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This consultation paper sets out MAS’ proposed amendments to MAS Notice 1111 

on Risk Based Capital Adequacy Requirements for Merchant Banks Incorporated 

in Singapore (“the Notice”), to incorporate key elements of the Basel III capital 

standards as set out by the Basel Committee on Banking Supervision (“BCBS”).1 

 

The proposed amendments to MAS Notice 1111 aim to strengthen the capital 

framework for merchant banks. The key proposed revisions to MAS Notice 1111 

are as follows – 

 

a) Minimum Capital Adequacy Ratio (“CAR”) Requirements 

In addition to the existing requirements of a minimum Tier 1 CAR of 6% and 

a minimum Total CAR of 8%, MAS proposes to require Singapore-

incorporated merchant banks to maintain a minimum Common Equity Tier 1 

(“CET1”) CAR of 4.5%. 

 

b) Capital Buffer Requirements 

To promote the conservation of capital and the build-up of adequate buffers 

above the minimums that can be drawn down in periods of stress, MAS 

proposes to require Singapore-incorporated merchant banks to maintain 

additional amounts of CET1 capital in the form of a Capital Conservation 

Buffer, to be phased in starting from 0.625% of risk-weighted assets 

(“RWAs”) in 2016 and reaching 2.5% of RWAs in 2019. MAS also proposes 

to introduce requirements on the Countercyclical Buffer for Singapore-

incorporated merchant banks. The Countercyclical Buffer, which may be 

applied in periods of excess credit growth, would range between zero and 

2.5% of RWAs and be phased in between 2016 and 2019. 

 

c) Definition of Capital 

To raise the quality of their regulatory capital base, MAS proposes to 

enhance the definition of capital of Singapore-incorporated merchant banks. 

 

d) Supervisory Reporting of the Leverage Ratio  

MAS proposes to require reporting of the leverage ratio by Singapore-

incorporated merchant banks to MAS. The definition of the leverage ratio 

would be aligned to that in the Basel capital framework. 

 

 

                                                            
1
 “Basel III: A global regulatory framework for more resilient banks and banking systems” issued in 

Decemeber 2010 (http://www.bis.org/publ/bcbs189.htm), which was supplemented by modifications 

in June 2011. Refer to press releases http://www.bis.org/press/p101216.htm, 

http://www.bis.org/press/p110601.htm.) 

http://www.bis.org/publ/bcbs189.htm
http://www.bis.org/press/p101216.htm
http://www.bis.org/press/p110601.htm
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e) Counterparty Credit Risk 

MAS proposes to require Singapore-incorporated merchant banks to 

maintain capital for credit valuation adjustment risk arising from derivative 

transactions.  

 

MAS intends to provide Singapore-incorporated merchant banks a period of 12 

months from the date of the issuance of the finalised capital adequacy rules to 

comply with the revised requirements. 

 

MAS invites comments from Singapore-incorporated merchant banks and other 

interested parties. Please note that any comments received may be made public 

unless confidentiality is specifically requested. Electronic submission is 

encouraged. 

 
Please submit written comments by 17 December 2014 to –  
 
Prudential Policy Department 
Monetary Authority of Singapore 
10 Shenton Way, MAS Building 
Singapore 079117 
Fax: (65) 62203973 
Email: policy@mas.gov.sg 
 
 

 

mailto:policy@mas.gov.sg
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                              ANNEX 1              

 

 

 

 

 

 

 

 

 

 

 

 

DRAFT AMENDMENTS TO MAS NOTICE 1111 

 

 

 

 

 

 

 

 

 

Disclaimer: This version of the draft amendments to MAS Notice 1111 is in draft form 

and is subject to change. 
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PROPOSED REVISIONS TO PART I (INTRODUCTION) 
 

The section lays out Part I of MAS Notice 1111 (Introduction) in its entirety, with 

proposed revisions in tracked changes. 

 

 

1.1.1 This Notice is issued pursuant to section 28(3) of the Monetary Authority of 

Singapore Act (Cap. 186) and applies to all Merchant Banks.  

 

1.1.2 This Notice establishes the minimum capital adequacy ratios for a Merchant 

Bank and the methodology a Merchant Bank shall use for calculating these ratios. 

 

1.1.3 In addition to complying with the minimum regulatory capital requirements in 

this Notice, a Merchant Bank shall consider whether it has adequate capital to cover its 

exposure to all risks.   

 

1.1.4 This Notice shall take effect on 1 January 2013.   

 

1.1.5 A Merchant Bank shall refer to publications issued by the Basel Committee on 

Banking Supervision providing interpretative guidance on the Basel capital framework. A

                                                            
A  This includes “Basel III definition of capital – Frequently asked questions” (revised December 2011); 

“Interpretative issues with respect to the revisions to the market risk framework” (revised November 

2011); Sections 1, 2 and 4 of “Basel III counterparty credit risk - Frequently asked questions” (revised 

December 2012) and subsequent publications and revisions that may be issued by the Basel Committee on 

Banking Supervision from time to time.  
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PROPOSED REVISIONS TO PART II (DEFINITIONS)  
 

The section lays out Part II of MAS Notice 1111 (Definitions) in its entirety, with 

proposed revisions in tracked changes. 

 

 

2.1.1 The expressions used in this Notice are defined in the Glossary at Annex 2A.   

 

2.1.2 The expressions used in this Notice shall, except where defined in this Notice 

or where the context otherwise requires, have the same meanings as in the Banking Act. 

 

2.1.3 Any reference to a paragraph, Sub-division, Division, Part or Annex is a 

reference to a paragraph, Sub-division, Division, Part or Annex in this Notice unless 

otherwise specified.   
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Annex 2A 

 

GLOSSARY  

 

 means in relation to the BIA, 15%; 

 

 means – 

(a) in relation to the CCR standardised method, the fixed beta 

factor set out in paragraph 1.1 of Annex 7P of Part VII; and 

(b) in relation to the SA(OR), the fixed beta factor set out for 

each business line in Table 9-2 of Part IX;  

 

ABCP programme or 

asset-backed 

commercial paper 

programme  

 

means a programme where commercial paper with an original 

maturity of one year or less which is backed by assets or other 

exposures held in a bankruptcy-remote SPE is predominantly 

issued;  

ABCP programme 

sponsor 

means an entity which –  

(a) establishes an ABCP programme; 

(b) approves the sellers of exposures permitted to participate 

in an ABCP programme; 

(c) approves the asset pools to be purchased by an ABCP 

programme; or 

(d) administers the ABCP programme by monitoring the assets 

backing the asset-backed commercial paper, arranging for 

the placement of securities, compiling monthly reports or 

ensuring compliance with the ABCP programme documents 

and with the credit and investment policy of the ABCP 

programme; 

 

Accounting 

Standards 

 

affiliate 

has the same meaning as in section 4(1) of the Companies Act 

(Cap. 50);  

 

means, 

(a) an entity that has a beneficial interest in 20% or more of 

the total number of ordinary shares or controls 20% or 

more of the voting power in the Merchant Bank, or 

(b) an entity in which the Merchant Bank has a beneficial 

interest in 20% or more of the total number of ordinary 

shares or controls 20% or more of the voting power in the 

entity, or 

(c) an entity in which a related corporation of the Merchant 

Bank has a beneficial interest in 20% or more of the 

number of ordinary shares or controls 20% or more of the 

voting power in the entity; 

 

AFS means available-for-sale;  

 

asset class  means, in relation to the SA(CR), one of the classes of 

exposures set out in Sub-division 1 of Division 3 of Part VII; 
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associate has the same meaning as “associate” under the Accounting 

Standards;  

 

AT1 Capital or 

Additional Tier 1 

Capital 

 

means –  

(a) in relation to a Merchant Bank, the sum of items set out in 

paragraph 6.2.1; and 

(b) in relation to a subsidiary of a Merchant Bank, the sum of 

items set out in paragraph 6.2.1, where a reference to 

“Merchant Bank” shall be construed as reference to “the 

subsidiary of the Merchant Bank”; 

 

AT1 capital 

instrument 

 

means a capital instrument which complies with the 

requirements set out in paragraph 6.2.2;  

 

Banking Act means Banking Act (Cap. 19); 

 

banking book means all on-balance sheet and off-balance sheet exposures of 

a Merchant Bank other than its trading book positions; 

 

banking group 

 

means the Merchant Bank and its banking group entities; 

banking group 

entity 

 

means any subsidiary or any other entity which is treated as 

part of the Merchant Bank's group of entities according to 

Accounting Standards;  

 

banking institution  means – 

(a) any bank licensed under the Banking Act; 

(b) any finance company licensed under the Finance Companies 

Act (Cap. 108); or 

(c) any entity which is approved, licensed, registered or 

otherwise regulated by a bank regulatory agency in a 

foreign jurisdiction to carry on banking business as defined 

in the Banking Act; 

  

bank regulatory 

agency 

 

 

BCBS 

in relation to a foreign jurisdiction, means an authority in the 

foreign jurisdiction exercising any function that corresponds to a 

regulatory function of the Authority under the Banking Act; 

 

means the Basel Committee on Banking Supervision; 

 

BIA or basic 

indicator approach 

means the approach for calculating operational risk capital 

requirements set out in Division 2 of Part IX or, if the reference 

is to any regulatory requirements of, or administered by, a bank 

regulatory agency other than the Authority, the equivalent 

under those requirements; 

 

Board means the Board board of directors, or a designated committee 

of the Board board of directors;  

 

capital investments in relation to a Merchant Bank, means all exposures of a capital 

nature, including – 



 

Monetary Authority of Singapore                                                                                                                            8 

(a) any ordinary share; 

(b) any preference share; 

(c) any instrument treated as regulatory capital in relation to 

any financial institution approved, licensed, registered or 

otherwise regulated by a regulatory agency; 

(d) any lending on non-commercial terms or which is not at 

arm’s length; and 

(e) any guarantee issued to third parties for the benefit of  

subsidiaries and associates major stake companies on non-

commercial terms or which is not at arm’s length; 

  

CCF 

 

means credit conversion factor; 

 

CCR or 

counterparty credit 

risk 

means the risk that the counterparty to a transaction could 

default before the final settlement of the transaction’s cash 

flows;  

 

CCR standardised 

method 

 

means the method for calculating E for any pre-settlement 

counterparty exposure arising from any OTC derivative 

transaction or long settlement transaction set out in Annex 7P 

of Part VII or, if the reference is to any regulatory requirements 

of, or administered by, a bank regulatory agency other than the 

Authority, the equivalent under those requirements;  

 

CDR means cumulative default rate;  

 

CCP or central 

counterparty 

means a clearing facility that interposes itself between 

counterparties to contracts traded in one or more financial 

markets, becoming the buyer to every seller and the seller to 

every buyer and thereby ensuring the future performance of 

open contracts, through novation, an open offer system or other 

legally binding arrangements and includes a specified central 

counterparty and is a financial institution;  

 

CCP trade 

exposures 

means current exposure, including the variation margin due to a 

clearing member but not yet received, potential future exposure 

and initial margin of a clearing member or a client of a clearing 

member arising from any OTC derivative transaction or 

exchange traded derivative transaction; 

 

CET1 Capital or 

Common Equity 

Tier 1 Capital 

 

means –  

(a) in relation to a Merchant Bank, the sum of the items set 

out in paragraph 6.1.1; and 

(b) in relation to a subsidiary of a Merchant Bank, the sum of 

items set out in paragraph 6.1.1, where a reference to 

“Merchant Bank” shall be construed as reference to “the 

subsidiary of the Merchant Bank”; 

 

CET1 capital 

instrument 

 

means a capital instrument which complies with the 

requirements set out in paragraph 6.1.2;  

 

CET1 CAR means Common Equity Tier 1 capital adequacy ratio, calculated 
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 in accordance with paragraph 4.1.1;  

  

clean-up call means an option which permits the securitisation exposures to 

be called before all of the underlying exposures or securitisation 

exposures have been repaid.  In the case of a traditional 

securitisation, this is generally accomplished by repurchasing 

the remaining securitisation exposures once the underlying 

exposures or the outstanding securities issued have fallen below 

some specified level.  In the case of a synthetic securitisation, 

the clean-up call may take the form of a clause that 

extinguishes the credit protection;  

 

clearing member means a member of, or a direct participant in, a CCP that is 

entitled to enter into a transaction with the CCP, regardless of 

whether it enters into trades with a CCP for its own hedging, 

investment or speculative purposes or whether it also enters 

into trades as a financial intermediary between the CCP and 

other market participants. Where a CCP has a link to a second 

CCP, that second CCP shall be treated as a clearing member of 

the CCPAA ; 

 

 

client in relation to a clearing member, means a party to a transaction 

with a CCP through either the clearing member acting as a 

financial intermediary, or the clearing member guaranteeing the 

performance of the client to the CCP;  

 

CM or capital 

measure 

 

has the same meaning as Tier 1 Capital;  

 

co-operative society means a co-operative society registered under the Co-operative 

Societies Act (Cap. 62); 

 

controlled early 

amortisation 

provision 

means an early amortisation provision where the following 

requirements are complied with:  

(a) the originator has an appropriate capital and liquidity plan 

in place to ensure that it has sufficient capital and liquidity 

available in the event of an early amortisation; 

(b) throughout the duration of the transaction there is a pro-

rata sharing of interest and principal, expenses, losses and 

recoveries based on the proportion of the originator’s 

interests and the investors’ interests in the receivables 

outstanding at the beginning of the month; 

(c) the amortisation period is sufficient for at least 90% of the 

total debt outstanding at the beginning of the amortisation 

period to have been repaid or recognised as in default; and 

                                                            
AA  Whether the second CCP’s collateral contribution to the first CCP is treated as initial margin or a default 

fund contribution shall depend upon the legal arrangement between the CCPs.  A Merchant Bank shall 

consult the Authority to determine whether such collateral contribution by the second CCP to the first CCP 

should be treated as an initial margin or default fund contribution.  The Authority intends to consult and 

communicate with other financial services regulatory authorities via the “frequently asked questions” 

process of the Basel Committee on Banking Supervision to ensure consistency. 
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(d) the speed of repayment is not more rapid than would be 

achieved by straight-line amortisation over the period set 

out in item (c);  

 

 

core market 

participant 

 

means any of the entities listed in Annex 7L of Part VII; 

corporate exposure means, in relation to the SA(CR), an exposure that falls within 

the definition in paragraph 7.3.1(f);  

 

corporation has the same meaning as in section 4(1) of the Companies Act, 

but includes a co-operative society;   

 

correlation trading 

portfolio  

means a portfolio that incorporates – 

 

(a)  securitisation exposures and n-th-to-default credit 

derivatives meeting the following criteria: 

 

(i) the positions are neither resecuritisation positions, nor 

derivatives of securitisation exposures that do not 

provide a pro-rata share in the proceeds of a 

securitisation tranche (therefore excluding options on 

a securitisation tranche, or a synthetically leveraged 

super-senior tranche);  

(ii) all reference entities are single-name products, 

including single-name credit derivatives, for which a 

liquid two-way market exists.  This will include 

commonly traded indices based on these reference 

entities;  

(iii) the positions do not reference an underlying exposure 

that would be treated as an SA(CR) exposure in the 

regulatory retail asset class, an SA(CR) exposure in 

the residential mortgage asset class, or an SA(CR) 

exposure in the CRE asset class; and  

(iv) the positions do not reference a claim on a special 

purpose entity, including any special purpose entity 

instrument backed, directly or indirectly, by a position  

that would itself be excluded if held by a Merchant 

Bank directly, 

  

and  

 

(b) positions that hedge the securitisation exposures and n-th-

to-default credit derivatives described in paragraph (a) 

above, where –  

 

(i) the positions are neither securitisation exposures nor 

n-th-to-default credit derivatives; and  

(ii) a liquid two-way market exists for the instrument by 

which the position is taken or its underlying 

exposures, 
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and for the purpose of this definition, a two-way market is 

deemed to exist where there are independent bona fide offers 

to buy and sell so that a price reasonably related to the last 

sales price or current bona fide competitive bid and offer 

quotations can be determined within one day and trades settled 

at such price within a relatively short time conforming to trade 

custom; 

 

 

CPF means the Central Provident Fund Board constituted under 

section 3 of the Central Provident Fund Act (Cap. 36);  

 

CRE means commercial real estate; 

 

credit derivative means any contract which transfers the credit risk of a 

reference obligation or set of reference obligations from the 

protection buyer to the protection seller, such that the 

protection seller has an exposure to the reference obligation(s); 

 

credit enhancement means a contractual arrangement in which a Merchant Bank 

retains or assumes a securitisation exposure that, in substance, 

provides some degree of credit protection to other parties to the 

securitisation;  

 

credit RWA means the sum of all credit risk-weighted exposure amounts in 

respect of all credit exposures calculated as set out in 

paragraph 7.1.1;  

 

credit-enhancing 

interest only strip 

means an on-balance sheet asset that represents a valuation of 

cash flows related to future margin income and is subordinated 

to the other securitisation exposures in a securitisation;  

 

CRM or credit risk 

mitigation 

 

means any technique used by a Merchant Bank to reduce the 

credit risk associated with any exposure which the Merchant 

Bank holds; 

 

currency mismatch means a situation where an exposure and the collateral or 

credit protection provided in support of it are denominated in 

different currencies; 

 

current exposure means the larger of zero, or the market value of a transaction 

or portfolio of transactions within a netting set with a 

counterparty that would be lost upon the default of the 

counterparty, assuming no recovery on the value of those 

transactions in a bankruptcy or insolvency;  

 

current exposure 

method 

 

means the method for calculating E for any pre-settlement 

counterparty exposure arising from any OTC derivative 

transaction or long settlement transaction set out in Annex 7O 

of Part VII or, if the reference is to any regulatory requirements 

of, or administered by, a bank regulatory agency other than the 
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Authority, the equivalent under those requirements;  

 

CVA or credit 

valuation 

adjustment 

in relation to a Merchant Bank, means an adjustment to the 

mid-market valuation of the portfolio of trades with a 

counterparty, which reflects the market value of credit risk, and 

may include either the market value of the credit risk of the 

counterparty or the market value of the credit risk of both the 

Merchant Bank and the counterparty;  

 

CVA RWA means the risk-weighted assets for CVA calculated in 

accordance with Annex 7AI;  

 

Deductions from 

Tier 1 Capital 

 

means the sum of the items set out in paragraph 6.1.10;  

 

Deductions from 

Tier 2 Capital 

 

means the sum of the items set out in paragraph 6.2.12;  

 

DvP  means delivery-versus-payment; 

 

early amortisation 

exposure 

 

means any securitisation exposure or class of securitisation 

exposures for which a Merchant Bank is subject to the early 

amortisation treatment in accordance with Sub-division 6 of 

Division 6 of Part VII; 

 

early amortisation 

provision 

means a contractual clause which requires on the occurrence of 

defined events, an investor’s position to be redeemed prior to 

the original maturity of the securities issued;  

 

ECAI means an external credit assessment institution, and includes 

all entities trading under the trade name of that external credit 

assessment institution;  

 

eligible credit 

protection 

means any guarantee (or other instrument as the Authority 

may allow) or credit derivative where the requirements and 

guidelines set out in Annex 7F of Part VII are satisfied; 

 

eligible financial 

collateral 

means – 

(a) in relation to the FC(SA), one or more types of collateral set 

out in paragraph 2.2 of Annex 7F of Part VII; and  

(b) in relation to the FC(CA), one or more types of collateral set 

out in paragraph 2.3 of Annex 7F of Part VII, 

where the requirements and guidelines set out in Annex 7F of 

Part VII are satisfied;  

 

eligible liquidity 

facility 

in relation to the SA(SE), means a liquidity facility where the 

following requirements are complied with –   

(a) the facility documentation clearly identifies the nature, 

purpose and extent of any undertaking or commitment 

provided to the SPE, and limits the circumstances under 

which it may be drawn;  

(b) the facility is limited to a specified amount and duration, 
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unless the Merchant Bank is able to withdraw, at its 

absolute discretion, the facility at any time with a 

reasonable period of notice; 

(c) any draw made under the facility is provided to the SPE and 

not directly to investors, and is limited to the amount that 

is likely to be repaid fully from the liquidation of the 

underlying exposures and any seller-provided credit 

enhancements;  

(d) the facility does not cover any losses incurred in the 

underlying exposures prior to a draw, and is not structured 

such that draw-down is certain (as indicated by regular or 

continuous draws or continuous revolving funding); 

(e) the facility is subject to an asset quality test that precludes 

it from being drawn to cover credit risk exposures where 

the obligor(s) are in default;  

(f) if the exposures that the liquidity facility is required to fund 

are securities with an external credit assessment by a 

recognised ECAI, the facility is used to fund only securities 

that have a credit quality grade of “8” or better or a short-

term credit quality grade of “III” or better as set out in 

Tables 7R-3 and 7R-4, respectively, of Annex 7R of Part VII 

at the time of funding; 

(g) the facility cannot be drawn after all applicable (e.g. 

transaction-specific and programme-wide) credit 

enhancements from which the facility would benefit have 

been exhausted;  

(h) repayment of draws on the facility is not subordinated to 

any interests of any note holder in the programme or 

subject to deferral or waiver; 

(i) the obligations of the Merchant Bank under the facility are 

standalone from its obligations under any other facility, 

commitment or undertaking provided by the Merchant 

Bank; and 

(j) either – 

(i) an independent third party co-provides 25% of the 

liquidity facility that is to be drawn and re-paid on a 

pro-rata basis; or 

(ii) all the underlying exposures have a credit quality 

grade of “3” or better or a short-term credit quality 

grade of “III” or better as set out in Tables 7R-1 and 

7R-2, respectively, of Annex 7R of Part VII, and the 

facility documentation expressly provides that the 

Merchant Bank may reduce (and ultimately withdraw) 

its funding if the external credit assessment of the 

exposures falls to a credit quality grade of “4” or 

worse or to a short-term credit quality grade of “IV” 

as set out in Tables 7R-1 and 7R-2, respectively, of 

Annex 7R of Part VII;  

