applications).  As electronic platforms have become major avenues for 

delivering banking services in recent years, it is proposed that Scheme members 

be required to display the DPS membership sign at their electronic platforms11, 

in addition to their physical branches.   

 

 

 

                                                 
9  Except for the case of a time deposit with remaining maturity exceeding six months from the date of merger 

or acquisition, where the enhanced protection period will be up to the original maturity date of that time 

deposit. 

 
10  Via the banks’ websites, major newspapers or other means which the Board may specify from time to time. 

 
11  Since the readable area of electronic platforms is generally smaller, a simplified DPS membership sign has 

been designed for display by Scheme members on electronic platforms. 
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Negative Disclosure Requirement 

 

17. Under the Rules, Scheme members are required to make a negative 

disclosure (i.e. to notify the customer that a financial product is not a protected 

deposit and is not protected by the DPS) and obtain an acknowledgement from 

the customer before completing each transaction of a non-protected financial 

product that has been described as a “deposit” in any advertisement, promotional 

material or document.  A streamlined process is allowed under the 

circumstances prescribed under the Rules whereby the negative disclosure and 

the customer’s acknowledgement can be made and obtained on a one-off basis 

rather than on a transactional basis.  An example is when Scheme members 

enter into non-protected deposit transactions with institutional customers who 

are generally in a better position than retail depositors to understand the risks of 

their investments. 

 

18. In recent years, some private banks have suggested extending the 

streamlined process to their PB customers12, considering that PB customers 

(individuals who generally have richer investment knowledge and experience 

and hence better understanding of the risks of their investments) frequently enter 

into non-protected deposit transactions and find it unnecessary to listen to and 

acknowledge the same negative disclosure before each transaction. 

 

19. The Board has therefore conducted a review of the negative disclosure 

requirements of other major jurisdictions13.  Findings suggest that while many 

jurisdictions require negative disclosure on non-protected deposit products, such 

disclosure in general is only required to be made on a one-off basis when 

opening an account.  Some jurisdictions do not require negative disclosure.   

 

20. Having regard to the above considerations, it is proposed that a Scheme 

member may choose to apply the following streamlined approach when dealing 

with a PB customer in respect of a deposit product not protected by the DPS, 

which aligns with the arrangement for institutional customers and is 

commensurate with the investment knowledge and experience of PB customers - 

 

(a) making a one-off negative disclosure, meaning that a disclosure is 

not required if the Scheme member has previously made a 

negative disclosure and obtained an acknowledgement from the 

PB customer for the same product invested under the same 

account; and 

                                                 
12  PB customers refer to the customers of a private bank or the dedicated private banking unit of a bank, who 

are considered by the institution to be of high net worth.     

 
13   Including the Mainland, the US, the UK, Singapore and Canada.  
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(b) providing an annual reminder to the PB customer that the product 

is a non-protected deposit and is not protected by the DPS. 

 

 

THE BILL  

21. The main provisions of the Bill are as follows - 

 

(a) Clause 4 amends section 27 of the Ordinance to raise the deposit 

protection limit from $500,000 to $800,000; 

 

(b) Clause 5 adds new sections 27A, 27B and 27C to the Ordinance.   

Sections 27A and 27B provide for the time-limited enhanced 

protection limit for depositors in the event of a qualifying 

arrangement (merger or acquisition) of two or more Scheme 

members.  Section 27C requires Scheme members involved in a 

qualifying arrangement to give a notice to depositors and the Board 

about the enhanced protection arrangement; 

 

(c) Clause 6 adds a non-legislative note at the end of section 35(b) of 

the Ordinance to provide readers with more information that the 

amount of compensation payable to a depositor as prescribed under 

section 27 is subject to the specified provisions;   

 

(d) Clause 7 amends section 38 of the Ordinance in relation to the 

raising of the deposit protection limit; 

 

(e) Clause 8 amends section 50 of the Ordinance so that the defence is 

also available to an offense under section 27C(3);   

 

(f) Clause 9 adds an express provision providing for the burden and 

standard of proof for the defence of reasonable excuse applicable to 

certain offences created in the Ordinance;  

 

(g) Clause 10 adds section 58 to the Ordinance to provide for 

transitional matters; 

 

(h) Clause 11 amends the definition of “amount of relevant deposit” set 

out in section 1 of Schedule 4 to the Ordinance and broadens the 

circumstances under which the build-up levy can be charged again; 
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(i) Clauses 14 and 15 respectively amend section 3 of, and add section 