 

eligible protection 

provider 

means, in the case of a Merchant Bank using the SA(CR), 

SA(EQ) or SA(SE), a guarantor or protection seller which is –  

(a) a central government, a central bank, the Bank for 
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International Settlements, the International Monetary Fund, 

the European Central Bank or the European Community; 

(b) an MDB;  

(c) a PSE; 

(d) a banking institution; or 

(e) any other entity with a credit quality grade of “2” or better 

as set out in Table 7R-1 of Annex 7R of Part VII; in the case 

where the credit protection is –  

(A) not provided for a securitisation exposure, any other 

entity with an external credit assessment by a 

recognised ECAI; or 

(B) provided for a securitisation exposure, any other 

entity which has a credit quality grade of “2” or better 

as set out in Table 7R-1 of Annex 7R at the time the 

credit protection was provided, and a credit quality 

grade of “3” or better as set out in Table 7R-1 of 

Annex 7R during the period of recognition of the 

effects of CRM;  

 

Eligible Tier 1 

Capital 

 

has the meaning in paragraph 4.1.1;  

Eligible Total Capital 

 

has the meaning in paragraph 4.1.2 in relation to a Merchant 

Bank or subsidiary of the Merchant Bank, means the sum of Tier 

1 Capital and Tier 2 Capital;  

 

EM or exposure 

measure 

means the amount as calculated in accordance with paragraph 

2.3 of Annex 4A;  

 

equity exposure 

 

has the meaning given to it in Sub-division 1 of Division 5 of 

Part VII; 

 

ESR or excess 

spread ratio 

 

in relation to securitisation exposures with early amortisation 

features, means the ratio of the 3-month average excess spread 

to the point at which a Merchant Bank is required to trap excess 

spread as economically required by the structure, expressed as 

a percentage; 

 

excess spread means any gross finance charge collections and other income 

received by the trust or SPE after deducting certificate interest, 

servicing fees, charge-offs, and other senior trust or SPE 

expenses;  

 

FC(CA) or financial 

collateral 

comprehensive 

approach 

 

means the method for calculating the effects of CRM arising 

from eligible financial collateral set out in Annex 7I of Part VII; 

 

FC(SA) or financial 

collateral simple 

approach  

means the method for calculating the effects of CRM arising 

from eligible financial collateral set out in Sub-division 4 of 

Division 3 of Part VII; 
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financial institution 

 

means an entity the principal activity of which is to carry on 

business in one or more of the following activitiesB,C: 

(a) banking business;  

(b) insurance business; 

(c) dealing or trading in securities, exchange-traded derivatives 

or OTC derivatives, whether as an agent or on a proprietary 

basis; 

(d) foreign exchange trading and leveraged foreign exchange 

trading, whether as an agent or on a proprietary basis;  

(e) advising on corporate finance; 

(f) fund management; 

(g) real estate investment trust management; 

(h) securities financing; 

(i) providing custodial services; 

(j) operating an exchange, trading system or market; 

(k) providing central counterparty services;  

(l) operating a payment system, securities depository, 

securities settlement system or trade repository; 

(m) providing financial advisory services; 

(n) insurance broking; 

(o) trust business; 

(p) money broking; 

(q) money-changing business; 

(r) remittance business; 

(s) lending; 

(t) factoring; 

(u) leasing; 

(v) provision of credit enhancements; 

(w) securitisation; or 

(x) such other business that the Authority may specify from 

time-to-time;  

 

financial year has the same meaning as in section 4(1) of the Companies Act 

(Cap. 50); 

  

FRA means a forward rate agreement; 

 

FRS 39 means the Singapore Financial Reporting Standard 39; 

 

funded credit 

protection 

means a CRM where the reduction of the credit risk of an 

exposure of a Merchant Bank is derived from the right of the 

Merchant Bank, in the event of the default of a counterparty or 

on the occurrence of other specified credit events relating to the 

counterparty, to liquidate, to obtain transfer or appropriation of, 

or to retain, certain assets or amounts; 

 

gain-on-sale means any increase in the equity capital of a Merchant Bank 

                                                            
B This includes a financial holding company which is not an operating entity that holds as a subsidiary, a 

banking institution or an insurance subsidiary. 
C  For avoidance of doubt, this includes any entity that is approved, licensed, registered or otherwise 

regulated by the Authority, or any foreign entity that carries out activities which, if carried out in Singapore, 

would have to be approved, licensed, registered or otherwise regulated by the Authority.  
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which is an originator resulting from the sale of underlying 

exposures in a securitisation; 

 

hedging set means a group of risk positions from the transactions within a 

single netting set for which only their balance is relevant for 

determining E under the CCR standardised method; 

 

implicit support means any support that a Merchant Bank provides to a 

securitisation in excess of its predetermined contractual 

obligations; 

  

initial margin means funded collateral of a clearing member or a client of a 

clearing member posted to the CCP to mitigate the potential 

future exposure of the CCP to the clearing member arising from 

the possible future change in value of their transactions, but 

shall not include any contribution to a CCP for mutualised loss 

sharing arrangements;  

 

insurance 

subsidiary 

 

IOSCO 

 

means a subsidiary which carries on insurance business as an 

insurer; 

 

means the International Organisation of Securities 

Commissions; 

 

ISDA means the International Swaps and Derivatives Association; 

 

IT means information technology; 

 

long settlement 

transaction 

means any transaction where a counterparty undertakes to 

deliver a security, a commodity or a foreign exchange amount 

against cash, other financial instruments or commodities, or 

vice versa, at a settlement or delivery date which is 

contractually specified as more than the lower of the market 

standard for this particular transaction type and five business 

days after the date on which the Merchant Bank enters into the 

transaction; 

 

Lower Tier 2 Capital 

 

means the sum of the items set out in paragraph 6.2.6;  

 

LR or leverage ratio means the percentage calculated in accordance with paragraph 

1.1 of Annex 4A;  

 

LT2 or Lower Tier 2 

capital instrument 

means a capital instrument set out in paragraph 6.2.6(a);  

 

 

M or effective 

maturity 

means the maturity of an exposure, determined in the manner 

set out in Annex 7Z;  

 

major stake 

company 

 

in relation to a Merchant Bank, means any company in which 

the Merchant Bank has – 

(a) beneficial interest exceeding 10% in the share capital of the 

company;  
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(b) control over more than 10% of the voting power in the 

company; or 

(c) any interest in the company, where the directors of the 

company are accustomed or under an obligation, whether 

formal or informal, to act in accordance with the directions 

of the Merchant Bank, or where the Merchant Bank is in a 

position to determine the policy of the company; 

 

margin agreement means any contractual agreement or any terms and conditions 

of an agreement, where one counterparty has to supply 

collateral to a second counterparty when an exposure of that 

second counterparty to the first counterparty exceeds a 

specified level; 

 

margin lending 

transaction 

 

 

 

means a transaction in which a Merchant Bank extends credit in 

connection with the purchase, sale, carrying or trading of 

securities, where the loan amount is collateralised by securities 

whose value is generally greater than the amount of the loan, 

and does not include other loans that happen to be 

collateralised by securities;  

 

market RWA means the risk-weighted assets for market risks determined in 

the manner set out in Part VIII; 

 

maturity mismatch means a situation where the residual maturity of the credit risk 

mitigant is less than the residual maturity of the underlying 

credit exposure; 

 

MDB means a multilateral development bank; 

 

Merchant Bank means a merchant bank incorporated in Singapore and 

approved as a financial institution under section 28 of the 

Monetary Authority of Singapore Act (Cap. 186);  

 

merchant bank 

group 

 

means the Merchant Bank and its merchant bank group 

entities; 

merchant bank 

group entity 

 

means any subsidiary or any other entity which is treated as 

part of the Merchant Bank's group of entities according to 

Accounting Standards;  

 

n-th-to-default 

credit derivative 

means a contract where –  

(a) the payoff is based on the n-th asset to default in a basket 

of underlying reference instruments; and  

(b) the transaction terminates and is settled once the n-th 

default occurs; 

 

Net Tier 1 Capital means Tier 1 Capital subject to Limits less the items specified in 

paragraph 6.1.10(a) to (c);  

 

netting means bilateral netting, including – 

(a) netting by novation, where obligations between two 
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counterparties to deliver a given currency on a given value 

date under a transaction are automatically amalgamated 

with all other obligations under other transactions to deliver 

on the same currency and value date, thereby extinguishing 

former transactions with a single legally binding new 

transaction; and 

(b) close-out netting, where some or all of the ongoing 

transactions between two counterparties are terminated 

due to the default of either counterparty or upon the 

occurrence of a termination event as defined in the netting 

agreement, whereupon the values of such transactions are 

combined and reduced to a single payable sum, 

 

but does not include payments netting which is designed to 

reduce the operational cost of daily settlements, where the 

gross obligations of the counterparties are not in any way 

affected; 

 

netting agreement means any agreement which effects netting between two 

counterparties, or any other arrangement to effect netting, 

which does not contain a walkaway clause23; 

 

netting set means a group of transactions between two counterparties that 

is subject to a qualifying bilateral netting agreement; any 

transaction which is not subject to a qualifying bilateral netting 

agreement shall be deemed as its own netting set; 

 

NGR 

 

 

non-controlled early 

amortisation 

provision   

means the ratio of the net current replacement cost to the gross 

current replacement cost; 

 

means an early amortisation provision where the requirements 

of a controlled early amortisation provision are not complied 

with;   

operating entity means an entity that is conducting business with the intention 

of earning a profit in its own right;  

 

operational risk means the risk of loss resulting from –  

(a) inadequate or failed internal processes;  

(b) actions or omissions of persons; 

(c) systems; or 

(d) external events,  

including legal risk24, but does not include strategic or 

reputational risk;  

 

operational RWA means the risk-weighted assets for operational risks determined 

                                                            
23  “Walkaway clause” means any provision which permits a party to a netting agreement that is not in default 

to make limited payments or no payments at all, to a defaulting party under the same netting agreement, 

even if the party that is in default is a net creditor under the netting agreement.  
24     Legal risk includes exposures to fines, penalties, or punitive damages resulting from criminal prosecution, 

regulatory or supervisory actions, as well as such damages or other sums payable resulting from civil 

claims or settlements. 
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in the manner set out in Part IX; 

 

originator means – 

(a) an entity which, either itself or through related entities, 

directly or indirectly, creates the exposure being 

securitised25; or 

(b) any entity which purchases or advises or causes an SPE to 

purchase the exposures of a third party, which are then 

used in a securitisation (for avoidance of doubt, selling 

credit protection such that the entity or the SPE has a long 

position in the credit risk of the obligor is equivalent to 

purchasing exposures)26;  

 

OTC means over-the-counter; 

 

OTC derivative 

transaction 

 

 

means an exchange rate contract, interest rate contract, equity 

contract, precious metal or other commodity contract or credit 

derivative contract which is not traded on an exchange; 

 

preference share has the same meaning as in section 4(1) of the Companies Act 

(Cap. 50); 

  

PSE or public sector 

entity  

means – 

(a) a regional government or local authority that is able to 

exercise one or more functions of the central government at 

the regional or local level;   

(b) an administrative body or non-commercial undertaking 

responsible to, or owned by, a central government, regional 

government or local authority, which performs regulatory or 

non-commercial functions; 

(c) a statutory board in Singapore (other than the Authority); 

or 

(d) a town council in Singapore established pursuant to the 

Town Councils Act (Cap. 392A);  

 

qualifying bilateral 

netting agreement 

means a bilateral netting agreement where the requirements 

set out in Annex 7N of Part VII are complied with;  

 

qualifying MDB means an MDB listed in Annex 7S of Part VII; 

 

qualifying SFT means an SFT where the requirements set out in Annex 7K of 

Part VII are complied with; 

                                                            
25  Where an entity lends to an SPE with a view to enabling that SPE to make loans which are then used in a 

securitisation, the entity will generally be deemed to be acting as an originator. 
26  An entity which advises or causes an SPE to purchase the exposures of a third party, which are then used 

in a securitisation will generally not be deemed to be acting as an originator if –  

(a) the entity has not advised or caused the SPE to purchase any exposures which are then used in a 

securitisation before the date of issue of securities effecting the transfer of credit risk of those 

exposures to the investors in the securitisation; 

(b) the entity will not be liable for any losses incurred by the SPE arising from the exposures (for 

avoidance of doubt, the entity may still be liable for losses arising from a breach of its fiduciary 

duties); and 

(c) the entity does not undertake to achieve a minimum performance for the exposures. 
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recognised ECAI means an ECAI referred to in Annex 7R of Part VII; 

 

recognised group A 

exchange 

has the same meaning as in regulation 2 of the Securities and 

Futures (Financial and Margin Requirements for Holders of 

Capital Markets Services Licenses) Regulations; 

 

reference obligation means any obligation specified under a credit derivative 

contract used for purposes of either determining cash 

settlement value or the deliverable obligation; 

 

regulatory capital means capital which is used to meet regulatory requirements; 

 

repo means a repurchase transaction; 

 

regulated exchange means an exchange approved, licensed or otherwise regulated 

by the Authority or regulated by a financial services regulatory 

authority other than the Authority; 

 

resecuritisation 

exposure 

 

means a securitisation exposure in which the risk associated 

with an underlying pool of exposures is tranched and at least 

one of the underlying exposures is a securitisation exposure, 

and includes an exposure to one or more resecuritisation 

exposures;  

 

risk charge in relation to a market risk position, means the percentage 

assigned to that position to derive the capital requirement; 

 

risk position means a risk number which is assigned to a transaction under 

the CCR standardised method following a predetermined 

algorithm; 

 

risk weight in relation to an exposure, means a degree of risk expressed as 

a percentage assigned to that exposure; 

 

RWA means risk-weighted assets;  

 

RWE means risk-weighted exposure; 

 

SA(CR) or 

standardised 

approach to credit 

risk 

means the approach for calculating credit risk-weighted 

exposure amounts set out in Division 3 of Part VII or, if the 

reference is to any regulatory requirements of, or administered 

by, a bank regulatory agency other than the Authority, the 

equivalent under those requirements;  

 

SA(CR) exposure means any exposure for which a Merchant Bank is using the 

SA(CR) to calculate its credit risk-weighted exposure amount; 

 

SA(EQ) or 

standardised 

approach for equity 

exposures 

means the approach for calculating credit risk-weighted 

exposure amounts for equity exposures set out in Sub-division 

3 of Division 5 of Part VII or, if the reference is to any 

regulatory requirements of, or administered by, a bank 
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regulatory agency other than the Authority, the equivalent 

under those requirements;  

 

SA(EQ) exposure means any equity exposure for which a Merchant Bank is using 

the SA(EQ) to calculate its credit risk-weighted exposure 

amount; 

 

SA(MR) or 

standardised 

approach to market 

risk 

means the approach for calculating market risk capital 

requirements set out in Division 2 of Part VIII or, if the 

reference is to any regulatory requirements of, or administered 

by, a bank regulatory agency other than the Authority, the 

equivalent under those requirements; 

 

SA(OR) or 

standardised 

approach to 

operational risk 

means the approach for calculating operational risk capital 

requirements set out in Division 3 of Part IX or, if the reference 

is to any regulatory requirements of, or administered by, a bank 

regulatory agency other than the Authority, the equivalent 

under those requirements; 

 

SA(SE) or 

standardised 

approach for 

securitisation 

exposures 

means the approach for calculating credit risk-weighted 

exposure amounts for securitisation exposures set out in Sub-

division 4 of Division 6 of Part VII or, if the reference is to any 

regulatory requirements of, or administered by, a bank 

regulatory agency other than the Authority, the equivalent 

under those requirements;  

 

SA(SE) exposure means any securitisation exposure for which a Merchant Bank is 

using the SA(SE) to calculate its credit risk-weighted exposure 

amount; 

 

securities has the same meaning as in section 2 of the Securities and 

Futures Act (Cap. 289); 

 

securities exchange has the same meaning as in section 2 of the Securities and 

Futures Act (Cap. 289); 

 

securities firm means – 

(a) any entity holding a capital markets services licence under 

section 84(1) of the Securities and Futures Act (Cap. 289); 

or 

(b) any entity that is approved, licensed, registered or 

otherwise regulated by a regulatory agency other than the 

Authority to carry out activities permitted under a capital 

markets services licence under section 84(1) of the 

Securities and Futures Act (Cap. 289); 

 

securitisation means any transaction or scheme involving the tranching of 

credit risk associated with an exposure or a pool of exposures 

and which has the following characteristics: 

(a) payments in the transaction or scheme depend on the 

performance of the exposure or pool of exposures;  

(b) the subordination of tranches determines the distribution of 
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losses during the ongoing life of the transaction or scheme; 

and 

(c) junior trances can absorb losses without interrupting 

contractual payments to more senior tranches; 

 

securitisation 

exposure 

means any exposure of a Merchant Bank to a securitisation, and 

includes –  

(a) any on-balance sheet exposure to securities issued 

pursuant to a securitisation (e.g. asset-backed securities, 

mortgage-backed securities and collateralised debt 

obligations); 

(b) any off-balance sheet exposure to a securitisation (e.g. 

through credit enhancements, liquidity facilities, credit 

derivatives,  or tranched cover, interest rate swap or 

currency swap), regardless of whether it was retained by 

the Merchant Bank at, or repurchased by the Merchant 

Bank after, the origination of the securitisation; and 

(c) reserve accounts (e.g. cash collateral accounts) recorded as 

an asset by the originating bank; 

 

securitised 

exposure 

 

means an exposure, securitised by a Merchant Bank in its 

capacity as originator or ABCP programme sponsor, that forms 

an underlying exposure of a securitisation; 

 

servicer 

 

 

 

 

 

 

 

means a Merchant Bank which carries out administrative 

functions relating to the cash flows of the underlying exposure 

or pool of exposures of a securitisation, including setting up and 

operating the mechanism for collecting payments of interest or 

principal derived from the underlying exposures and channeling 

these funds to the investors or the trustee representing them, 

customer service, cash management, maintenance of records 

and reporting duties; 

 

SFT  

 

 

 

 

 

 

means a securities or commodities financing transaction 

comprising any one of the following: 

(a) a repo or a reverse repo;  

(b) a securities or commodities lending transaction or securities 

or commodities borrowing transaction;  

(c) a margin lending transaction, 

for which the value of the transaction depends on market 

valuation and the transaction is often subject to margin 

agreements;  

 

[MAS Notice 1111 (Amendment) 2013] 

 

small business means a corporation, partnership, limited liability partnership, 

sole proprietorship or trustee in respect of a trust with reported 

annual sales of less than $100 million; 

 

SPE or special 

purpose entity 

 

means a corporation, trust, or other entity established for a 

specific purpose, the activities of which are limited to those 

appropriate to accomplish that purpose and the structure of 
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which is intended to isolate the SPE from the credit risk of an 

originator or seller of exposures;  

 

specified central 

counterparty  

means an approved clearing house in respect of a clearing 

facility as defined in the Securities and Futures Act (Cap. 289) 

which is regulated by the Authority, or a clearing house utilised 

by an exchange referred to in the Securities and Futures 

(Recognised Securities Exchange) Order 2005 in respect of a 

clearing facility which is regulated by a financial services 

regulatory authority of a country or territory other than 

Singapore; 

 

[MAS Notice 1111 (Amendment) Notice] 

 

specific wrong-way 

risk  

means the risk that arises when exposure to a particular 

counterparty is positively correlated with the probability of 

default of the counterparty due to the nature of the transactions 

with that counterparty;  

 

structured deposit has the same meaning as in Regulation 2 of the Financial 

Advisers (Structured Deposits – Prescribed Investment Product 

and Exemption) Regulations 2005;  

 

structured note 

 

 

subsidiary 

has the same meaning as in Securities and Futures (Offers of 

Investments)(Shares and Debentures) Regulation 2005; 

 

has the same meaning as in section 5 of the Companies Act 

(Cap. 50); 

 

synthetic 

securitisation 

means a structure with at least two different tranches which 

reflect different degrees of credit risk where credit risk of an 

underlying exposure or pool of exposures is transferred, in 

whole or in part, through the use of funded or unfunded credit 

derivatives or guarantees;  

 

the Authority  means the Monetary Authority of Singapore established under 

the Monetary Authority of Singapore Act (Cap. 186); 

 

Tier 1 Capital  in relation to a Merchant Bank or subsidiary of the Merchant 

Bank, means the sum of the items set out in paragraph 

6.1.1CET1 Capital and AT1 Capital;  

 

Tier 1 capital 

instrument 

means any of the capital instruments set out in paragraphs 

6.1.1(a), (c) and (f);  

 

 

Tier 1 Capital 

subject to Limits 

means the sum of the items set out in paragraph 6.1.1, subject 

to the limit set out in paragraph 6.1.13;  

 

 

Tier 1 CAR means Tier 1 capital adequacy ratio, calculated in accordance 

with paragraph 4.1.1 4.1.2;  
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Tier 2 Capital means – 

(a) in relation to a Merchant Bank, the sum of the items set 

out in paragraphs 6.2.1 and 6.2.6 paragraph 6.3.1; and 

(b) in relation to a subsidiary of a Merchant Bank, the sum of 

items set out in paragraph 6.3.1, where a reference to 

“Merchant Bank” shall be construed as reference to “the 

subsidiary of the Merchant Bank”; 

 

Tier 2 capital 

instrument 

means any of the capital instruments set out in paragraphs 

6.2.1(f) and (g) and 6.2.6(a) and (b) a capital instrument which 

complies with the requirements set out in paragraph 6.3.2;  

  

Tier 2 Capital 

subject to Limits 

means the sum of Upper Tier 2 Capital and Lower Tier 2 Capital, 

subject to the limits set out in paragraphs 6.2.10 and 6.2.11;  

 

Total Capital means the sum of Net Tier 1 Capital and Tier 2 Capital subject 

to Limits;   

 

Total CAR means total capital adequacy ratio, calculated in accordance 

with paragraph 4.1.2 4.1.3; 

 

trading book has the meaning in Sub-division 3 of Division 1 of Part VIII; 

 

traditional 

securitisation 

means a structure where the cash flow from an underlying 

exposure or pool of exposures is used to service at least two 

different tranches reflecting different degrees of credit risk;  

 

tranche means a contractually established segment of the credit risk 

associated with an underlying exposure or pool of exposures, 

where a position in the segment entails a risk of credit loss 

greater than or less than a position of the same amount in each 

other such segment, without taking account of credit protection 

provided by third parties directly to the holders of positions in 

the segment or in other segments;  

 

unconsolidated 

subsidiary 

 

means a subsidiary whose assets and liabilities are not included 

in the consolidated financial statements of the merchant 

banking group; 

 

unfunded credit 

protection 

means a CRM where the reduction of the credit risk of an 

exposure of a Merchant Bank is derived from the undertaking of 

a third party to pay an amount in the event of the default of a 

counterparty or on the occurrence of other specified events; 

 

unrated in relation to any exposure, means that the exposure does not 

have an external credit assessment from a recognised ECAI; 

 

Upper Tier 2 Capital means the sum of the items set out in paragraph 6.2.1;  

 

USD means the United States dollar; 
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UT2 or Upper Tier 2 

capital instrument 

 

means a capital instrument set out in paragraph 6.2.1(f); and  

 

 

variation margin means funded collateral of a clearing member or a client of a 

clearing member posted on a daily or intraday basis to a CCP 

based on price movements of the transactions of the clearing 

member or the client of a clearing member; and 

 

written law 

 

has the same meaning as in section 2 of the Interpretation Act. 
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PROPOSED REVISIONS TO PART III (SCOPE OF APPLICATION) 
 

The section lays out Part III of MAS Notice 1111 (Scope of Application) in its entirety, 

with proposed revisions in tracked changes. 

 

 

 Division 1:  Capital Adequacy Ratio Requirements 

 

 Requirements to Apply at the Solo and Group Levels 

 

3.1.1 A Merchant Bank shall comply with the capital adequacy ratio requirements in 

this Notice at two levels:  

(a) the Merchant Bank standalone (“Solo”) level capital adequacy ratio 

requirements, which measure the capital adequacy of a Merchant Bank 

based on its standalone capital strength and risk profile; and  

(b) the consolidated (“Group”) level capital adequacy ratio requirements, 

which measure the capital adequacy of a Merchant Bank based on its 

capital strength and risk profile after consolidating the assets and 

liabilities of its merchant banking group entities, taking into account –  

(i) any exclusions of certain merchant banking group entities provided 

for under paragraphs 3.1.2 and 3.1.3; and 

(ii) any adjustments pursuant to Division 6 of Part VII. 

 

 

 Non-consolidation of Certain Subsidiaries at the Group Level 

 

3.1.2 A Merchant Bank shall –  

  

(a)  not consolidate its investment in an insurance subsidiary; and 

  

(b)  account for such investment at cost,  

 

when preparing the consolidated financial statements of the merchant banking group for 

the purpose of calculating its capital adequacy ratio requirements at the Group level.  

   

3.1.3 Subject to paragraph 3.1.2 and Part VI, a Merchant Bank may exclude from 

consolidation its investment in any other subsidiary when preparing the consolidated 

financial statements of the merchant banking group for the purpose of calculating its 

capital adequacy ratio requirements at the Group level only if such non-consolidation is 

permitted under the Accounting Standards. Notwithstanding the provisions set out in this 

paragraph, the exemption in paragraph 10 of Singapore Financial Reporting Standards 

27 ("SFRS 27") Consolidated and Separate Financial Statements paragraph 4(a) of 

Singapore Financial Reporting Standards 110 (“SFRS 110”) Consolidated Financial 

Statements5 shall not apply for the purpose of complying with paragraph 3.1.1(b) of this 

Notice. 

 

 

 

 

                                                            
5  Paragraph 10 of SFRS 27 Paragraph 4(a) of SFRS 110 exempts a parent from presenting consolidated 

financial statements, subject to certain conditions.  
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Division 2:  Calculation of Leverage Ratio  

 

 Requirements to Apply at the Solo and Group Levels 

 

3.2.1 A Merchant Bank shall calculate its leverage ratio in accordance with this 

Notice at two levels:  

 

(a) the Merchant Bank standalone (“Solo”) level, which measures the 

leverage ratio of a Merchant Bank based on its standalone capital 

strength; and  

 

(b) the consolidated (“Group”) level, which measures the leverage ratio of a 

Merchant Bank based on its capital strength after consolidating the 

assets and liabilities of its merchant bank group entities, taking into 

account –  

 

(i) any exclusions of certain merchant bank group entities provided for 

under paragraphs 3.2.2 and 3.2.3; and 

 

(ii) any adjustments pursuant to Division 6 of Part VII. 

 

 

 Non-consolidation of Certain Subsidiaries at the Group Level 

 

3.2.2 A Merchant Bank shall –  

  

(a)  not consolidate its investment in an insurance subsidiary; and 

  

(b)  account for such investment at cost,  

 

when preparing the consolidated financial statements of the merchant bank group for the 

purpose of calculating its leverage ratio at the Group level.  

   

3.2.3 Subject to paragraph 3.2.2 and Part VI, a Merchant Bank may exclude from 

consolidation its investment in any other subsidiary when preparing the consolidated 

financial statements of the merchant bank group for the purpose of calculating its 

leverage ratio at the Group level only if such non-consolidation is permitted under the 

Accounting Standards. Notwithstanding the provisions set out in this paragraph, the 

exemption in paragraph 4(a) of Singapore Financial Reporting Standards 110 (“SFRS 

110”) Consolidated Financial Statements5 shall not apply for the purpose of complying 

with paragraph 3.2.1(b).  
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PROPOSED REVISIONS TO PART IV  

(CAPITAL ADEQUACY RATIOS AND LEVERAGE RATIO) 
 

The title of Part IV of MAS Notice 1111 is proposed to be amended from “Capital 

Adequacy Ratios” to “Capital Adequacy Ratios and Leverage Ratio”. 

 

The section lays out the proposed revised Part IV of MAS Notice 1111 (Capital Adequacy 

Ratios and Leverage Ratio), which is to replace the existing Part IV in its entirety. 

 

 

Division 1:  Capital Adequacy Ratios  

 
4.1.1 A Merchant Bank shall calculate its Common Equity Tier 1 CAR as follows: 

 

  CET1 Capital 

7.1 CET1 CAR      =   ---------------------------------------------------------- 

  Credit RWA + Market RWA + Operational RWA 
 

 

 

4.1.2 A Merchant Bank shall calculate its Tier 1 CAR as follows: 

 

  Tier 1 Capital 

7.2 Tier 1 CAR     =   ---------------------------------------------------------- 

  Credit RWA + Market RWA + Operational RWA 
 

 

 

4.1.3 A Merchant Bank shall calculate its Total CAR as follows: 

 

  Eligible Total Capital 

7.3 Total CAR      =   ---------------------------------------------------------- 

  Credit RWA + Market RWA + Operational RWA 
 

 

 

Minimum ratios 

 

4.1.4 A Merchant Bank shall, at all times, maintain at both the Solo and Group 

levels –  

 

(a) a minimum CET1 CAR of 4.5%; 

 

(a) a minimum Tier 1 CAR of 6%; and 

 

(a) a minimum Total CAR of 8%. 

 

 

 

Capital Conservation Buffer6  

                                                            
6  A Merchant Bank should refer to paragraphs 122 to 135 of “Basel III: A global regulatory framework for 

more resilient banks and banking systems” issued by the BCBS in December 2010 (revised June 2011) for 

an understanding of the objectives of the Capital Conservation Buffer. 
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4.1.5 In addition to complying with the minimum ratios in paragraph 4.1.4, a 

Merchant Bank shall, at all times, maintain at both the Solo and Group levels, an 

additional amount of capital (“Capital Conservation Buffer”) comprising CET1 Capital, as 

set out in Table 4-2, over and above the minimum CET1 CAR, minimum Tier 1 CAR and 

minimum Total CAR7.  

 

Table 4-2: Capital Conservation Buffer 

 

From 

[date] 

2016 

From 1 

January 

2017 

From 1 

January 

2018 

From 1 

January 

2019 

Capital Conservation Buffer 0.625% 1.25% 1.875% 2.5% 

 

4.1.6 Notwithstanding paragraph 4.1.5, the Authority may bring forward the 

effective dates in Table 4-2 for application of the Capital Conservation Buffer, if the 

Authority deems it necessary to do so, based on the Authority’s assessment of the 

extent of excess credit growth and build-up of system-wide risk in Singapore. 

 

4.1.7 A Merchant Bank shall first use its CET1 Capital to meet the minimum ratios in 

paragraph 4.1.4 before it can count the remainder towards its Capital Conservation 

Buffer.  

 

4.1.8 [This paragraph has been intentionally left blank.] 

 

4.1.9 Where the CET1 CAR of a Merchant Bank is within the Capital Conservation 

Buffer range set out in the first column of Tables 4-3 to 4-6, the Merchant Bank shall 

meet the minimum capital conservation ratios set out in Tables 4-3 to 4-68,9:  

 

Table 4-3: Minimum capital conservation ratios as of [date] 2016  

CET1 CAR 
Minimum capital conservation ratios 

(expressed as a percentage of earnings) 

4.5% - 4.65625% 100% 

>4.65625% - 4.8125% 80% 

>4.8125% - 4.96875% 60% 

>4.96875% - 5.125% 40% 

>5.125% 0% 

 

 

Table 4-4: Minimum capital conservation ratios as of 1 January 2017 

CET1 CAR 
Minimum capital conservation ratios 

(expressed as a percentage of earnings) 

                                                            
7  For each year in the period up to 31 December 2018, a Merchant Bank that already meets the sum of each 

minimum ratio and Capital Conservation Buffer required in that year, but remains below the sum of the 

minimum ratio and Capital Conservation Buffer required from 1 January 2019, should maintain prudent 

earnings retention policies with a view to meeting the sum of the minimum ratio and Capital Conservation 

Buffer required from 1 January 2019 as early as possible. 
8  The distribution constraints imposed on Merchant Banks when their capital adequacy ratios fall within the 

Capital Conservation Buffer range increase as the Merchant Banks’ capital adequacy ratios approach the 

minimum ratios. By design, the constraints imposed on Merchant Banks with capital adequacy ratios at the 

top of the Capital Conservation Buffer range would be minimal. 
9  Although the Capital Conservation Buffer may be drawn down, a Merchant Bank should not choose in 

normal times outside periods of stress to operate within the Capital Conservation Buffer range. 
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CET1 CAR 
Minimum capital conservation ratios 

(expressed as a percentage of earnings) 

4.5% - 4.8125% 100% 

>4.8125% - 5.125% 80% 

>5.125% - 5.4375% 60% 

>5.4375% - 5.75% 40% 

>5.75% 0% 

 

Table 4-5: Minimum capital conservation ratios as of 1 January 2018 

CET1 CAR 
Minimum capital conservation ratios 

(expressed as a percentage of earnings) 

4.5% - 4.96875% 100% 

>4.96875% - 5.4375% 80% 

>5.4375% - 5.90625% 60% 

>5.90625% - 6.375% 40% 

>6.375% 0% 

 

Table 4-6: Minimum capital conservation ratios as of 1 January 2019 

CET1 CAR 
Minimum capital conservation ratios 

(expressed as a percentage of earnings) 

4.5% - 5.125% 100% 

>5.125% - 5.75% 80% 

>5.75% - 6.375% 60% 

>6.375% - 7% 40% 

>7% 0% 

 

4.1.10 For the purpose of paragraphs 4.1.9 and 4.1.11: 

 

(a) when calculating “CET1 CAR”, CET1 Capital used to meet the minimum 

CET1 CAR excluding any additional CET1 Capital needed to meet the 

minimum Tier 1 CAR and minimum Total CAR10 shall be included in the 

numerator of the ratio;  

 

(b) “minimum capital conservation ratios”, in relation to a Merchant Bank, 

refer to the percentage of a Merchant Bank’s earnings for a financial 

year that a Merchant Bank is required to conserve in the subsequent 

financial year, i.e. a Merchant bank shall distribute no more than the 

percentage of (100% less the minimum capital conservation ratio) of its 

earnings for a financial year, in the subsequent financial year, in terms 

of items subject to the restriction on distributions11; 

 

                                                            
10  For example, a Merchant Bank with an 8% CET1 CAR and no Additional Tier 1 Capital nor Tier 2 Capital as 

at [date] 2016 or later would meet all the minimum ratios in paragraph 4.1.4.  However, it would have a 

zero Capital Conservation Buffer and therefore be subject to a 100% capital conservation ratio. 
11  For example, a Merchant Bank with a CET1 CAR in the range of 5.125% - 5.75% after 1 Jan 2019 is 

required to conserve 80% of its earnings for a financial year, in the subsequent financial year (i.e. 

distribute no more than 20% in terms of items subject to the restriction on distributions). For the avoidance 

of doubt, the capital conservation requirement applies to items subject to the restriction on distributions 

only, not the operation of the Merchant Bank. A Merchant Bank should be able to conduct business as 

normal when its capital adequacy ratios fall within the Capital Conservation Buffer range as it experiences 

losses. 
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(c) “items subject to the restriction on distributions” in sub-paragraph (b) 

above refer to distributions in the form of dividends, share buybacks, 

discretionary payments on AT1 capital instruments and discretionary 

bonus payments to staff.  It does not include payments that do not 

result in a depletion of CET1 Capital by the Merchant Bank (e.g. scrip 

dividends);  

 

(d) “earnings”, in relation to a Merchant Bank, means the Merchant Bank’s 

distributable profits for a financial year, based on the year-end financial 

statements, calculated gross of the deduction of items subject to the 

restriction on distributions and less the tax which would have been 

payable had none of the items subject to the restriction on distributions 

been paid12.  

 

4.1.11 For the purpose of paragraph 4.1.9, where a Merchant Bank –  

 

(a) does not have positive earnings in a particular financial year; and 

 

(b) has a CET1 CAR of less than the sum of –  

 

(i) the minimum CET1 CAR in accordance with Table 4-1; and  

 

(ii) the Capital Conservation Buffer in accordance with Table 4-2, 

 

the Merchant Bank shall be restricted from making distributions of items subject to the 

restriction on distributions in the subsequent financial year.  

 

4.1.12 If a Merchant Bank intends to make any distributions in excess of the 

constraints imposed by paragraph 4.1.9 and paragraph 4.1.11, it will have to raise 

capital in the private sector equal to the amount above the constraint that it wishes to 

distribute, subject to prior discussions with the Authority. 

 

4.1.13      A Merchant Bank intending to draw on its Capital Conservation Buffer shall 

consult the Authority in advance, and shall present a capital plan on the rebuilding of the 

Capital Conservation Buffer.  The Merchant Bank shall demonstrate to the satisfaction of 

the Authority that its capital plan will rebuild the Capital Conservation Buffer within an 

appropriate timeframe. The Authority may impose a time limit on a Merchant Bank 

operating within the Capital Conservation Buffer range for, or other conditions related to, 

the rebuilding of the Capital Conservation Buffer. 

 

 

Countercyclical Buffer13 

 

4.1.14 In addition to complying with the minimum ratios in paragraphs 4.1.4 and the 

Capital Conservation Buffer in paragraph 4.1.5, a Merchant Bank shall, at all times, 

maintain at both the Solo and Group levels, a further additional amount of capital 

(“Countercyclical Buffer”) comprising CET1 Capital ranging from zero up to the 

                                                            
12  This is to reverse any tax impact of making such distributions. 
13  A Merchant Bank should refer to paragraphs 136 to 150 of “Basel III: A global regulatory framework for 

more resilient banks and banking systems” issued by the BCBS in December 2010 (revised June 2011) for 

an understanding of the objectives of the Countercyclical Buffer. 
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percentages set out in Table 4-7 above the minimum CET1 CAR, minimum Tier 1 CAR 

and minimum Total CAR.14   

 

Table 4-7: Countercyclical Buffer 

 

From 

[date] 

2016 

From 1 

January 

2017 

From 1 

January 

2018 

From 1 

January 

2019 

Countercyclical Buffer  0.625% 1.25% 1.875% 2.5% 

 

4.1.15 The actual magnitude of the Countercyclical Buffer to be applied under 

paragraph 4.1.14 to a Merchant Bank shall be the weighted average of the country-

specific countercyclical buffer requirements that are being applied by national authorities 

in jurisdictions to which the Merchant Bank has private sector credit exposures. The 

weighting applied to the country-specific countercyclical buffer requirement of each 

jurisdiction shall be the Merchant Bank’s total RWA for its private sector credit exposures 

in that jurisdiction15, divided by the Merchant Bank’s total RWA for all its private sector 

credit exposures across all jurisdictions. 

 

4.1.16 For the purpose of paragraphs 4.1.15, 4.1.17, and 4.1.20 to 4.1.24 –  

 

(a) “country-specific countercyclical buffer requirement” means the 

countercyclical buffer requirement in respect of a particular jurisdiction 

(expressed as a percentage of RWA), which the national authority has 

applied16,17 and includes any countercyclical buffer requirement in 

respect of Singapore that the Authority may set; and 

 

(b) “RWA for its private sector credit exposures”, in relation to a Merchant 

Bank, means –   

 

(i) the RWA in respect of all the exposures in its banking book, other 

than SA(CR) exposures referred to in paragraph 7.3.1(a), (b), (c), 

(d) and (e); and 

 

(ii) the RWA equivalent for the market risk capital requirements for 

specific risk and securitisation exposures, where applicable, in 

respect of all the exposures in its trading book.  

 

                                                            
14  For the avoidance of doubt, the Countercyclical Buffer applicable to a Merchant Bank can be 0% at a 

particular point in time. 
15  This should be based on where the ultimate risk of the exposure resides, where possible, i.e. the 

jurisdiction where the guarantor resides, not where the exposure is booked. 
16  A Merchant Bank may refer to the document, “Guidance for national authorities operating the 

countercyclical capital buffer” issued by the BCBS in December 2010, to understand the factors that could 

be considered by national authorities in making such decisions, particularly for the jurisdictions to which the 

Merchant Bank has credit exposures. 
17  For the purpose of the calculation of the Countercyclical Buffer by the Merchant Bank, the country-specific 

countercyclical buffer requirement in respect of a jurisdiction outside Singapore -  

(a) shall not apply where it takes effect prior to 2016; and  

(b) shall be capped at 0.625% in 2016, 1.25% in 2017, 1.875% in 2018, and 2.5% from 1 Jan 2019 

onwards, [unless the Authority otherwise specifies. 

A jurisdiction is expected to announce its decision to raise the level of its country-specific countercyclical 

buffer requirement up to 12 months prior to the requirement taking effect.  The pre-announced buffer 

decisions and the actual buffers in place for BCBS member jurisdictions will be published on the website of 

the Bank of International Settlements. 
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4.1.17 A Merchant Bank shall apply each country-specific countercyclical buffer 

requirement in calculating its Countercyclical Buffer from the date specified by the 

relevant national authority. Where the period between the date of announcement and 

the effective date of the country-specific countercyclical capital buffer requirement by a 

jurisdiction other than Singapore is less than 12 months, the Authority may specify a 

later effective date, no more than 12 months from the date of announcement by that 

jurisdiction, which takes into account practical considerations and the need to effect the 

country-specific countercyclical buffer requirement of that jurisdiction as soon as 

possible.     

 

4.1.18  A Merchant Bank shall extend the size of the Capital Conservation Buffer by 

adding the Countercyclical Buffer applicable to the Merchant Bank under paragraph 

4.1.5.  Where the CET1 CAR of a Merchant Bank is within such an extended Capital 

Conservation Buffer range, the Merchant Bank shall meet the minimum capital 

conservation ratios set out in Table 4-8.  Table 4-9 sets out an illustration of the ranges 

of CET1 CAR corresponding to various minimum capital conservation ratios as of 1 

January 2019, assuming a Countercyclical Buffer of 2.5%.  

 

Table 4-8: Minimum capital conservation ratios for a Merchant Bank that is subject to a 

Countercyclical Buffer 

CET1 CAR 
Minimum capital conservation ratios 

(expressed as a percentage of earnings) 

Within first quartile of buffer 100% 

Within second quartile of buffer 80% 

Within third quartile of buffer 60% 

Within fourth quartile of buffer 40% 

Above top of buffer 0% 

 

Table 4-9: Illustration of minimum capital conservation ratios for a Merchant Bank that is 

subject to a Countercyclical Buffer of 2.5% as of 1 January 2019  

CET1 CAR 
Minimum capital conservation ratios 

(expressed as a percentage of earnings) 

4.5% - 5.75% 100% 

>5.75% - 7% 80% 

>7% - 8.25% 60% 

>8.25% - 9.5% 40% 

>9.5% 0% 

 

4.1.19 For the avoidance of doubt, paragraphs 4.1.7, 4.1.8, 4.1.10, 4.1.11, 4.1.12 

and 4.1.13 shall apply to a Merchant Bank which is subject to a Countercyclical Buffer.  