3A to, the Rules to set out the new requirements relating to the 

display of the simplified DPS membership sign on a Scheme 

member’s electronic platforms; 

 

(j) Clause 16 amends section 4 of the Rules to provide for the exception 

under which compliance with that section is not required; 

 

(k) Clauses 17 and 18 respectively amend section 6A of, and add 

section 6CA to, the Rules to streamline the negative disclosure 

regime; 

 

(l) Clause 19 amends section 8 of the Rules to provide that a Scheme 

member commits an offence if section 3A(1) is contravened; 

 

(m) Clause 20 updates the details of the membership sign of the DPS and 

adds the simplified DPS membership sign; 

 

(n) Clauses 12 and 21 respectively replace the references to “申述” in 

the Chinese text in certain provisions of the Ordinance and the Rules 

respectively by “表述”; and 

 

(o) Clauses 22 to 24 contain related amendments to the Companies 

(Winding Up and Miscellaneous Provisions) Ordinance (Cap. 32). 

 

The existing provisions being amended are at Annex B. 

 

 

LEGISLATIVE TIMETABLE 

22. The legislative timetable for the Bill is as follows – 

 

Publication in the Gazette 

 

3 May 2024 

First Reading and commencement of  

Second Reading debate 

 

8 May 2024 

Resumption of Second Reading debate, 

committee stage and Third Reading 

 

to be notified 
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IMPLICATIONS OF THE PROPOSAL  

 

23. The Bill is in conformity with the Basic Law, including the provisions 

concerning human rights, and will not affect the current binding effect of the 

Ordinance and its subsidiary legislation.  It has no productivity, family, gender 

and environmental implications.  It also has no civil service and financial 

implications on the part of the Government.   

 

24. The sustainability and economic implications are set out at Annex C.  

 

 

PUBLIC CONSULTATION 

25. The Board launched a three-month public consultation on the above 

proposals from 13 July to 12 October 2023, and received 33 submissions 

suggesting broad support for the proposals.  In addition, the Board 

commissioned a public opinion survey during the consultation period, with 

findings showing that around 80% of the respondents supported the proposal to 

increase the protection limit to $800,000.  The banking industry also generally 

supported an increased protection limit.  In response to the industry’s concern 

that the next review of the DPS may only be conducted in 2030, the Board has 

undertaken to commence the next review three years after the implementation of 

the new protection limit (i.e. 2027) with the target of completing the review 

exercise in the following year.   

 

26. We briefed the LegCo Panel on Financial Affairs on the proposals on 30 

October 2023.  Panel Members generally expressed support. 

 

27. In accordance with section 51 of the Ordinance, the Board consulted 

the Financial Secretary and the Hong Kong Association of Banks on the 

proposed amendments to the Rules, and obtained their support.   

 

 

PUBLICITY  

28. We will issue a press release on the gazettal of the Bill, and arrange a 

spokesperson to answer media enquiries. 

 

 

BACKGROUND 

29.  The DPS was fully launched in 2006 to provide protection for 

depositors and contribute to banking stability by reducing the risks of any bank 

run and potential contagion during a banking crisis.  The DPS is operated by 
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the Board, a statutory body established under the Ordinance.  All licensed 

banks, unless exempted by the Board, are Scheme members of the DPS.  Most 

types of deposits, including deposits denominated in Renminbi or foreign 

currencies, are covered by the DPS as protected deposits.  The DPS has not 

been triggered since its establishment. 

 

 

ENQUIRIES 

 

30. Enquiries relating to the brief can be directed to Mr Justin To, Principal 

Assistant Secretary for Financial Services and the Treasury (Financial Services), 

at 2810 2067. 

 

 

 

 

Financial Services and the Treasury Bureau 

24 April 2024           
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Annex C 
 
Sustainability and Economic Implications 
 
 The Bill will enhance the effectiveness and efficiency of the DPS, 
a key component of the financial safety net.  While contributions to be 
made by banks as Scheme members would increase as a result of the higher 
deposit protection limit, the proposal would enhance deposit protection, 
contribute to the stability and resilience of the banking and financial 
systems, and align with relevant international standards, thereby 
strengthening the status of Hong Kong as an international financial centre.   
 


	LegCo Brief (20240423)_DPSAB2024 (English)_2
	Annex A-C (Eng)
	Annex A_Blue of (Eng) Deposit Protection Scheme (Amendment) Bill 2024
	Annex B_HKeL_Cap 581 & others.Eng
	Annex C_Sustainability and Economic Implications (Eng)