The references to “Capital Conservation Buffer” in those paragraphs shall be read to 

include the Countercyclical Buffer in such cases. 

 

4.1.20 A Merchant Bank shall ensure that its Countercyclical Buffer is calculated with 

at least at the same frequency as its capital adequacy ratios. The Merchant Bank shall 

calculate its Countercyclical Buffer based on the latest relevant country-specific 

countercyclical buffer requirements that are applicable at the date which the Merchant 

Bank calculates its capital adequacy ratios. 
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 National countercyclical buffer requirements 

 

4.1.21 Where the Authority has assessed a period of excess credit growth to be 

leading to a build up of system-wide risk, the Authority shall consider setting a 

countercyclical buffer requirement in respect of Singapore (“Singapore-specific 

countercyclical buffer requirement”). The Authority shall determine the size of the 

Singapore-specific countercyclical buffer requirement. 

 

4.1.22 For the purpose of paragraph 4.1.21, the Singapore-specific countercyclical 

buffer requirement shall range from zero to the percentages set out in Table 4-10 of 

RWA, based on the Authority’s assessment of the extent of the build-up of system-wide 

risk.    

 

Table 4-10: Singapore-specific countercyclical buffer requirement 

 

From 

[date] 

2016 

From 1 

January 

2017 

From 1 

January 

2018 

From 1 

January 

2019 

Singapore-specific 

countercyclical buffer 

requirement 

0.625% 1.25% 1.875% 2.5% 

 

The Authority shall apply the principles in the document, “Guidance for national 

authorities operating the countercyclical buffer” issued by the BCBS in December 2010, 

in making its decisions on the level of the Singapore-specific countercyclical buffer 

requirement.18 

 

4.1.23 Notwithstanding paragraph 4.1.22, the Authority may bring forward the 

effective dates specified in Table 4-10 or to set a Singapore-specific countercyclical 

buffer requirement that is higher than the amounts specified in Table 4-10, if the 

Authority deems it necessary to do so, based on the Authority’s assessment of the 

extent of excess credit growth and build-up of system-wide risk in Singapore.19  

 

4.1.24 The Authority shall announce any decision by the Authority to set or to 

increase the Singapore-specific countercyclical buffer requirement, prior to but no longer 

than 12 months before Singapore-specific countercyclical buffer requirement is to take 

effect. 

 

4.1.25  The Authority shall announce any decision by the Authority to decrease the 

Singapore-specific countercyclical buffer requirement, and any such decision shall take 

effect immediately.20 

 

 

 

                                                            
18  The Authority may implement a range of additional macroprudential tools.  
19  It is noted that the international reciprocity provisions set out in the Countercyclical Buffer regime under 

“Basel III: A global regulatory framework for more resilient banks and banking systems” issued by the 

BCBS in December 2010 (revised June 2011) would not apply to countercyclical buffer requirements set by 

national authorities in respect of their jurisdiction, where the time frames set by national authorities are 

earlier than the time frames set out in Basel III or the amounts are higher than the requirements set out 

in Basel III.  
20  The Authority shall communicate any of its announcements relating to the Singapore-specific 

countercyclical buffer requirements to the Basel Committee on Banking Supervision. 
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Overall capital adequacy 

 

4.1.26 The Authority may, if it considers appropriate in the particular circumstances 

of a Merchant Bank, having regard to the risks arising from the activities of the Merchant 

Bank and such other factors as the Authority considers relevant, vary the minimum CET1 

CAR, minimum Tier 1 CAR, minimum Total CAR, Capital Conservation Buffer or 

Countercyclical Buffer applicable to that Merchant Bank.  

 

4.1.27 A Merchant Bank may, subject to the prior approval of the Authority and 

compliance with such conditions as the Authority may impose, adopt any one or more 

alternative approaches to those set out in this Notice 

 

 

Division 2: Leverage Ratio21 

 

4.2.1 A Merchant Bank shall calculate its leverage ratio as set out in Annex 4A of 

this Part. 

                                                            
21   A Merchant Bank should refer to “Basel III leverage ratio framework and disclosure requirements” issued by 

the BCBS in January 2014 for an understanding of the objectives of the leverage ratio. The BCBS may make 

any further adjustments to the definition and the final calibration of the leverage ratio by 2017, with a view 

to migrating to Pillar 1 treatment on 1 January 2018. 
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Annex 4A 

 

CALCULATION OF THE LEVERAGE RATIO 

 

 

Section 1:  Overview 

 

1.1 A Merchant Bank shall calculate its leverage ratio as follows:  

 

  Capital measure (CM) 

7.4 Leverage 

ratio 

(LR) 

     =   ------------------------------------------------ 

  Exposure measure (EM) 
 

  

 

Scope of application 

 

1.2 A Merchant Bank shall calculate its leverage ratio at both the Group and 

Solo levels as set out in Division 2 of Part III as at the end of each quarter.  Where a 

Merchant Bank does not consolidate its investment in an entity in accordance with 

Division 2 of Part III, the Merchant Bank shall only include the investment in the 

capital of such entity (i.e. only the carrying amount of the investment, and not the 

underlying assets and other exposures of the entity) in its EM. 

 

1.3 A Merchant Bank may exclude from its EM the balance sheet assets which 

are deducted from CET1 Capital or AT1 Capital in accordance with paragraphs 6.1.3 

and 6.2.3 respectively. This includes the amount of any investment in the capital of an 

entity that is totally or partially deducted from CET1 Capital or AT1 Capital following 

the deductions in accordance with paragraphs 6.1.3(p) and 6.2.3(e) respectively, 

where the entity is not consolidated in accordance with Division 2 of Part III. 

 

 

Section 2: EM  

 

2.1 Subject to paragraphs 2.2 to 2.25 of this Annex, a Merchant Bank shall 

calculate its EM in accordance with the Accounting Standards and shall not take into 

account physical or financial collateral, guarantees or other CRM to reduce its EM.  

 

2.2 A Merchant Bank shall not net loans against deposits when calculating its 

EM. 

 

2.3 A Merchant Bank shall calculate its EM as the sum of – 

 

(a) on-balance sheet items calculated in accordance with paragraphs 2.4 

to 2.6 of this Annex other than items specified in sub-paragraphs (b) 

and (c) (“exposure measures of on-balance sheet items”); 

  

(b) derivative transactions calculated in accordance with paragraphs 2.7 

to 2.17 of this Annex (“derivative exposure measures”); 
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(c) SFTs calculated in accordance with paragraphs 2.18 to 2.24 of this 

Annex (“SFT exposure measures”); and 

 

(d) off-balance sheet items calculated in accordance with paragraph 2.25 

of this Annex (“exposure measures of off-balance sheet items”). 

 

 

On-Balance Sheet Items  

 

2.4 A Merchant Bank shall include all on-balance sheet assets (including on-

balance sheet collateral for any derivative transaction and collateral for any SFT) in 

the calculation of its exposure measure in respect of on-balance sheet items. For on-

balance sheet assets which are not derivative transactions, a Merchant Bank shall 

calculate the exposure measure in respect of such on-balance sheet assets, based on 

their carrying amount as determined in accordance with the Accounting Standards, 

net of specific allowances and accounting valuation adjustments (e.g. accounting 

credit valuation adjustments). A Merchant Bank shall exclude on-balance sheet items 

excluded from its EM in accordance with paragraph 1.3 of this Annex from the 

exposure measure in respect of on-balance sheet items. 

 

2.5 A Merchant Bank may exclude from its EM, fiduciary assets that meet the 

criteria for de-recognition and, where applicable, de-consolidation, under the 

Accounting Standards. 

 

2.6 A Merchant Bank shall not deduct liability items from its EM. For example, a 

Merchant Bank shall not deduct from its EM gains or losses on fair valued liabilities or 

accounting valuation adjustments on derivative liabilities due to changes in the 

Merchant Bank’s own credit risk as described in paragraph 6.1.3(g). 

 

 

Derivative Transactions  

 

2.7 For a derivative transaction that is not covered by a qualifying bilateral 

netting agreement, a Merchant Bank shall calculate its exposure measure in respect of 

the derivative transaction by adding -   

 

(a) the replacement cost22 as set out in paragraph 1.1(a) of Annex 7O 

(except that the references to “OTC derivative transaction” shall be 

replaced by “derivative transaction”); and 

 

(b) the amount for potential future exposure as set out in paragraph 

1.1(b) of Annex 7O (except that the references to “OTC derivative 

transaction” shall be replaced by “derivative transaction”).  

 

                                                            
22   Where there is no accounting measure of exposure for certain derivative instruments because they are 

held completely off-balance sheet, the Merchant Bank shall use the sum of positive fair values of these 

derivative instruments as the replacement cost. 
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2.8  For a derivative transaction that is covered by a qualifying bilateral netting 

agreement, a Merchant Bank shall calculate its exposure measure in respect of the 

derivative transaction by adding -   

 

(a) the net replacement cost22 as set out in paragraph 1.2(a) of Annex 

7O (except that the reference to “OTC derivative transactions” shall 

be replaced by “derivative transactions”); and 

 

(b) an add-on, “ANet”, for the potential future exposure as set out in 

paragraphs 1.2(b) and 1.3 of Annex 7O (except that the reference to 

“OTC derivative transactions” shall be replaced by “derivative 

transactions”).  

 

2.9 A Merchant Bank shall not apply cross-product netting in the calculation of 

its EM. 

 

2.10 A Merchant Bank shall not reduce the exposure measure in respect of 

derivative transactions calculated in accordance with paragraphs 2.7 or 2.8 of this 

Annex, whichever is applicable, by any collateral received from its counterparty in 

connection with the derivative transaction. For the avoidance of doubt, the Merchant 

Bank shall not net any collateral received against the derivative transaction even if 

such netting is permitted under the Accounting Standards or Part VII. Where collateral 

provided by the Merchant Bank in relation to a derivative transaction has reduced the 

value of its balance sheet assets in accordance with the Accounting Standards, the 

Merchant Bank shall gross up the exposure measure in respect of the derivative 

transaction by the amount of such collateral. 

 

2.11 Notwithstanding paragraph 2.10 of this Annex, a Merchant Bank may 

reduce the exposure measure in respect of a derivative transaction calculated in 

accordance with paragraphs 2.7 or 2.8 of this Annex, whichever is applicable, by the 

cash portion of the variation margin received or provided in relation to the derivative 

transaction, if the following conditions are met:  

 

(a) for trades not cleared through a specified central counterparty, the 

cash received by the recipient counterparty is not segregated; 

 

(b) the variation margin is calculated and exchanged on a daily basis 

based on mark-to-market valuation of derivative transactions; 

 

(c) the cash portion of the variation margin is received in the same 

currency as the currency of settlement of the derivative contract; 

 

(d) the variation margin exchanged is the full amount necessary to fully 

extinguish the mark-to-market exposure of the derivative transaction 

subject to the threshold and minimum transfer amounts applicable to 

the counterparty; and 
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(e) the derivatives transactions and variation margins are covered by a 

single agreement to net23 between the counterparties in the 

derivatives transaction and the agreement to net -  

 

(i) explicitly stipulates that the counterparties agree to settle on a 

net basis any obligation covered by such an agreement to net, 

taking into account any variation margin received or provided if 

a credit event occurs involving either counterparty; and  

 

(ii) is legally enforceable and effective in all relevant jurisdictions24, 

including in the event of default, insolvency, and bankruptcy. 

 

2.12 For the purposes of paragraph 2.11 of this Annex, a Merchant Bank may: 

 

(a) reduce the replacement cost calculated in accordance with 

paragraphs 2.7 or 2.8 of this Annex, whichever is applicable, by the 

amount of the cash portion of the variation margin received25, if the 

positive mark-to-market value of the derivative transaction or 

transactions is not already reduced by the same amount of the cash 

portion of the variation margin received in accordance with the 

Accounting Standards; or  

 

(b)   in respect of the cash portion of the variation margin provided to a 

counterparty, where the cash portion of the variation margin has 

been recognised as an asset in accordance with the Accounting 

Standards, deduct the resulting receivable from its EM. 

 

2.13 Where a Merchant Bank, acting as a clearing member of a specified central 

counterparty, offers clearing services for derivative transactions to its clients, the 

Merchant Bank may exclude CCP trade exposures26 to a specified central counterparty 

from the calculation of its exposure measure in respect of the derivative transaction if 

the Merchant Bank is not obligated, based on the contractual arrangements with the 

client, to reimburse the client for any losses suffered due to changes in the value of its 

derivative transactions in the event that the specified central counterparty defaults.27 

Where the CCP trade exposures are to a CCP that is not a specified central 

counterparty, the Merchant Bank shall include the CCP trade exposures based on the 

treatment for derivative transactions specified in this Annex. 

 

                                                            
23   For the purpose of paragraph 2.11 of this Annex, an agreement to net is any agreement that provides 

legally enforceable right of offsets.  A master agreement to net may be deemed to be a single 

agreement to net. 
24   For the purpose of Annex 4A, “relevant jurisdictions” has the same meaning as in paragraph 3.1(a)(iv) 

of Annex 7N.   
25   The cash portion of the variation margin shall not be used to reduce the potential future exposure 

(including the calculation of NGR) calculated in accordance with paragraphs 2.7 and 2.8 of this Annex.  
26

  For the purposes of paragraphs 2.13 and 2.14 of this Annex, CCP trade exposures shall include initial 

margin irrespective of whether or not it is posted in a manner that makes it remote from the insolvency 

of the CCP. 
27

   For the avoidance of doubt, where the Merchant Bank is obligated to reimburse the client for any losses 

suffered due to changes in the value of its transactions in the event that the specified central 

counterparty defaults, the Merchant Bank shall include the CCP trade exposures based on the 

treatment for derivative transactions specified in this Annex. 
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2.14 Where the client enters directly into a derivatives transaction with the CCP 

and the Merchant Bank acting as a clearing member for the client to the CCP, 

guarantees the performance of its client’s CCP trade exposures to the CCP for the 

transaction, the Merchant Bank shall calculate its related exposure resulting from the 

guarantee as an exposure measure in respect of the derivative transaction as set out 

in paragraphs 2.7 to 2.12 of this Annex, as if the Merchant Bank had entered directly 

into the transaction with the client, including with regard to the receipt or provision of 

the cash portion of the variation margin. 

 

 

Written Credit Derivatives  

 

2.15 In addition to the treatment for derivative transactions, which would 

include credit derivatives where the Merchant Bank is the protection seller (“written 

credit derivatives”), set out in paragraphs 2.7 to 2.14 of this Annex, a Merchant Bank 

shall include, subject to paragraphs 2.16 to 2.17 of this Annex, in its exposure 

measure in respect of a written credit derivative, the effective notional amount28 of 

the written credit derivative. 

 

2.16 For the purpose of calculating the effective notional amount of the written 

credit derivative, a Merchant Bank may reduce the effective notional amount by any 

negative change in fair value amount that has been incorporated into the calculation 

of CM with respect to the written credit derivative. The Merchant Bank may further 

reduce the resulting amount by the effective notional amount of a purchased credit 

derivative on the same reference name29,30 if - 

 

(a) the credit protection purchased is on a reference obligation which 

ranks pari passu with or is junior to the underlying reference 

                                                            
28

  The effective notional amount of the written credit derivative is obtained by adjusting the notional 

amount to reflect the true exposure of the written credit derivatives that are leveraged or otherwise 

enhanced by the structure of the transaction. 
29

  Two reference names are considered identical only if they refer to the same legal entity. For single-

name credit derivatives, protection purchased that references a subordinated position may offset 

protection sold on a more senior position of the same reference entity as long as a credit event on the 

senior reference asset would result in a credit event on the subordinated reference asset. A Merchant 

Bank may offset protection purchased on a pool of reference entities with protection sold on individual 

reference names if the protection purchased is economically equivalent to buying protection separately 

on each of the individual names in the pool (this would, for example, be the case if a Merchant Bank 

were to purchase protection on an entire securitisation structure). If a Merchant Bank purchases 

protection on a pool of reference names, but the credit protection does not cover the entire pool (i.e. 

the protection covers only a subset of the pool, as in the case of an nth-to-default credit derivative or a 

securitisation tranche), then the Merchant Bank shall not be permitted to offset the protection sold on 

individual reference names. However, a Merchant Bank may offset such purchased protections with sold 

protections on a pool, provided the purchased protection covers the entirety of the subset of the pool 

on which protection has been sold. In other words, a Merchant Bank may recognise offsetting only 

when the pool of reference entities and the level of subordination in both transactions are identical. 
30

  The Merchant Bank may reduce the effective notional amount of a written credit derivative by any 

negative change in fair value reflected in the Merchant Bank’s CM provided the effective notional 

amount of the offsetting purchased credit protection is also reduced by any resulting positive change in 

fair value reflected in CM. Where a Merchant Bank buys credit protection through a total return swap 

and records the net payments received as net income, but does not record offsetting deterioration in 

the value of the written credit derivative (either through reductions in fair value or by an addition to 

reserves) reflected in CM, the Merchant Bank shall not recognise the credit protection for the purpose 

of offsetting the effective notional amounts related to written credit derivatives. 
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obligation of the written credit derivative in the case of single name 

credit derivatives31; and 

 

(b) the remaining maturity of the purchased credit derivative is equal to 

or greater than the remaining maturity of the written credit 

derivative.  

 

2.17 For the purpose of calculating the amount for potential future exposure as 

set out in paragraphs 2.7(b) and 2.8(b) of this Annex, a Merchant Bank may deduct 

from the amount for potential future exposure, the individual potential future 

exposure amount relating to a written credit derivative provided that it is not offset 

under paragraph 2.16 of this Annex and the effective notional amount is included in 

the calculation of the written credit derivative under paragraph 2.15 of this Annex32.  

 

 

SFTs  

 

2.18 A Merchant Bank shall calculate its exposure measure in respect of SFTs by 

adding -   

 

(a) the gross SFT assets recognised in accordance with the Accounting 

standards (i.e. with no recognition of accounting netting)33 with the 

following adjustments:  

 

(i) the Merchant Bank shall exclude the value of any securities 

received under an SFT, where the Merchant Bank has 

recognised the securities as an asset on its balance sheet; and 

 

(ii) the Merchant Bank may net the cash payables and cash 

receivables in SFTs with the same counterparty if the following 

criteria are met: 

 

(A) the transactions have the same explicit final settlement 

date; 

(B) the right to set off the amount owed to the counterparty 

with the amount owed by the counterparty is legally 

enforceable both currently in the normal course of 

business and in the event of default, insolvency, and 

bankruptcy; 

(C) the counterparties intend to settle net or settle 

simultaneously, or the transactions are subject to a 

                                                            
31

  For tranched products, the Merchant Bank shall ensure that the purchased credit protection is on a 

reference obligation with the same level of seniority. 
32

  For a written credit derivative not covered by a qualifying bilateral netting agreement, a Merchant Bank 

may set the add-on factor applied to compute the amount for potential future exposure to zero. For a 

written credit derivative which is covered by a qualifying bilateral netting agreement, a Merchant Bank 

may reduce AGROSS by the individual add-on amounts for the portion of the written credit derivative 

whose notional amounts are included in the exposure measure in respect of the written credit 

derivative. The Merchant Bank shall not make any adjustments to NGR. 
33

  The Merchant Bank shall not reflect any recognition of accounting netting of cash payables against cash 

receivables in the gross SFT assets recognised, subject to paragraph 2.18(a)(ii) of this Annex. 
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settlement mechanism that results in the functional 

equivalent of net settlement i.e. the cash flows of the 

transactions are equivalent, in effect, to a single net 

amount on the settlement date34;  

 

(b) the SFT counterparty exposure calculated in accordance with the 

following formula:  

 

(i) where the Merchant Bank has entered into a qualifying 

agreement to net with the counterparty:  

 

CESFT* = max {0, [∑(CESFT,i) - ∑(CSFT,i)]} 

 

where -  

 

(A) “CESFT*” refers to the SFT counterparty exposure; 

 

(B) “∑(CESFT,i)” refers to the total fair value of securities and 

cash lent to the counterparty for all transactions included 

in the qualifying agreement to net; and 

 

(C) “∑(CSFT, i)” refers to the total fair value of securities and 

cash received from the counterparty for all transactions 

included in the qualifying agreement to net; and   

 

(ii) where the Merchant Bank has not entered into a qualifying 

agreement to net with the counterparty, calculate for each 

transaction:  

 

 CESFT,i* = max {0, [(CESFT,i) - (CSFT,i)]} 

 

 where -  

 

 

(A) “CESFT, i *” refers to the SFT counterparty exposure for an 

SFT transaction, i; 

 

(B) “CESFT, i” refers to the fair value of securities and cash lent 

to the counterparty for the SFT transaction, i; and 

 

(C) “CSFT,i” refers to the fair value of securities and cash 

received from the counterparty for the SFT transaction, i.   

 

                                                            
34

  To achieve such equivalence, both transactions are to be settled through the same settlement system 

and the settlement arrangements are supported by cash, or intraday credit facilities, or both, intended 

to ensure that settlement of both transactions will occur by the end of the business day and the 

linkages to collateral flows do not result in the unwinding of net cash settlement. The latter condition 

ensures that any issues arising from the securities leg of the SFTs do not interfere with the completion 

of the net settlement of the cash receivables and payables. 
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2.19 For the purposes of paragraph 2.18(a) of this Annex, where the SFT assets 

are subject to novation and cleared through a specified central counterparty, a 

Merchant Bank shall use the final contractual exposure in place of gross SFT assets.  

 

2.20 For the purposes of paragraph 2.18(b) of this Annex, a qualifying 

agreement to net is an agreement to net that meets the following criteria:  

 

a) be legally enforceable in each relevant jurisdiction35 upon the 

occurrence of an event of default and regardless of whether the 

counterparty is insolvent or bankrupt;  

 

b) provide the non-defaulting party with the right to terminate and close 

out in a timely manner all transactions under the agreement upon an 

event of default, including in the event of insolvency or bankruptcy of 

the counterparty;  

 

c) provide for the netting of gains and losses on transactions (including 

the value of any collateral) terminated and closed out under it so that 

a single net amount is owed by one party to the other; and 

 

d) allow for the prompt liquidation or setoff of collateral upon the event 

of default. 

 

2.21 For the purposes of paragraph 2.18(b)(i) of this Annex, a Merchant Bank 

shall recognise netting across positions in the banking book and trading book only if - 

 

a) all transactions are marked to market daily; and 

 

b) the collateral used in the transactions is an eligible financial collateral 

in the banking book as set out in Annex 7F. 

 

2.22 Where a Merchant Bank has accounted for its SFT using sales accounting, 

the Merchant Bank shall reverse all sales-related accounting entries and calculate its 

exposure measure in respect of the SFT in accordance with paragraph 2.18 of this 

Annex as if the SFT had been treated as a financing transaction in accordance with the 

Accounting Standards.  

 

2.23 Where a Merchant Bank acting as an agent in an SFT provides an indemnity 

or guarantee to a customer or counterparty for the difference between the value of 

the security or cash the customer or counterparty has lent and the value of the 

collateral the borrower has provided, and only if the Merchant Bank’s exposure to the 

SFT transaction is limited to the guaranteed difference between the value of the 

security or cash its customer or counterparty has lent and the value of the collateral 

the borrower has provided, the Merchant Bank shall calculate its exposure measure in 

respect of the SFT by applying only paragraph 2.18(b) of this Annex.36  A Merchant 

                                                            
35   For the purpose of Annex 4A, “relevant jurisdictions” has the same meaning as in paragraph 3.1(a)(iv) 

of Annex 7N.   
36

  The Merchant Bank generally provides an indemnity or guarantee to one of the two parties involved, 

and only for the difference between the value of the security or cash its customer or counterparty has 

lent and the value of the collateral the borrower has provided.  Where the Merchant Bank does not own 
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Bank shall include the full amount of the security or cash in the exposure measure in 

respect of the SFT where the Merchant Bank is economically exposed beyond the 

guaranteed difference to the underlying security or cash.37  

 

2.24 Subject to paragraph 2.23 of this Annex, where the Merchant Bank acting 

as an agent in an SFT, does not provide an indemnity or guarantee to any of the 

parties involved in the SFT, the Merchant Bank may exclude the SFT from its exposure 

measure in respect of SFTs. 

 

 

Off-Balance Sheet Items  

 

2.25 For an off-balance sheet item, a Merchant Bank shall calculate its exposure 

measure in respect of the off-balance sheet item by multiplying the notional amount 

for the item with -  

 

(a) the applicable CCF set out in Annex 4B of this Part for an off-balance 

sheet item other than an off-balance sheet securitisation item; and  

 

(b) the applicable CCF set out in Annex 4C of this Part for an off-balance 

sheet securitisation item. 

 

 

  

                                                                                                                                                                                    
or control the underlying cash or security resource, the resource cannot be leveraged by the Merchant 

Bank. 
37

  For example, due to the Merchant Bank managing collateral received in the Merchant Bank’s name or 

on its own account rather than on the customer’s or borrower’s account (e.g. by on-lending or 

managing unsegregated collateral, cash or securities). 
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Annex 4B 

 

CCFs FOR OFF-BALANCE SHEET ITEMS OTHER THAN SECURITISATION ITEMS 

UNDER THE LEVERAGE RATIO38 

 

 

  

                                                            
38

  Where there is an undertaking to provide a commitment on another off-balance sheet exposure, a 

Merchant Bank shall apply the lower of the two applicable CCFs. 
39

  For example, general guarantees of indebtedness, standby letters of credit serving as financial 

guarantees for loans and securities, and acceptances (including endorsements with the character of 

acceptances). 
40

  For example, performance bonds, bid bonds, warranties and standby letters of credit related to 

particular transactions. 
41

  For example, documentary credits collateralised by the underlying shipments. 
42

  The terms of the agreement are such that there is no substantial transfer of all risks and rewards of 

ownership to the counterparty. 
43

  These would include forward purchases, forward deposits and partly paid securities. 
44

  For example, formal standby facilities and credit lines.   
45

  The Merchant Bank shall be able to demonstrate to the satisfaction of the Authority that it actively 

monitors the financial condition of the obligor, and that its internal control systems are such that it is 

able to cancel the facility upon evidence of a deterioration in the credit quality of the obligor. 

 Description of Off-balance Sheet Item  CCF 

(a) Direct credit substitutes39 100% 

(b) Certain transaction-related contingent items40 50% 

(c) Short-term self-liquidating trade-related contingent items41 

(applicable to both issuing and confirming banks), and 

commitments with an original maturity of one year or less, 

to underwrite debt and equity securities   

20% 

(d) Note issuance facilities and revolving underwriting facilities 50% 

(e) Sale and repurchase agreements and asset sales with 

recourse (other than SFTs), where the credit risk remains 

with the Merchant Bank42 

100% 

(f) Other commitments with certain drawdown43  100% 

(g) Other commitments44  

 (i) with an original maturity of more than one year 50% 

 (ii) with an original maturity of one year or less 20% 

 (iii) which are unconditionally cancellable at any time by 

the Merchant Bank without prior notice, or that 

effectively provide for automatic cancellation due to 

deterioration in an obligor’s creditworthiness45 

10% 
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Annex 4C 

 

CCFs FOR OFF-BALANCE SHEET SECURITISATION ITEMS UNDER THE 

LEVERAGE RATIO 

 

 

 

 

                                                            
46

  This refers to undrawn servicer cash advances or facilities that are contractually provided for and 

unconditionally cancellable without prior notice, so long as the servicer is entitled to full reimbursement 

and this right is senior to other claims on cash flows from the underlying exposures. 
47

  A Merchant Bank shall notify the Authority if it intends to provide such cash advance facilities and when 

there is a drawdown. 

 Description of Off-balance Sheet Item CCF 

(a) Unrated eligible liquidity facilities  50% 

(b) Eligible servicer cash advance facilities46   10%47 

(c) Others  100% 
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PROPOSED REVISIONS TO PART VI (DEFINITION OF CAPITAL) 
 

The section lays out the proposed revised Part VI of MAS Notice 1111 (Definition of 

Capital), which is to replace the existing Part VI in its entirety. 

 

 

Division 1:  Common Equity Tier 1 Capital 

 

 Components of CET1 Capital 

 

6.1.1 CET1 Capital of a Merchant Bank shall be the sum of the following items, 

whether at the Solo or Group level, as the case may be:  

 

(a) paid-up ordinary shares of the Merchant Bank that comply with the 

requirements in paragraph 6.1.2; 

 

(b) share premium, resulting from the issuance of ordinary shares that 

comply with the requirements in paragraph 6.1.2, if any;  

 

(c) retained earnings, after deducting any interim or final dividends which 

have been declared by the Board of the Merchant Bank or any merchant 

bank group entity on any class of shares and any interim losses incurred 

since the end of the last financial reporting period, and may include any 

interim profits earned since the end of the last financial reporting period 

where the following conditions are met:  

 

(i) every interim financial statement is prepared using the same 

accounting policies and practices applied in the preparation of the 

year-end financial statements, unless the change in the accounting 

policy or practice is in accordance with any statutory requirement;  

 

(ii) every interim financial statement and every significant transaction 

is reviewed in a timely manner by an external auditor; and 

 

(iii) the external auditor of the Merchant Bank has not expressed a 

qualified opinion on any of the interim financial statements in the 

preceding 12 months of the end of the interim financial reporting 

period; 

 

(d) accumulated other comprehensive income and other disclosed reserves, 

other than revaluation surpluses on land and building assets and 

accumulated revaluation gains from investment properties; 

 

(e) 45% of revaluation surpluses on land and building assets and 

accumulated revaluation gains from investment properties, where the 

following conditions pertaining to revaluation are satisfied:  

 

(i) the valuation of any land and building asset or investment property 

is obtained from a qualified property valuer and the increase in 

value is recorded as a revaluation surplus or gain in the financial 

statements;  
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 (ii) a new valuation from a qualified property valuer in respect of the 

land and building asset or investment property is obtained - 

 

(A) at least once every 3 years; or 

 

(B) where the value of the land and building asset or investment 

property has been substantially impaired by any event,  

 

whichever is earlier; 

 

(iii) impairment charges taken against any land and building asset or 

investment property are not netted against revaluation surplus or 

gain from any other asset; and  

 

(iv) the external auditor of the Merchant Bank has not expressed a 

qualified opinion on the revaluation of any land and building asset 

or investment property; 

 

(f) paid-up ordinary shares issued by fully consolidated subsidiaries of the 

Merchant Bank and held by third party investors (i.e. minority interest) 

that meet the criteria for inclusion in CET1 Capital pursuant to paragraph 

6.1.4; and 

 

(g) regulatory adjustments set out in paragraph 6.1.3.  

 

 

Minimum Requirements for Paid-Up Ordinary Shares 

 

6.1.2 For the purpose of paragraph 6.1.1(a), a Merchant Bank shall not include a 

paid-up ordinary share48 of the Merchant Bank as CET1 Capital unless -  

 

(a) the ordinary share represents the most subordinated claim in liquidation; 

 

(b) the entitlement of ordinary shareholders to a claim on the residual 

assets is proportional to their share of issued share capital, after all 

senior claims have been repaid in liquidation. In this regard, the claims 

of such holders are unlimited and variable (i.e. not fixed or capped); 

 

(c) the amount paid-up by ordinary shareholders is perpetual and is not 

repaid outside of liquidation. This excludes discretionary repurchases by 

the Merchant Bank or other means of reducing capital in a discretionary 

manner that is allowable under written law;  

 

(d) the Merchant Bank does not create an expectation at issuance that the 

ordinary shares will be bought back, redeemed or cancelled, nor do the 

contractual terms provide any feature that might give rise to such an 

expectation;  

                                                            
48

  In the case where the Merchant Bank issues non-voting ordinary shares as part of CET1 Capital, the non-

voting ordinary shares shall be identical to the voting ordinary shares of the Merchant Bank in all respects, 

except the absence of voting rights. 
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(e) distributions in respect of the ordinary shares (“distributions”) are only 

paid by the Merchant Bank to the extent that the Merchant Bank has 

profits distributable under written law. The level of distributions is not 

tied or linked to the amount paid-up at issuance, and is not subject to a 

contractual cap, except to the extent that the Merchant Bank is unable 

to pay distributions that exceed the level of distributable items; 

 

(f) there are no circumstances under which distributions are obligatory and 

the non-payment of distributions is therefore not an event of default; 

 

(g) distributions are only paid after all legal and contractual obligations have 

been met, and after payments on AT1 capital instruments and Tier 2 

capital instruments have been made. In this regard, there are no 

preferential distributions, including in respect of other CET1 capital 

instruments; 

 

(h) the ordinary share takes the first and proportionately greatest share of 

any losses as they occur.49 In this regard, it absorbs losses on a going-

concern basis proportionately and pari passu with all other CET1 capital 

instruments;  

 

(i) the amount paid-up by ordinary shareholders is recognised as equity and 

not a liability, for the purposes of determining balance sheet insolvency;  

 

(j) the amount paid-up by ordinary shareholders is classified as equity 

under the Accounting Standards;  

 

(k) the ordinary share is directly issued and fully paid-up in cash, and 

purchase of the ordinary share is not directly or indirectly funded by the 

Merchant Bank;  

 

(l)  the amount paid-up by ordinary shareholders is not secured or covered 

by a guarantee of the Merchant Bank or any of its related corporations or 

other affiliates. In addition, the ordinary share is not subject to any 

other arrangement that legally or economically enhances the seniority of 

the claim;  

 

(m) the ordinary share is issued with the approval of the ordinary 

shareholders. The approval is either given directly by the ordinary 

shareholders or, if permitted by written law, given by the Board of the 

Merchant Bank or by other persons duly authorised by the ordinary 

shareholders; and  

 

(n) the ordinary share is clearly and separately disclosed on the Merchant 

Bank’s balance sheet. 

 

 

Regulatory Adjustments Applied in the Calculation of CET1 Capital 

                                                            
49

  For the avoidance of doubt, in cases where capital instruments have a permanent write-down feature, this 

criterion is still deemed to be met by ordinary shares.  
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6.1.3 The Merchant Bank shall apply the following regulatory adjustments in the 

calculation of CET1 Capital at the Solo or Group level, as the case may be: 

 

(a)   goodwill, including any goodwill included in the valuation of capital 

investments in unconsolidated major stake companies shall be deducted 

in the calculation of CET1 Capital.50 The full amount representing 

goodwill shall be deducted, net of any associated deferred tax liability 

that would be extinguished if the goodwill becomes impaired or is 

derecognised under the Accounting Standards; 

 

(b) intangible assets, including but not limited to copyright, patents and 

other intellectual property, shall be deducted in the calculation of CET1 

Capital. The full amount representing intangible assets shall be 

deducted, net of any associated deferred tax liability that would be 

extinguished if the intangible assets become impaired or are 

derecognised under the Accounting Standards;    

 

(c)   deferred tax assets that rely on the future profitability of the Merchant 

Bank or any merchant bank group entity to be realised shall be deducted 

in the calculation of CET1 Capital.51  

 

At the Solo level, deferred tax assets may be netted with associated 

deferred tax liabilities prior to being deducted in the calculation of CET1 

Capital, only if offsetting is permitted by the relevant tax authority. The 

deferred tax liabilities permitted to be netted against deferred tax assets 

shall exclude amounts that have been netted against the deduction of 

goodwill, intangible assets and defined benefit pension assets pursuant 

to sub-paragraphs (a), (b) and (h) respectively of this paragraph.  

 

The Merchant Bank shall not permit the following for the purposes of 

calculating CET1 CAR, Tier 1 CAR or Total CAR at the Group level: 

 

(i) intra-entity netting of deferred tax assets against deferred tax 

liabilities for any banking group entity incorporated or established 

outside Singapore; and 

 

(ii) inter-entity netting of deferred tax assets against deferred tax 

liabilities.  

 

However, the Authority may permit sub-paragraphs (i) and (ii) above if 

the Merchant Bank confirms in writing to the Authority that the deferred 

tax assets and deferred tax liabilities relate to taxes levied by the same 

                                                            
50

  For the avoidance of doubt, goodwill included in the carrying amount of associates accounted for using the 

equity method shall be deducted from CET1 Capital at the Group level. Such goodwill shall be calculated by 

separating any excess of the acquisition cost over the Merchant Bank’s share of the net fair value of the 

identifiable assets and liabilities of the entity. 
51

  An overinstallment of tax or current year tax losses carried back to prior years may give rise to a claim or 

receivable from the government or relevant tax authority. Such amounts are usually classified as current 

tax assets for accounting purposes. As the recovery of such a claim or receivable does not rely on the 

future profitability of the Merchant Bank or any merchant bank group entity, it shall be assigned the 

relevant sovereign risk-weighting. 
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tax authority, and that it has received written opinions from external 

auditors and legal advisors that the relevant tax authorities allow or 

would allow, deferred tax assets to be offset against the deferred tax 

liabilities. For the avoidance of doubt, the deferred tax liabilities 

permitted to be netted against deferred tax assets shall exclude amounts 

that have been netted against the deduction of goodwill, intangible 

assets and defined benefit pension assets pursuant to sub-paragraphs 

(a), (b) and (h) respectively of this paragraph;  

 

(d) the amount of cash flow hedge reserve that relates to the hedging of 

items that are not fair valued on the balance sheet, including projected 

cash flows, shall be derecognised in the calculation of CET1 Capital. In 

this regard, positive amounts shall be deducted, and negative amounts 

shall be added back52;  

 

(e) [This sub-paragraph has been intentionally left blank.] 

 

(f) any increase in equity resulting from a securitisation, such as that which 

is associated with expected future margin income resulting in a gain-on-

sale, shall be deducted in the calculation of CET1 Capital; 

 

(g) all unrealised fair value gains or losses on financial liabilities arising from 

changes in the credit risk of the Merchant Bank or any merchant bank 

group entity shall be derecognised in the calculation of CET1 Capital. In 

this regard, positive amounts shall be deducted, and negative amounts 

shall be added back. In addition, all accounting valuation adjustments on 

derivative liabilities arising from changes in the credit risk of the 

Merchant Bank or any merchant bank group entity shall be derecognised 

in the calculation of CET1 Capital. The offsetting between valuation 

adjustments arising from changes in the credit risk of the Merchant Bank 

or any merchant bank group entity and those arising from changes in 

the credit risk of the counterparties shall not be allowed;  

 

(h) any defined benefit pension fund liabilities, as included in the balance 

sheet, shall be fully recognised in the calculation of CET1 Capital. For 

each defined benefit pension fund that is an asset on the balance sheet, 

the asset shall be deducted in the calculation of CET1 Capital net of any 

associated deferred tax liabilities which would be extinguished if the 

asset becomes impaired or derecognised under the Accounting 

Standards. Assets in the fund to which the Merchant Bank has 

unrestricted and unfettered access may, with the prior approval of the 

Authority, offset the deduction. Such offsetting assets shall be given the 

risk weight they would receive if they were owned directly by the 

Merchant Bank53; 

                                                            
52

  This adjustment specifically identifies and removes the element of the cash flow hedge reserve that gives 

rise to artificial volatility in common equity, as the reserve only reflects the fair value of the derivative, and 

not the change in the fair value of the hedged future cash flow. 
53  This adjustment addresses the concern that assets arising from pension funds may not be capable of being 

withdrawn and used for the protection of depositors and other creditors of the Merchant Bank. The concern 

is that their only value stems from a reduction in future payments into the fund. The treatment allows the 

Merchant Bank to reduce the deduction of the assets if it can address these concerns and show that the 

assets can be easily and promptly withdrawn from the fund. 
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 (i) all investments in the Merchant Bank’s own ordinary shares (including 

treasury shares, where applicable), whether held directly or indirectly54 

by the Merchant Bank or any of its merchant bank group entities, shall 

be deducted in the calculation of CET1 Capital, unless already 

derecognised under the Accounting Standards.55 If the Merchant Bank or 

any of its merchant bank group entities is contractually obliged to 

purchase its own ordinary shares, the Merchant Bank shall deduct such 

ordinary shares in the calculation of CET1 Capital. This adjustment shall 

apply to exposures in both the banking book and trading book.56  

 

 Gross long positions may be deducted net of short positions in the same 

underlying exposure, only if the short positions involve no counterparty 

credit risk. The Merchant Bank shall look through holdings of index 

securities to deduct exposures to its own ordinary shares.57 However, 

gross long positions in own ordinary shares resulting from holdings of 

index securities may be netted against short positions in own ordinary 

shares, which result from short positions in the same underlying index58; 

 

(j) reciprocal cross holdings in the ordinary share capital of financial 

institutions that are designed to artificially inflate the capital position of 

the Merchant Bank shall be deducted in the calculation of CET1 Capital;  

 

(k) [This sub-paragraph has been intentionally left blank.]  

 

(l) [This sub-paragraph has been intentionally left blank.] 

 

(m) the full amount of capital deficits in subsidiaries that are financial 

institutions and that are subject to minimum prudential standards and 

supervision by a regulatory agency, and the pro-rata share of capital 

deficits in associates that are financial institutions and that are subject to 

minimum prudential standards and supervision by a regulatory agency, 

shall be deducted in the calculation of CET1 Capital. In the event that a 

recapitalisation plan is in place or an irrevocable commitment has been 

                                                            
54

  Indirect holdings are exposures or parts of exposures that, if a direct holding loses its value, will result in a 

loss to the Merchant Bank substantially equivalent to the loss in value of the direct holding. 
55  This deduction is to avoid the double counting of the Merchant Bank’s own capital that arises from direct 

holdings, indirect holdings via index funds and potential future holdings as a result of contractual 

obligations to purchase own shares. 
56

  For the avoidance of doubt, this adjustment does not cover ordinary shares held by the Merchant Bank or 

any of its merchant bank group entities where: 

 (a)  the investments in the ordinary shares are funded by third parties other than the Merchant Bank or 

any of its merchant bank group entities (e.g. life insurance policyholders or other third party 

investors); 

 (b) the risks and rewards associated with the investments in ordinary shares are borne primarily by the 

third parties; and 

 (c) decisions to transact in the ordinary shares are made independently from the issuer of the capital 

instruments and in the interests of the third parties. 
57

  If the Merchant Bank finds it operationally burdensome to look through and monitor its exact exposure to 

its own capital as a result of its holdings of index securities, the Merchant Bank may, with the prior 

approval of the Authority, use a conservative estimate. The methodology for the estimate should 

demonstrate that in no case will the actual exposure be higher than the estimated exposure.  
58  In such cases, the short positions may involve counterparty credit risk, which will be subject to the 

relevant counterparty credit risk charge. 
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given by other shareholders to make up the capital deficit, the Authority 

may approve a corresponding reduction in the amount of deductions in 

respect of such capital deficits;  

 

(n) valuation adjustments made in accordance with Annex 8N that exceed 

the valuation adjustments made under Accounting Standards shall be 

deducted in the calculation of CET1 Capital;  

 

(o) certain investments in the ordinary shares of unconsolidated financial 

institutions in which the Merchant Bank does not hold a major stake, 

shall be deducted in the calculation of CET1 Capital, in accordance with 

sub-paragraphs (i) and (ii) below:  

 

(i) the amount of such capital investments to be deducted in the 

calculation of CET1 Capital shall be the proportion of ordinary share 

holdings to total capital holdings, multiplied by the amount by 

which such capital investments in aggregate exceed 10% of the 

Merchant Bank’s common equity. In this sub-paragraph, the 

Merchant Bank’s common equity for the purpose of calculating the 

10% threshold shall be calculated after applying the regulatory 

adjustments set out in sub-paragraphs (a) to (n) above to the sum 

of the elements set out in paragraph 6.1.1(a) to (f);  

 

(ii) the total capital holdings referred to in sub-paragraph (i) above 

shall be calculated as follows: 

 

(A) direct, indirect54 and synthetic holdings of capital 

instruments shall be included. For example, the Merchant 

Bank shall look through holdings of index securities to 

determine the underlying holdings of capital59; 

 

(B) the net long positions in both the banking book and trading 

book shall be included. In this regard, the gross long position 

can be offset against the short position in the same 

underlying exposure, if the maturity of the short position 

either matches the maturity of the long position, or has a 

residual maturity of at least one year60,61,62;  

                                                            
59

  If the Merchant Bank finds it operationally burdensome to look through and monitor its exact exposure to 

the capital of such entities as a result of its holdings of index securities, the Merchant Bank may, with the 

prior approval of the Authority, use a conservative estimate. The methodology for the estimate should 

demonstrate that in no case will the actual exposure be higher than the estimated exposure.  
60

  For positions in the trading book, if the Merchant Bank has a contractual right or obligation to sell a long 

equity position at a specific point in time and the counterparty in the contract has an obligation to 

purchase the long equity position if the Merchant Bank exercises its right to sell, this point in time may be 

treated as the maturity of the long position, and the maturity of the long and short positions are deemed 

to be matched. 
61  For a position hedged against market risk where the hedge does not qualify to offset the gross long 

position for the purpose of determining the amount to be deducted, the Merchant Bank may choose to 

include the long position in its calculation of market RWA, in addition to deducting the long position. Where 

the hedge qualifies to offset the gross long position, the Merchant Bank may choose to exclude both 

positions from its calculation of market RWA.  
62  Where a Merchant Bank uses a short position in an index to hedge a long position, the portion of the index 

that is composed of the same underlying exposure that is being hedged may be used to offset the long 
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(C) underwriting positions held for a period longer than five 

working days shall be included, while those positions held for 

five working days or less can be excluded; 

 

(D) if the capital instrument of the entity in which the Merchant 

Bank has invested does not meet the criteria for CET1 

Capital, AT1 Capital or Tier 2 Capital of the Merchant Bank, 

the capital instrument is to be considered as ordinary shares 

for the purpose of this regulatory adjustment63; and 

 

(E) the Merchant Bank may, with the prior approval of the 

Authority, temporarily exclude certain investments where 

these have been made in the context of resolving or 

providing financial assistance to reorganise a distressed 

institution; and 

 

(iii) the amounts of such capital investments that do not exceed the 

10% threshold calculated in accordance with sub-paragraph (i) 

above and are not deducted shall continue to be risk-weighted64. 

For the application of risk-weighting, the amount of the holdings 

shall be allocated on a pro rata basis between those below and 

those above the threshold;  

 

(p) certain investments in the ordinary shares of unconsolidated major stake 

companies (including insurance subsidiaries at the Solo and Group 

levels), shall be deducted in the calculation of CET1 Capital, in 

accordance with sub-paragraphs (i) and (ii) below, unless a deduction 

has been made pursuant to sub-paragraphs (k) and (l) above: 

 

(i) the amount of such capital investments to be deducted in the 

calculation of CET1 Capital shall be the amount by which such 

                                                                                                                                                                                         
position only if (a) both positions are held in the trading book; (b) the positions are accounted for at fair 

value; and (c) the hedge is recognised as effective under the Merchant Bank’s internal control processes, 

as assessed by the Authority.  
63

  For the avoidance of doubt,  

(a) a capital instrument would be deemed to have met the criteria for CET1 Capital, AT1 Capital or Tier 2 

Capital of the Merchant Bank, if it satisfies the applicable regulatory capital criteria imposed by a bank 

regulatory agency that has implemented the Basel III standards;  

(b) if the entity in which the Merchant Bank has invested is (i) a financial institution that is subject to 

minimum prudential standards and supervision by a regulatory agency, and (ii) if the investment is 

not included as regulatory capital in the relevant sector of the entity, the investment can be excluded 

for the purpose of this regulatory adjustment; and 

(c) if the entity in which the Merchant Bank has invested is (i) a financial institution that is not a bank, (ii) 

is subject to minimum prudential standards and supervision by a regulatory agency, and (iii) the 

investment is not in the form of ordinary shares but is nevertheless recognised as Tier 1 capital (or its 

equivalent) or Tier 2 capital (or its equivalent) of the entity, the capital instrument can be considered 

as an AT1 capital instrument or Tier 2 capital instrument, respectively, for the purpose of this 

regulatory adjustment. 
64

  Capital instruments in the banking book and trading book will thus be subject to the appropriate capital 

treatment as set out in Part VII and Part VIII, respectively.  
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capital investments in aggregate exceed the threshold amount. In 

this sub-paragraph, the threshold amount is the lower of65: 

 

(A) 10% of the Merchant Bank’s common equity, calculated by 

applying the regulatory adjustments set out in sub-

paragraphs (a) to (o) above to the sum of elements set out 

in paragraphs 6.1.1(a) to (f); and 

 

(B) 15% of the Merchant Bank’s CET1 Capital66; 

 

(ii) the investments in aggregate referred in sub-paragraph (i) above 

shall be calculated as follows: 

 

(A) direct, indirect54 and synthetic holdings shall be included. For 

example, the Merchant Bank shall look through holdings of 

index securities to determine the underlying holdings of 

ordinary shares59; 

 

(B) the net long positions in both the banking book and trading 

book shall be included. In this regard, the gross long position 

can be offset against the short position in the same 

underlying exposure, if the maturity of the short position 

either matches the maturity of the long position or has a 

residual maturity of at least one year60,61,62; 

 

(C) underwriting positions held for a period longer than five 

working days shall be included, while those positions held for 

five working days or less can be excluded; 

 

(D) if the capital instrument of the entity in which the Merchant 

Bank has invested does not meet the criteria for CET1 

Capital, AT1 Capital or Tier 2 Capital of the Merchant Bank, 

the capital instrument is to be considered as ordinary shares 

for the purpose of this regulatory adjustment63; and 

 

(E) the Merchant Bank may, with the prior approval of the 

Authority, temporarily exclude certain investments where 

these have been made in the context of resolving or 

providing financial assistance to reorganise a distressed 

institution; and 

 

(iii) the amounts of such capital investments that do not exceed the 

thresholds set out in sub-paragraph (i) above and are not deducted 

shall be risk-weighted at 250%;  

 

                                                            
65

  For the period from [date] 2016 to 31 December 2017, the threshold amount is based on sub-paragraph 

(A) only. The requirement to calculate the threshold amount based on the lower of sub-paragraph (A) and 

sub-paragraph (B) will take effect from 1 January 2018. 
66

  This is equivalent to 17.65% of the Merchant Bank’s common equity after (a) applying all regulatory 

adjustments set out in paragraphs 6.1.3(a) to (o); and (b) deducting in full such capital investments 

described in paragraph 6.1.3(p)(ii). 
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(q) any other item or class of items which the Authority may specify in 

writing to the Merchant Bank for the purpose of this paragraph; and 

 

(r) in the case where the Merchant Bank does not have enough AT1 Capital 

to satisfy the required deductions set out in paragraph 6.2.3, the 

shortfall shall be deducted in the calculation of CET1 Capital.  

 

 

Ordinary Shares Issued by Fully Consolidated Subsidiaries 

 

6.1.4 A Merchant Bank shall calculate the amount of minority interest that will be 

recognised as consolidated CET1 Capital shall be calculated as follows (please refer to 

Annex 6A for an illustrative example): 

 

(a)  CET1 capital that is held by third party investors (“eligible minority 

interest”); less 

 

(b) the surplus CET1 Capital of the subsidiary attributable to the minority 

shareholders;  

 

where: 

 

(i) eligible minority interest is such minority interest that arises from 

paid-up ordinary shares issued by a fully consolidated subsidiary of 

the Merchant Bank which is a bank (whether licensed or regulated 

in Singapore or outside Singapore)67,68 that if issued by the 

Merchant Bank, would meet all of the criteria for classification as 

ordinary shares for regulatory capital purposes and includes 

retained earnings and reserves of such a subsidiary that are 

attributable to third party investors; 

 

(ii) the surplus CET1 Capital of the subsidiary is calculated as the CET1 

Capital of the subsidiary, minus the lower of: 

 

(A) 7%69 of the subsidiary’s total RWA; and 

 

(B) 7% of the consolidated RWA attributable to the subsidiary; 

and  

 

 (iii) the surplus CET1 Capital of the subsidiary attributable to minority 

shareholders is calculated by multiplying the surplus CET1 Capital of 

                                                            
67

  For the purpose of this paragraph, any financial institution that is subject to the same minimum prudential 

standards and level of supervision as a bank may be considered to be a bank. 
68  Minority interest in a subsidiary that is itself a bank is strictly excluded from the consolidated CET1 Capital 

if the Merchant Bank or any of its related corporations or other affiliates have entered into any 

arrangements to fund directly or indirectly, minority investment in the subsidiary whether through an SPE 

or through another vehicle or arrangement. The treatment outlined above is thus applicable only where all 

minority investments in that subsidiary represent genuine third party common equity contributions to the 

subsidiary. 
69

  This represents the sum of the minimum CET1 CAR of 4.5% and Capital Conservation Buffer of 2.5% that 

is applicable to the merchant bank group.  
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the subsidiary calculated in sub-paragraph (ii) above, by the 

percentage of eligible minority interest. 

 

For the avoidance of doubt, a Merchant Bank shall not include capital that has been 

issued to third party investors out of an SPE in CET1 Capital.  

 

 

Division 2:  Additional Tier 1 Capital 

 

 Components of AT1 Capital 

 

6.2.1 AT1 Capital of a Merchant Bank shall be the sum of the following items, 

whether at the Solo or Group level, as the case may be:  

 

(a) capital instruments issued by the Merchant Bank which comply with the 

requirements in paragraph 6.2.2, and are not included in CET1 Capital;  

 

(b) share premium, resulting from the issuance of capital instruments 

included in AT1 Capital, if any. Any share premium that is not eligible for 

inclusion in CET1 Capital shall be included in AT1 Capital only if the 

shares giving rise to the share premium comply with the requirements in 

paragraph 6.2.2;  

 

(c) capital instruments issued by fully consolidated subsidiaries of the 

Merchant Bank and held by third party investors that meet the criteria 

for inclusion in AT1 Capital pursuant to paragraphs 6.2.4 and 6.2.5, and 

are not included in CET1 Capital; and 

 

(d)  regulatory adjustments set out in paragraph 6.2.3.  

 

 

Minimum Requirements for AT1 Capital Instruments  

 

6.2.2 For the purpose of paragraph 6.2.1(a), a Merchant Bank shall not include a 

capital instrument of the Merchant Bank as AT1 Capital unless -  

 

(a) the capital instrument is issued and fully paid-up in cash70; 

 

(b) the capital instrument is subordinated to depositors and general 

creditors of the Merchant Bank, and holders of Tier 2 capital instruments 

issued by the Merchant Bank; 

 

(c) the paid-up amount is guaranteed by the Merchant Bank or any of its 

related corporations or other affiliates, or covered under any other 

arrangement that legally or economically enhances the seniority of the 

claim vis-a-vis  the Merchant Bank’s creditors71; 

 

                                                            
70

  Only the net proceeds received from the issuance of the capital instrument shall be included as capital.  
71  For example, where the Merchant Bank issues AT1 capital instruments via an SPE and provides support to 

the SPE (e.g. by contributing a reserve), the provision of support will constitute an enhancement and be 

deemed to fail to meet this requirement.   
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(d) the holder of the capital instrument waives his right, if any, to set off 

any amounts he owes the Merchant Bank against any subordinated 

amount owed to him due to the capital instrument and commits to 

return any set-off amounts or benefits received to the liquidator; 

 

(e) the subordination provisions of the capital instrument are governed by 

the laws of Singapore. Where the capital instrument is to be subject to 

the laws of a jurisdiction other than Singapore, the Merchant Bank shall 

satisfy itself that all the relevant conditions specified in this paragraph 

are met under the laws of that jurisdiction; 

 

(f) the capital instrument is perpetual. In this regard, there shall be no 

maturity date, and there shall be no step-ups or other provisions that 

mandate or create an incentive for the Merchant Bank to redeem the 

capital instrument72;  

 

(g) the capital instrument is callable at the option of the Merchant Bank only 

after a minimum of five years from the issue date73, subject to the 

following requirements: 

 

(i) a call option may be exercised only with the prior approval of the 

Authority; 

 

(ii) the Merchant Bank shall not create an expectation that the call 

option will be exercised74; and 

 

(iii) the Merchant Bank shall not exercise a call option unless - 

 

(A) the capital instrument is replaced by the Merchant Bank with 

capital of the same or better quality, and the replacement of 

this capital is done at conditions which are sustainable for 

                                                            
72  For example, the following shall be considered as an incentive to redeem:  

(a) a call option combined with an increase in the credit spread of the capital instrument if the call option 

is not exercised;  

(b) a call option combined with a requirement or an investor option to convert the capital instrument into 

ordinary shares if the call is not exercised; or 

(c) a call option combined with a change in reference rate where the credit spread over the second 

reference rate is greater than the initial payment rate less the swap rate (i.e. the fixed rate paid to 

the call date to receive the second reference rate).  

For the avoidance of doubt, a conversion from a fixed rate to a floating rate or vice versa in combination 

with a call option without any increase in credit spread shall not in itself be deemed an incentive to 

redeem. The Merchant Bank shall, however, not do anything to create an expectation that the call will be 

exercised.  
73

  The Authority is not likely to grant approval for redemption within the first five years from the issue date 

except where– 

(a) there is a change in tax status of the capital instrument due to changes in applicable tax laws of the 

country or territory in which the capital instrument was issued; or 

(b) there is a change relating to the recognition of the capital instrument as capital for calculating Tier 1 

CAR and Total CAR,  

and provided that the requirements set out in paragraph 6.2.2(g) are met. The Authority shall, in 

determining whether to grant approval, consider whether the Merchant Bank was in a position to 

anticipate the event at issuance.  
74  For example, the Authority is not likely to grant approval for redemption where a Merchant Bank calls a 

capital instrument and replaces it with another capital instrument that is more costly (e.g. with a higher 

credit spread). 
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the income capacity of the Merchant Bank75; or 

 

(B) the Merchant Bank demonstrates that its capital position is 

well above the minimum capital requirements after the call 

option is exercised; 

 

(h) any repayment of principal (e.g. through repurchases or redemptions) is 

done only with the prior approval of the Authority. The Merchant Bank 

shall not assume or create any expectation that approval will be given by 

the Authority. Without prejudice to any other matter that the Authority 

may consider relevant, the Authority shall, in determining whether to 

grant its approval, consider whether the Merchant Bank's capital is likely 

to remain adequate after redemption; 

 

(i)  with regard to the dividend or coupon payable on the capital instrument, 

 

(i) the Merchant Bank has full discretion at all times to cancel 

distributions or payments76;  

 

(ii) any cancellation of dividend or coupon is not an event of default; 

 

(iii) the Merchant Bank has full access to cancelled payments to meet 

obligations as they fall due; and 

 

(iv) any cancellation of dividend or coupon does not impose restrictions 

on the Merchant Bank77, except in relation to distributions to 

ordinary shareholders; 

 

(j) any dividend or coupon to be paid under the capital instrument is only 

paid to the extent that the Merchant Bank has profits distributable under 

written law; 

 

(k) the capital instrument does not have a credit sensitive dividend feature, 

i.e. a dividend or coupon that is reset periodically, based in whole or in 

part on the credit standing of the Merchant Bank or any merchant bank 

group entity; 

 

(l) the capital instrument does not contribute to liabilities exceeding assets, 

if such a balance sheet test forms part of the law of insolvency;   

 

                                                            
75

  Replacement issues can be concurrent with, but not after the capital instrument is called. 
76

  In this regard, “dividend pushers” are prohibited. A capital instrument with a dividend pusher obliges the 

Merchant Bank to make a dividend or coupon payment on the instrument, if it has made a payment on 

another (typically more junior) capital instrument or share. This obligation is inconsistent with the 

requirement for the Merchant Bank to have full discretion at all times to cancel distributions or payments. 

Furthermore, the cancellation of distributions or payments means that these payments are extinguished; it 

does not permit features that require the Merchant Bank to make distributions or payments in kind. For 

the avoidance of doubt, “dividend stoppers” are not prohibited, provided that the Merchant Bank retains 

full discretion at all times to cancel distributions or payments. A capital instrument with a dividend stopper 

stops the Merchant Bank from making a dividend on its ordinary shares or other AT1 capital instruments if 

a dividend or coupon payment is not paid on its AT1 capital instruments.  
77

  For example, restrictions which impede the Merchant Bank’s ability to restructure or improve its capital 

position. 
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(m) where the capital instrument is classified as a liability under the 

Accounting Standards, it shall have principal loss absorption features 

through –  

 

(i) a provision under which it converts to ordinary shares if the CET1 

CAR of the Merchant Bank falls to 5.125% or below; or  

 

(ii) a write-down mechanism that allocates losses to the capital 

instrument if the CET1 CAR of the Merchant Bank falls to 5.125% or 

below. The write-down shall have the following effects: 

 

(A) it reduces the amount claimable by the holder of the capital 

instrument in the liquidation of the Merchant Bank; 

 

(B) it reduces the amount to be repaid when a call option is 

exercised; and 

 

(C) it partially or fully reduces dividend or coupon payments on 

the capital instrument; 

 

 Under both sub-paragraphs (i) and (ii) above, the conversion or write-

down shall generate CET1 Capital under the Accounting Standards and 

the capital instrument will only receive recognition as AT1 Capital up to 

the minimum level of CET1 generated by a full conversion or write-down 

of the capital instrument. In addition, the aggregate amount to be 

converted or written down for all such capital instruments shall be at 

least the amount needed to immediately return the Merchant Bank’s 

CET1 CAR to 5.125% or, if this is not possible, the full principal value of 

the capital instruments. 

 

Where a Merchant Bank issues the capital instrument in a foreign 

currency, the capital instrument shall be revalued periodically (at least 

monthly) in terms of Singapore dollars at the prevailing exchange rates.  

Where the Merchant Bank intends to use a swap to hedge the foreign 

exchange exposure arising from the foreign currency capital instrument, 

it shall consult the Authority on the capital treatment applicable to the 

hedge prior to such use; 

 

(n) neither the Merchant Bank nor any of its merchant bank group entities 

or associates may purchase the capital instrument, nor can the Merchant 

Bank have directly or indirectly funded the purchase of the capital 

instrument;   

 

(o) the capital instrument does not have any feature that hinders 

recapitalisation, such as provisions that require the issuer to compensate 

investors if a new instrument is issued at a lower price during a specified 

time frame78; 

                                                            
78  Where there is a dividend stopper within the terms and conditions of the AT1 capital instrument, such a 

feature shall not hinder the recapitalisation of the Merchant Bank. For example, a dividend stopper on an 

AT1 capital instrument shall not (a) attempt to stop payment on another capital instrument where such 

payments are not fully discretionary; (b) prevent distributions to ordinary shareholders for a period that 

extends beyond the point in time that dividend or coupon payments on the AT1 capital instrument are 
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(p) if the capital instrument is not issued out of an operating entity or the 

holding company of the Merchant Bank (e.g. issued out of a SPE), the 

proceeds from the issuance of the capital instrument shall be 

immediately available without limitation to an operating entity or the 

holding company of the Merchant Bank in a form which at the minimum 

meets all of the other requirements set out in this paragraph, for 

inclusion as AT1 Capital; 

 

(q) the main features of the capital instrument are disclosed clearly and 

accurately to the investors of the capital instrument;  

 

(r) the agreement governing the issuance of the capital instrument shall not 

be changed without the prior approval of the Authority where such 

proposed changes could impact its eligibility as AT1 Capital; and 

 

(s) the agreement governing the issuance of the capital instrument contain 

provisions which ensure its loss absorbency at the point of non-viability 

that meet the requirements set out in Annex 6B. 

 

 

Regulatory Adjustments Applied in the Calculation of AT1 Capital 

 

6.2.3 A Merchant Bank shall apply the following regulatory adjustments in the 

calculation of AT1 Capital at the Solo or Group level, as the case may be: 

 

(a) all investments in the Merchant Bank’s own AT1 capital instruments, 

whether held directly or indirectly54 by the Merchant Bank or any of its 

merchant bank group entities, shall be deducted in the calculation of AT1 

Capital. If the Merchant Bank or any of its merchant bank group entities 

is contractually obliged to purchase any of its own AT1 capital 

instruments, the Merchant Bank shall deduct the AT1 capital instrument 

from its AT1 Capital. This adjustment shall apply to exposures in both 

the banking book and trading book.79  

  

 Gross long positions may be deducted net of short positions in the same 

underlying exposure, only if the short positions involve no counterparty 

credit risk. The Merchant Bank shall look through holdings of index 

securities to deduct exposures to its own AT1 capital instruments.57 

However, gross long positions in its own AT1 capital instruments 

resulting from holdings of index securities may be netted against short 

                                                                                                                                                                                         
resumed; or (c) impede the normal operation of the Merchant Bank or any restructuring activity such as 

acquisitions or disposals.  
79  For the avoidance of doubt, this adjustment does not cover AT1 capital instruments held by the Merchant 

Bank or any of its merchant bank group entities where: 

 (a)  the investments in the AT1 capital instruments are funded by third parties other than the Merchant 

Bank or any of its merchant bank group entities (e.g. life insurance policyholders or other third party 

investors); 

 (b) the risks and rewards associated with the investments in AT1 capital instruments are borne primarily 

by the third parties; and 

 (c) decisions to transact in the AT1 capital instruments are made independently from the issuer of the 

capital instruments and in the interests of the third parties. 
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positions in own AT1 capital instruments, which result from short 

positions in the same underlying index58;  

 

(b) reciprocal cross holdings in the AT1 capital instruments of financial 

institutions that are designed to artificially inflate the capital position of 

the Merchant Bank shall be deducted in the calculation of AT1 Capital; 

 

(c) [This sub-paragraph has been intentionally left blank.] 

 

(d) certain investments in the AT1 capital instruments of unconsolidated 

financial institutions in which the Merchant Bank does not hold a major 

stake, shall be deducted in the calculation of AT1 Capital, in accordance 

with sub-paragraphs (i) and (ii) below: 

 

(i) the amount of such capital investments to be deducted in the 

calculation of AT1 Capital shall be the proportion of AT1 capital 

instrument holdings to total capital holdings, multiplied by the 

amount by which such capital investments in aggregate exceed 

10% of the Merchant Bank’s common equity. In this sub-

paragraph, the Merchant Bank’s common equity for the purpose of 

calculating the 10% threshold shall be calculated in accordance 

with paragraph 6.1.3(o)(i); 

 

(ii) the total capital holdings referred to in sub-paragraph (i) above 

shall be calculated in accordance with paragraph 6.1.3(o)(ii); and  

 

(iii) the amounts of such capital investments that do not exceed the 

10% threshold calculated in accordance with paragraph 6.1.3(o)(i) 

and are not deducted shall continue to be risk-weighted.64 For the 

application of risk-weighting, the amount of the holdings shall be 

allocated on a pro rata basis between those below and those above 

the threshold;  

 

 (e) investments in the AT1 capital instruments of unconsolidated major 

stake companies (including insurance subsidiaries at the Solo and Group 

levels), shall be deducted in the calculation of AT1 Capital63 unless a 

deduction has been made pursuant to sub-paragraph (c) above. The 

total of such investments shall be calculated as follows: 

 

(i) direct, indirect54 and synthetic holdings shall be included. For 

example, the Merchant Bank shall look through holdings of index 

securities to determine the underlying holdings of AT1 capital 

instruments59; 

 

(ii) the net long positions in both the banking book and trading book 

shall be included. In this regard, the gross long position can be 

offset against the short position in the same underlying exposure, if 

the maturity of the short position either matches the maturity of 

the long position or has a residual maturity of at least one 

year60,61,62; 

 

(iii) underwriting positions held for a period longer than five working 
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days shall be included, while those positions held for five working 

days or less can be excluded; and  

 

(iv) the Merchant Bank may, with the prior approval of the Authority, 

temporarily exclude certain investments where these have been 

made in the context of resolving or providing financial assistance to 

reorganise a distressed institution;  

 

(f) any other item or class of items which the Authority may specify in 

writing to the Merchant Bank for the purpose of this paragraph; and 

 

(g) in the case where the Merchant Bank does not have enough Tier 2 

Capital to satisfy the required deductions set out in paragraph 6.3.3, the 

shortfall shall be deducted in the calculation of AT1 Capital.  

 

 

 Qualifying Capital Instruments Issued by Fully Consolidated Subsidiaries 

Recognised as Tier 1 Capital  

 

6.2.4  CET1 capital instruments and AT1 capital instruments issued by a fully 

consolidated subsidiary of a Merchant Bank to third party investors (including amounts 

under paragraph 6.1.4) may receive recognition as Tier 1 Capital only if the capital 

instruments would, if issued by the Merchant Bank, meet all of the criteria for 

classification as Tier 1 Capital. The amount that will be recognised as Tier 1 Capital shall 

be calculated as follows (please refer to Annex 6A for an illustrative example):  

 

(a) Tier 1 capital of the subsidiary issued to third party investors; less 

 

(b) the surplus Tier 1 Capital of the subsidiary attributable to third party 

investors;  

 

where: 

  

(i) Tier 1 capital of the subsidiary means the sum of eligible minority 

interest and AT1 capital instruments issued by the subsidiary which 

are owned by third party investors; 

 

(ii) the surplus Tier 1 Capital of the subsidiary is calculated as the Tier 

1 Capital of the subsidiary, minus the lower of: 

 

(A) 8.5%80 of the subsidiary’s total RWA; and 

 

(B) 8.5% of the consolidated RWA attributable to the subsidiary; 

and 

 

(iii) the surplus Tier 1 Capital of the subsidiary attributable to third 

party investors is calculated by multiplying the surplus Tier 1 

Capital of the subsidiary calculated in sub-paragraph (ii) above, by 

the percentage of Tier 1 capital that is held by third party investors. 

                                                            
80  This represents the sum of the minimum Tier 1 CAR of 6% and Capital Conservation Buffer of 2.5% that is 

applicable to the merchant bank group. 
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A Merchant Bank when recognising the amount of Tier 1 Capital calculated in this 

paragraph as AT1 Capital, shall exclude amounts recognised as CET1 Capital under 

paragraph 6.1.4.  

 

6.2.5  Where capital has been issued to third party investors out of an SPE, such 

capital can be included in consolidated AT1 Capital and treated as if the Merchant Bank 

itself had issued the capital directly to the third party investors only if it meets all the 

relevant entry criteria and the only asset of the SPE is its investment in the capital of the 

Merchant Bank in a form that meets or exceeds all the relevant entry criteria81 (as 

required by the criterion set out in paragraph 6.2.2(p) for AT1 Capital). In cases where 

the capital has been issued to third party investors through an SPE via a fully 

consolidated subsidiary of the Merchant Bank, such capital may, subject to the 

requirements of this paragraph, be treated as if the subsidiary itself had issued it directly 

to third party investors and may be included in the Merchant Bank’s consolidated AT1 

Capital in accordance with the treatment outlined in paragraph 6.2.4. 

 

 

Division 3:  Tier 2 Capital 

 

Components of Tier 2 Capital 

 

6.3.1 Tier 2 Capital of a Merchant Bank shall be the sum of the following items, 

whether at the Solo or Group level, as the case may be:   

 

(a) capital instruments issued by the Merchant Bank that comply with the 

requirements in paragraph 6.3.2, and are not included in Tier 1 Capital; 

 

(b) share premium, resulting from the issuance of capital instruments which 

fall within sub-paragraph (a), if any. Any share premium that is not 

eligible for inclusion in Tier 1 Capital shall be included in Tier 2 Capital 

only if the shares giving rise to the share premium comply with the 

requirements in paragraph 6.3.2; 

 

(c) capital instruments issued by fully consolidated subsidiaries of the 

Merchant Bank and held by third party investors that meet the criteria 

for inclusion in Tier 2 Capital pursuant to paragraphs 6.3.4 and 6.3.5, 

and are not included in Tier 1 Capital;  

 

(d) general allowances or loan-loss reserves (also referred to as collective 

impairment allowances) that are held against future, presently 

unidentified losses, and that are freely available to meet losses which 

subsequently materialise.82 Allowances ascribed to the identified 

deterioration of particular assets or known liabilities, whether individual 

or grouped, shall be excluded. The general allowances or loan-loss 

reserves eligible for inclusion shall not exceed 1.25% of the sum of the 

credit RWA set out in paragraph 7.1.1(a);  

                                                            
81  Assets that relate to the operation of the SPE may be excluded from this assessment if they are de 

minimis. 
82  For the avoidance of doubt, any deferred tax assets associated with these general allowances, loan-loss 

reserves or TEP maintained by the Merchant Bank shall be deducted in the calculation of CET1 Capital, as 

set out in paragraph 6.1.3(c).  
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(e) [This sub-paragraph has been intentionally left blank.] 

 

(f)  regulatory adjustments set out in paragraph 6.3.3. 

 

 

Minimum Requirements for Tier 2 Capital Instruments 

 

6.3.2  For the purpose of paragraph 6.3.1(a), a capital instrument of the Merchant 

Bank shall not qualify for inclusion as Tier 2 Capital unless -  

 

(a) the capital instrument is issued and fully paid-up in cash70; 

 

(b) the capital instrument is subordinated to depositors and general 

creditors of the Merchant Bank; 

 

(c) the paid-up amount is not secured or covered by a guarantee of the 

Merchant Bank or any of its related corporations or other affiliates,  or 

any other arrangement, that legally or economically enhances the 

seniority of the claim vis-a-vis the Merchant Bank’s creditors and 

depositors71;  

 

(d) the holder of the capital instrument waives his right, if any, to set off 

any amounts he owes the Merchant Bank against any subordinated 

amount owed to him due to the capital instrument and commits to 

return any set-off amounts or benefits received to the liquidator; 

 

(e) the subordination provisions of the capital instrument are governed by 

the laws of Singapore. Where the capital instrument is to be subject to 

the laws of a jurisdiction other than Singapore, the Merchant Bank shall 

satisfy itself that all the relevant conditions specified in this paragraph 

are met under the laws of that jurisdiction; 

 

(f) with regard to the maturity of the capital instrument: 

 

(i) the capital instrument has a minimum original maturity of at least 5 

years. Where the agreement governing the issuance of the capital 

instrument provides for the loan to be drawn down in a series of 

tranches, the minimum original maturity for each tranche shall be 5 

years from the date of its draw-down; 

 

(ii) recognition of the capital instrument as Tier 2 Capital in its final five 

years to maturity is amortised on a straight-line basis by 20% per 

annum in accordance with Table 6-1. Where the capital instrument 

is repayable in separate tranches, each tranche shall be amortised 

individually, as if it were a separate loan; and 
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Table 6-1: Amortisation Schedule for a Tier 2 capital instrument 

Years to maturity (x) Amortised amount eligible to be 

included in Tier 2 Capital 

 

x > 4 100% 

3 < x ≤4 80% 

2 < x ≤ 3 60% 

1 < x ≤ 2 40% 

x ≤ 1 20%  

 

(iii) there are no step-ups or other provisions that mandate or create an 

incentive for the Merchant Bank to redeem the capital instrument72; 

 

 (g) the capital instrument is callable at the option of the Merchant Bank only 

after a minimum of five years from the issue date83, subject to the 

following requirements: 

 

(i) a call option may be exercised only with the prior approval of the 

Authority; 

 

(ii) the Merchant Bank shall not create an expectation that the call 

option will be exercised74,84 and  

 

(iii) the Merchant Bank shall not exercise a call option unless - 

 

(A) the capital instrument is replaced by the Merchant Bank with 

capital of the same or better quality, and the replacement of 

this capital is done at conditions which are sustainable for 

the income capacity of the Merchant Bank75 or 

 

(B) the Merchant Bank demonstrates that its capital position is 

well above the minimum capital requirements after the call 

option is exercised; 

 

(h) the holder of the capital instrument has no rights to accelerate the 

repayment of future scheduled payments (either coupon or principal), 

except in a bankruptcy or liquidation of the Merchant Bank;  

 

(i) the capital instrument does not have a credit sensitive dividend feature. 

In this regard, the capital instrument shall not have a dividend or coupon 

that is reset periodically, based in whole or in part on the credit standing 

of the Merchant Bank or any merchant bank group entity; 

                                                            
83  The Authority is not likely to grant approval for redemption within the first five years from the issue date 

except where– 

(a) there is a change in tax status of the capital instrument due to changes in applicable tax laws of the 

country or territory in which the capital instrument was issued; or 

(b) there is a change relating to the recognition of the capital instrument as capital for calculating Total 

CAR, 

and provided that the requirements set out in paragraph 6.3.2(g) are met. The Authority shall, in 

determining whether to grant approval, consider whether the Merchant Bank was in a position to 

anticipate the event at issuance.  
84  Where this requirement is met, an option to call the capital instrument after five years but prior to the 

start of the amortisation period will not be deemed an incentive to redeem.  
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(j) neither the Merchant Bank nor any of its merchant bank group entities 

or associates can have purchased the capital instrument, nor can the 

Merchant Bank have directly or indirectly funded the purchase of the 

capital instrument;  

 

(k) if the capital instrument is not issued out of an operating entity or the 

holding company of the Merchant Bank (e.g. issued out of a SPE), the 

proceeds from the issuance of the capital instrument shall be 

immediately available without limitation to an operating entity or the 

holding company of the Merchant Bank in a form which meets or 

exceeds all of the other requirements set out in this paragraph, for 

inclusion in Tier 2 Capital; 

 

(l) the main features of the capital instrument are disclosed clearly and 

accurately;  

 

(m) the agreement governing the issuance of the capital instrument shall not 

be changed without the prior approval of the Authority where such 

proposed changes could impact its eligibility as Tier 2 Capital; 

 

(n) where a Merchant Bank issues the capital instrument in a foreign 

currency, the capital instrument shall be revalued periodically (at least 

monthly) in terms of Singapore dollars at the prevailing exchange rates.  

Where the Merchant Bank intends to use a swap to hedge the foreign 

exchange exposure arising from the foreign currency capital instrument, 

it shall consult the Authority on the capital treatment applicable to the 

hedge prior to such use; and  

 

(o) the agreement governing the issuance of the capital instrument contain 

provisions which ensure its loss absorbency at the point of non-viability 

that meet the requirements set out in Annex 6B. 

 

 

Regulatory Adjustments Applied in the Calculation of Tier 2 Capital 

 

6.3.3 The Merchant Bank shall apply the following regulatory adjustments in the 

calculation of Tier 2 Capital at the Solo or Group level, as the case may be: 

 

(a) all investments in the Merchant Bank’s own Tier 2 capital instruments, 

whether held directly or indirectly54 by the Merchant Bank or any of its 

merchant bank group entities, shall be deducted in the calculation of Tier 

2 Capital. Any own Tier 2 capital instruments, which the Merchant Bank 

or any of its merchant bank group entities could be contractually obliged 

to purchase, shall also be included in the deduction. This adjustment 

shall apply to exposures in both the banking book and trading book.85  

                                                            
85  For the avoidance of doubt, this adjustment does not cover Tier 2 capital instruments held by the Merchant 

Bank or any of its merchant bank group entities where: 

 (a)  the investments in the Tier 2 capital instruments are funded by third parties other than the Merchant 

Bank or any of its merchant bank group entities (e.g. life insurance policyholders or other third party 

investors); 
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 Gross long positions may be deducted net of short positions in the same 

underlying exposure, only if the short positions involve no counterparty 

credit risk. The Merchant Bank shall look through holdings of index 

securities to deduct exposures to its own Tier 2 capital instruments.57 

However, gross long positions in own Tier 2 capital instruments resulting 

from holdings of index securities may be netted against short positions 

in own Tier 2 capital instruments, which result from short positions in the 

same underlying index58;  

 

(b) reciprocal cross holdings in the Tier 2 capital instruments of financial 

institutions that are designed to artificially inflate the capital position of 

the Merchant Bank shall be deducted in the calculation of Tier 2 Capital; 

 

(c) [This sub-paragraph has been intentionally left blank.] 

 

(d) certain investments in Tier 2 capital instruments of unconsolidated 

financial institutions in which the Merchant Bank does not hold a major 

stake, shall be deducted in the calculation of Tier 2 Capital, in 

accordance with sub-paragraphs (i) and (ii) below:  

 

(i) the amount of such capital investments to be deducted in the 

calculation of Tier 2 Capital shall be the proportion of Tier 2 capital 

instrument holdings to total capital holdings, multiplied by the 

amount by which such capital investments in aggregate exceed 

10% of the Merchant Bank’s common equity. In this sub-paragraph, 

the Merchant Bank’s common equity for the purpose of calculating 

the 10% threshold shall be calculated in accordance with paragraph 

6.1.3(o)(i);  

 

(ii) the total capital holdings referred to in sub-paragraph (i) above 

shall be calculated in accordance with paragraph 6.1.3(o)(ii); and 

 

(iii) the amounts of such capital investments that do not exceed the 

10% threshold calculated in accordance with paragraph 6.1.3(o)(i) 

and are not deducted shall continue to be risk-weighted64. For the 

application of risk-weighting, the amount of the holdings shall be 

allocated on a pro rata basis between those below and those above 

the threshold;  

 

(e) investments in the Tier 2 capital instruments of unconsolidated major 

stake companies (including insurance subsidiaries at the Solo and Group 

levels), shall be deducted in the calculation of Tier 2 Capital63 unless a 

deduction has been made pursuant to sub-paragraph (c) above. The 

total of such capital investments shall be calculated as follows:  

 

(i) direct, indirect54 and synthetic holdings shall be included. For 

example, the Merchant Bank shall look through holdings of index 

                                                                                                                                                                                         
 (b) the risks and rewards associated with the investments in Tier 2 capital instruments are borne 

primarily by the third parties; and 

 (c) the decisions to transact in the Tier 2 capital instruments are made independently from the issuer of 

the capital instruments and in the interests of the third parties. 
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securities to determine the underlying holdings of Tier 2 capital 

instruments59; 

 

(ii) the net long positions in both the banking book and trading book 

shall be included. In this regard, the gross long position can be 

offset against the short position in the same underlying exposure, if 

the maturity of the short position either matches the maturity of 

the long position or has a residual maturity of at least one 

year60,61,62; 

 

(iii) underwriting positions held for a period longer than five working 

days shall be included, while those positions held for five working 

days or less can be excluded; and  

 

(iv) the Merchant Bank may, with the prior approval of the Authority, 

temporarily exclude certain investments where these have been 

made in the context of resolving or providing financial assistance to 

reorganise a distressed institution; and 

 

(f) any other item or class of items which the Authority may specify in 

writing to the Merchant Bank for the purpose of this paragraph.  

 

 

 Qualifying Capital Instruments Issued by Fully Consolidated Subsidiaries 

Recognised as Eligible Total Capital 

 

6.3.4  CET1 capital instruments, AT1 capital instruments and Tier 2 capital 

instruments issued by a fully consolidated subsidiary of the Merchant Bank to third party 

investors (including amounts under paragraphs 6.1.4, 6.2.4 and 6.2.5) may receive 

recognition as Eligible Total Capital only if the capital instruments would, if issued by the 

Merchant Bank, meet all of the criteria for classification as Tier 1 Capital or Tier 2 

Capital. The amount that will be recognised as Eligible Total Capital shall be calculated as 

follows (please refer to Annex 6A for an illustrative example):  

 

(a) total capital of the subsidiary issued to third party investors; less 

 

(b) the surplus Eligible Total Capital of the subsidiary attributable to third 

party investors;  

 

where: 

 

(i) total capital of the subsidiary means the sum of Tier 1 capital of the 

subsidiary and Tier 2 capital instruments issued by the subsidiary 

which are issued by third party investors; 

 

(ii) the surplus Eligible Total Capital of the subsidiary is calculated as 

the Eligible Total Capital of the subsidiary, minus the lower of: 

 

(A) 10.5%86 of the subsidiary’s total RWA; and 

                                                            
86  This represents the sum of the minimum Total CAR of 8% and Capital Conservation Buffer of 2.5% that is 

applicable to the merchant bank group.  
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(B) 10.5% of the consolidated RWA attributable to the 

subsidiary; and 

 

(iii) the surplus Eligible Total Capital of the subsidiary attributable to 

third party investors is calculated by multiplying the surplus Eligible 

Total Capital of the subsidiary calculated in sub-paragraph (i) 

above, by the percentage of total capital that is held by third party 

investors.  

 

A Merchant Bank when recognising the amount of Eligible Total Capital calculated in this 

paragraph as Tier 2 Capital, shall exclude amounts recognised as CET1 Capital under 

paragraph 6.1.4 and amounts recognised as AT1 Capital under paragraphs 6.2.4 and 

6.2.5.  

 

6.3.5  Where capital instruments purchased by third party investors are issued out of 

an SPE, such capital can be included in Tier 2 Capital and treated as if the Merchant 

Bank itself had issued the capital directly to third party investors only if it meets all the 

relevant entry criteria and the only asset of the SPE is its investment in the capital of the 

Merchant Bank in a form that meets or exceeds all the relevant entry criteria (as 

required by the criterion set out in paragraph 6.3.2(k) for Tier 2 Capital). In cases where 

the capital has been issued to third party investors through an SPE via a fully 

consolidated subsidiary of the Merchant Bank, such capital may, subject to the 

requirements of this paragraph, be treated as if the subsidiary itself had issued it directly 

to third party investors and may be included in the Merchant Bank’s consolidated Tier 2 

Capital in accordance with the treatment outlined in paragraph 6.3.4. 

 

 

Division 4: Submission Requirements   

 

6.4.1  A Merchant Bank intending to issue or recognise any AT1 capital instrument or 

Tier 2 capital instrument for the purpose of inclusion as AT1 Capital under paragraph 

6.2.1 or as Tier 2 Capital under paragraph 6.3.1, respectively, shall – 

 

(a)  consult the Authority well in advance to allow adequate time for review if 

the capital instrument has additional features which are not explicitly 

addressed in paragraph 6.2.2 for AT1 Capital, or paragraph 6.3.2 for Tier 

2 Capital; and 

 

(b)  submit the following documents to the Authority before including such 

issuance as AT1 Capital or Tier 2 Capital: 

 

(i) a declaration signed by the chief financial officer of the Merchant 

Bank confirming – 

 

(A) that the Merchant Bank is responsible for complying with the 

requirements for inclusion of the issuance of the AT1 capital 

instrument as AT1 Capital, or the issuance of the Tier 2 

capital instrument as Tier 2 Capital; 
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(B) that all the requirements for the inclusion of the issuance of 

the AT1 capital instrument or Tier 2 capital instrument set 

out in this Notice have been met;  

 

(C) the expected date on which the issuance would be included 

as AT1 Capital or Tier 2 Capital; and 

 

(D) that the Merchant Bank is aware that the Authority may take 

such necessary action against the Merchant Bank, including 

requiring the exclusion of the issuance for inclusion as AT1 

Capital or as Tier 2 Capital, if the issuance does not, or 

subsequently does not, comply with the requirements set 

out in this Notice; 

 

(ii)  all the executed agreements and offering documents governing the 

issuance of the AT1 capital instrument or Tier 2 capital instrument; 

 

(iii) all external legal opinions obtained in respect of the issuance of the 

AT1 capital instrument or the Tier 2 capital instrument stating that 

the requirements in paragraphs 6.2.2 and 6.3.2 (where applicable) 

have been met; 

 

(iv) a memorandum of compliance stating how the issuance complies 

with each of the requirements set out in paragraphs 6.2.2 and 6.3.2 

(where applicable) and identifying the relevant portions of the 

agreements and offering documents governing the issuance of the 

AT1 capital instrument or Tier 2 capital instrument which address 

each requirement;  

 

(v) the information and documents required to be submitted under 

paragraph 1.8 of Annex 6B; and 

 

(vi) where the agreements and offering documents governing the 

issuance of the AT1 capital instrument or Tier 2 capital instrument 

are governed by the laws of a jurisdiction other than Singapore, a 

written external legal opinion from an advocate and solicitor 

qualified to practise Singapore law, that he has reviewed all the 

agreements and offering documents governing the issuance, 

including any legal opinion from foreign law practitioners provided 

pursuant to paragraph 6.4.1(b)(iii) and the memorandum of 

compliance, and confirms that the memorandum of compliance read 

together with such agreements, offering documents, legal opinions 

and any letter of undertaking provided by the Merchant Bank or any 

merchant bank group entity address the requirements of 

paragraphs 6.2.2 or 6.3.2, as the case may be. 

 

6.4.2  For the purpose of paragraph 6.4.1(b)(iii), the written external legal opinion 

shall be reasonably unqualified, in particular with respect to the prohibition on provisions 

which mandate or create incentives for the redemption of the instrument, and other 

requirements relating to loss absorption, priority of claims, waiver of set-off amounts or 

benefits and subordination.  
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Division 5: Transitional Arrangements  

 

Regulatory Adjustments 

 

6.5.1  The regulatory adjustments to be applied in the calculation of CET1 Capital, 

AT1 Capital and Tier 2 Capital, set out in paragraphs 6.1.3, 6.2.3 and 6.3.3 respectively, 

shall be phased in between [date] 2016 to 1 January 2018 in the following manner: 60% 

with effect from [date] 2016, 80% with effect from 1 January 2017, and 100% with 

effect from 1 January 2018. During the transition period, the remainder not deducted 

from capital shall continue to be subject to the treatment provided for in the MAS Notice 

1111 in force immediately before [date] 2016.  

 

 

 Ineligible Minority Interest and Other Capital Issued by Fully Consolidated 

Subsidiaries Held by Third Party Investors 

 

6.5.2 A Merchant Bank shall exclude minority interests and other capital issued by 

fully consolidated subsidiaries held by third party investors that do not meet the 

requirements set out in paragraphs 6.1.4, 6.2.4, 6.2.5, 6.3.4 or 6.3.5 (as the case may 

be) from the relevant component of capital under this Part in phases in the following 

manner: 60% with effect from [date] 2016, 80% with effect from 1 January 2017, and 

100% with effect from 1 January 2018. For the avoidance of doubt, capital that meets, 

in full, the requirements set out in paragraphs 6.1.1(f), 6.2.1(c) or 6.3.1(c) (as the case 

may be) may be fully included in the relevant component of capital under this Part with 

effect from [date] 2016.87 

 

 

 Ineligible Capital Instruments 

 

6.5.3 A Merchant Bank shall exclude capital instruments that do not meet, in full, 

the requirements set out in paragraphs 6.2.2 or 6.3.2 (as the case may be) from the 

relevant component of capital under this Part with effect from [date] 2016 in phases. 

Fixing the base at the nominal amount of such instruments outstanding88 on [date] 

201689, their recognition shall be capped at 60% with effect from [date] 2016, 50% with 

effect from 1 January 2017, with the cap reducing by 10 percentage points in each 

subsequent year. This cap shall be applied to AT1 capital instruments and Tier 2 capital 

                                                            
87  For the avoidance of doubt, where these capital instruments are issued by a subsidiary that is itself a bank 

(as defined in footnote 67), the Merchant Bank shall first apply the provisions in paragraphs 6.5.3, 6.5.4 

and 6.5.5, before applying the provisions in paragraph 6.5.2. 
88   The base shall reflect the outstanding amount that is eligible to be included in the relevant tiers of capital 

under the MAS Notice 1111 in force immediately before [date] 2016. In this regard, to the extent that a 

Tier 2 capital instrument has begun to amortise before [date] 2016, the base shall take into account the 

amount after amortisation and not the full nominal amount. For the avoidance of doubt, individual Tier 2 

capital instruments that are subject to amortisation requirements shall continue to be amortised by 20 

percentage points in each subsequent year. To the extent a capital instrument is redeemed or amortised 

after [date] 2016, the nominal amount serving as the base is not reduced.  
89  Capital instruments denominated in a foreign currency shall be included in the base, using their values in 

the reporting currency of the Merchant Bank as at [date] 2016. The base will therefore be fixed in the 

reporting currency of the Merchant Bank throughout the transition period. At each subsequent reporting 

date, such capital instruments shall be valued as they are reported on the balance sheet of the Merchant 

Bank (adjusting for any amortisation in the case of a Tier 2 capital instrument), and be subject to the 

relevant caps throughout the transition period.  



 

Monetary Authority of Singapore                                                                                                                          73   

instruments separately and refers to the total amount of capital instruments outstanding 

that no longer meets the relevant eligibility criteria.  

 

6.5.4  The Merchant Bank shall treat capital instruments with an incentive to be 

redeemed as follows:  

 

(a) for a capital instrument that has a call and a step-up (or another 

incentive to be redeemed) prior to [date] 2016, if the capital instrument 

is not called at its effective maturity date –  

 

(i) where the capital instrument, on a forward-looking basis, fully 

meets the requirements set out in paragraph 6.2.2 for an AT1 

capital instrument, or paragraph 6.3.2 for a Tier 2 capital 

instrument , it shall continue to be fully recognised as AT1 Capital 

or Tier 2 Capital, as the case may be;  

 

(ii) where the capital instrument, on a forward-looking basis, meets the 

requirements set out in paragraph 6.2.2 for an AT1 capital 

instrument, with the exception of paragraph 6.2.2(s), or paragraph 

6.3.2 for a Tier 2 capital instrument, with the exception of 

paragraph 6.3.2(o), as the case may be, the provisions of 

paragraph 6.5.3 shall apply90; and 

 

(iii) in all other cases, the capital instrument shall be derecognised in 

full with effect from [date] 2016; and 

 

(b) for a capital instrument that has a call and a step-up (or another 

incentive to be redeemed) on or after [date] 2016, the provisions of 

paragraph 6.5.3 shall apply on [date] 2016 until its effective maturity 

date. If the capital instrument is not called at its effective maturity 

date – 

 

(i) where the capital instrument, on a forward-looking basis, fully 

meets the requirements set out in paragraph 6.2.2 for an AT1 

capital instrument, or paragraph 6.3.2 for a Tier 2 capital 

instrument, it shall continue to be fully recognised as AT1 Capital or 

Tier 2 Capital, as the case may be91; and  

 

(ii) where the capital instrument does not fully meet the requirements 

set out in paragraph 6.2.2 for an AT1 capital instrument, or 

paragraph 6.3.2 for a Tier 2 capital instrument, it shall be 

derecognised in full with effect from the effective maturity date.  

 

6.5.5  A Merchant Bank shall exclude from CET1 capital instruments that do not 

meet the requirements set out in paragraph 6.1.2 with effect from [date] 2016.  

                                                            
90  However, for a capital instrument that had a call and a step-up (or another incentive to be redeemed) on 

or prior to 12 September 2010 and was not called at its effective maturity date, the provisions of 

paragraph 6.5.3 shall apply even if the capital instrument, on a forward-looking basis, does not meet any 

of the requirements set out in paragraph 6.2.2 for an AT1 capital instrument, or paragraph 6.3.2 for a Tier 

2 capital instrument, as the case may be. 
91  The full amount of the capital instrument, or in the case of a Tier 2 capital instrument, the applicable 

amortised amount of the capital instrument, shall be recognised. 
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6.5.6  Paragraphs 6.5.3, 6.5.4 and 6.5.5 apply only to a Merchant bank in respect of 

the following capital instruments:  

 

(a) capital instruments issued before 12 September 2010; 

 

(b) capital instruments issued between 12 September 2010 and [date] 2016 

(both dates inclusive) which meet all the requirements set out in 

paragraph 6.2.2 for an AT1 capital instrument, with the exception of 

paragraph 6.2.2(s); and  

 

(c) capital instruments issued between 12 September 2010 and [date] 2016 

(both dates inclusive) which meet all the requirements set out in 

paragraph 6.3.2 for a Tier 2 capital instrument, with the exception of 

paragraph 6.3.2(o).  

 

6.5.7 Capital instruments issued between [date of notice issuance] and [date] 2016 

(both dates inclusive) that either fully meet the requirements set out in paragraph 6.2.2 

or the requirements set out in paragraphs 6.2.2(a) to (r) shall be deemed to be a Tier 1 

capital instrument under the relevant provisions in the MAS Notice 1111 in force 

immediately before [date] 2016.  

 

6.5.8 Capital instruments issued between [date of notice issuance] and [date] 2016 

(both dates inclusive) that either fully meet the requirements set out in paragraph 6.3.2 

or the requirements set out in paragraphs 6.3.2(a) to (n) shall be deemed to be a Lower 

Tier 2 capital instrument under the relevant provisions in the MAS Notice 1111 in force 

immediately before [date] 2016. 

 

6.5.9 A Merchant Bank shall obtain the prior approval of the Authority before 

redeeming (whether through a call option, repurchase or otherwise) any redeemable 

capital instruments issued prior to [date] 2016.  
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Annex 6A 

 

 

MINORITY INTEREST AND OTHER CAPITAL ISSUED BY FULLY CONSOLIDATED 

SUBSIDIARIES HELD BY THIRD PARTY INVESTORS –  

AN ILLUSTRATIVE EXAMPLE  

 

This Annex illustrates the treatment of minority interest and other capital issued by 

subsidiaries to third party investors, which is set out in paragraphs 6.1.4, 6.2.4, 6.2.5, 

6.3.4 and 6.3.5.  

 

A merchant bank group consists of two legal entities:  Merchant Bank P, which is the 

parent, and Subsidiary S, which is itself a bank (as defined in footnote 44). Their 

unconsolidated balance sheets are set out below. 

 

Merchant Bank P balance sheet  Subsidiary S balance sheet  

 

Assets  

Loans to customers  

Investment in CET1 capital 

instruments of Subsidiary S  

Investment in AT1 capital 

instruments of Subsidiary S  

Investment in Tier 2 capital 

instruments of Subsidiary S  

 

Liabilities and equity  

Depositors  

Tier 2 capital instruments 

AT1 capital instruments  

Common equity  

 

 

100 

7 

 

4 

 

2 

 

 

70 

10 

7 

26 

 

Assets  

Loans to customers  

 

 

 

 

 

 

Liabilities and equity  

Depositors  

Tier 2 capital instruments 

AT1 capital instruments  

Common equity 

 

 

150  

 

 

 

 

 

 

 

127  

8  

5  

10  

 

The balance sheet of Merchant Bank P shows that in addition to its loans to customers, it 

owns 70% of the ordinary shares of Subsidiary S, 80% of the AT1 capital of Subsidiary S 

and 25% of the Tier 2 capital of Subsidiary S. The ownership of the capital of Subsidiary 

S is therefore as follows: 

 

Capital issued by Subsidiary S 

 Amount issued 

to parent   

(Merchant Bank 

P)  

Amount issued 

to third party 

investors 

Total 

CET1 capital (CET1) 7  3  10  

AT1 capital (AT1)  4  1  5  

Tier 1 capital (T1)  11  4  15  

Tier 2 capital (T2)  2  6  8  

Total capital (TC)  13  10  23  
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The consolidated balance sheet of the merchant bank group is set out below:  

 

Consolidated balance sheet  

 

Assets  

Loans to customers  

 

Liabilities and equity  

Depositors  

Tier 2 capital issued by subsidiary to third party investors  

Tier 2 capital issued by parent  

AT1 capital issued by subsidiary to third party investors  

AT1 capital issued by parent  

Common equity issued by subsidiary to third party investors (i.e. minority 

interest)  

Common equity issued by parent  

 

 

 

250  

 

 

197  

6  

10  

1  

7  

3  

 

26 

  

 

 

For illustrative purposes Subsidiary S is assumed to have RWA of 100. In this example, 

the minimum capital requirements of Subsidiary S and the subsidiary’s contribution to 

the consolidated requirements are the same since Subsidiary S does not have any loans 

to Merchant Bank P. This means that it is subject to the following minimum plus capital 

conservation buffer requirements and has the following surplus capital: 

 

 

Minimum and surplus capital of Subsidiary S  

 Minimum plus capital 

conservation buffer 

Surplus  

CET1  7.0  

(= 7.0% of 100)  

3.0  

(=10 – 7.0)  

T1  8.5  

(= 8.5% of 100)  

6.5  

(=10 + 5 – 8.5)  

TC  10.5  

(= 10.5% of 100)  

12.5  

(=10 + 5 + 8 – 10.5)  



 

Monetary Authority of Singapore                                                                                                                          77   

The following table illustrates how to calculate the amount of capital issued by Subsidiary 

S to include in consolidated capital, following the calculation procedure set out in 

paragraphs 6.1.4, 6.2.4, 6.2.5, 6.3.4 and 6.3.5: 

 

Subsidiary S: Amount of capital issued to third party investors included in 

consolidated capital  

  

Total 

amount 

issued  

(a)  

 

Amount 

issued to 

third party 

investors  

(b)  

 

Surplus  

(c)  

 

Surplus 

attributable to 

third party 

investors (i.e. 

amount excluded 

from 

consolidated 

capital)  

(d)  

=(c) * (b)/(a) 

 

 

 Amount 

included in 

consolidated 

capital 

(e) = (b) – (d)  

 

CET1  10  3  3.0  0.90  2.10 

T1  15  4  6.5  1.73  2.27 

TC  23  10  12.5  5.43  4.57  

 

 

The following table summarises the components of capital for the consolidated group 

based on the amounts calculated in the table above. AT1 capital is calculated as the 

difference between CET1 capital and Tier 1 capital, and Tier 2 capital is the difference 

between Total capital and Tier 1 capital. 

 

 

  

 Total amount issued 

by parent (all of 

which is to be 

included in 

consolidated capital) 

Amount issued by 

subsidiaries to third 

party investors to be 

included in 

consolidated capital 

Total amount issued 

by parent and 

subsidiary to be 

included in 

consolidated capital  

CET1  26  2.10  28.10  

AT1  7  0.17  7.17  

T1  33  2.27  35.27 

T2  10  2.30 12.30 

TC  43  4.57  47.57  
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Annex 6B 

 

 

REQUIREMENTS TO ENSURE LOSS ABSORBENCY AT THE POINT OF  

NON-VIABILITY 

 

1.1 Paragraphs 6.2.2(s) and 6.3.2(o) require that the terms and conditions of AT1 

capital instruments and Tier 2 capital instruments contain provisions which ensure their 

loss absorbency at the point of non-viability. In this regard, the terms and conditions of 

all AT1 capital instruments and Tier 2 capital instruments issued by the Merchant Bank 

shall have a provision that requires such instruments, at the option of the Authority, to 

either be written off92 or converted into ordinary shares upon the occurrence of the 

trigger event93.  

 

1.2 Any compensation paid to the instrument holders as a result of a write-off 

shall be paid immediately in the form of ordinary shares.  

 

1.3 A Merchant Bank shall maintain at all times, all prior authorisation necessary 

to immediately issue the relevant number of ordinary shares specified in the capital 

instrument's terms and conditions should the trigger event occur. The conversion 

formula for determining the number of ordinary shares to be issued upon conversion of 

the capital instrument shall be fixed at the point of issuance, and shall include a limit on 

the maximum number of ordinary shares that would be issued upon conversion.  

 

1.4 The trigger event shall be the earlier of:  

 

(a) the Authority notifying the Merchant Bank in writing that the Authority is 

of the opinion that a write-off or conversion is necessary, without which 

the Merchant Bank would become non-viable; and  

 

(b) the Authority’s decision to make a public sector injection of capital, or 

equivalent support, without which the Merchant Bank would have 

become non-viable, as determined by the Authority. 

 

1.5 The Authority may take into account, among other considerations, the 

following94 in assessing a Merchant Bank’s viability -  

 

(a) whether the assets of the Merchant Bank are, in the Authority’s opinion, 

sufficient to provide adequate protection to the Merchant Bank’s 

depositors and creditors;  

 

(b) whether the Merchant Bank has lost the confidence of depositors, other 

creditors or the public. This may be characterised by ongoing increased 

difficulty of the Merchant Bank in obtaining or rolling over short-term 

                                                            
92  The write-off of any capital instruments issued via an SPE to investors shall mirror the write-off of capital 

instruments issued by the Merchant Bank to the SPE. The Merchant Bank shall consult the Authority on 

such arrangements in advance, to allow adequate time for review.  
93  A write-off or conversion shall not constitute an event of default for the capital instruments. 
94  In its assessment, the Authority will bear in mind the aim of the requirements above, which is to ensure 

loss absorbency at the point of non-viability. The Authority will also have full discretion to not trigger the 

provision under paragraph 1.1 of Annex 6B even if the Merchant Bank is assessed to have ceased, or is 

about to cease, to be viable.   
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funding;  

 

(c) whether the Merchant Bank’s regulatory capital has, in the Authority’s 

opinion, reached a level, or is eroding in a manner, that may 

detrimentally affect its depositors or creditors;  

 

(d) whether the Merchant Bank failed to pay any liability that has become 

due and payable or, in the Authority’s opinion, will not be able to pay its 

liabilities as they become due and payable; 

 

(e) whether the Merchant Bank failed to comply with an order of the 

Authority to increase its capital; 

 

(f) whether in the Authority’s opinion, any other state of affairs exists in 

respect of the Merchant Bank that may be materially prejudicial to the 

interests of the Merchant Bank’s depositors or creditors or the owners of 

any assets under the Merchant Bank’s administration; and 

 

(g) whether the Merchant Bank is able to recapitalise on its own through the 

issuance of ordinary shares or other forms of regulatory capital.  

 

1.6 The issuance of any new ordinary shares as a result of the trigger event shall 

occur prior to any public sector injection of capital so that the capital provided by the 

public sector is not diluted. 

 

1.7 For a Merchant Bank with subsidiaries, the Merchant Bank may, to the extent 

permitted by the rules on eligibility of capital issued out of subsidiaries and held by third 

party investors set out in paragraphs 6.1.4, 6.2.4, 6.2.5, 6.3.4, 6.3.5 of this Part, 

include the AT1 capital instruments and Tier 2 capital instruments issued by a subsidiary 

in the consolidated group’s regulatory capital, if the terms and conditions specify an 

additional trigger event. This additional trigger event shall be the earlier of:  

 

(a) the Authority notifying the Merchant Bank in writing that the Authority is 

of the opinion that a write-off or conversion is necessary, without which 

the Merchant Bank would become non-viable; and 

 

(b) the Authority’s decision to make a public sector injection of capital, or 

equivalent support, without which the Merchant Bank would have 

become non-viable, as determined by the Authority. 

 

1.8 For the purpose of paragraph 1.6, any ordinary shares paid as compensation 

to the holders of the capital instrument shall be ordinary shares of either the subsidiary 

or of the Merchant Bank (including any successor in resolution).95 

 

1.9 For the purpose of ensuring compliance with the above requirements, the 

Merchant Bank shall submit the following information and documents to the Authority 

before including any issuance of capital instruments as AT1 Capital or Tier 2 Capital: 

 

                                                            
95  The Authority may consider allowing the ordinary shares paid as compensation to the holders of the capital 

instrument to be those of the holding company of the Merchant Bank. A Merchant Bank shall approach the 

Authority before the issuance of such capital instruments.  
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(a)  an external legal opinion confirming that the write-off or conversion 

feature at the point of non-viability is enforceable, and that there are no 

impediments to the write-off or conversion of the instrument into 

ordinary shares of the Merchant Bank (or a merchant bank group entity, 

where applicable) upon a trigger event;  

 

(b) where the terms of the instrument provide for trigger events in addition 

to the trigger events specified in this Annex, the rationale for these 

additional trigger events and an assessment of the possible market 

implications that might arise from the inclusion of these additional 

trigger events or upon a breach of these trigger events; and  

 

(c) a detailed description of the rationale for the specified conversion 

method, including computations of the indicative dilution of the Merchant 

Bank’s ordinary shares that would occur upon a trigger event, and an 

explanation of why such a conversion approach would help to ensure or 

maintain the viability of the Merchant Bank.  

 

The Authority may require the Merchant Bank to submit additional information in such 

form and manner (as specified in writing by the Authority) before such capital 

instruments can be included as AT1 Capital or Tier 2 Capital. 
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PROPOSED REVISIONS TO PART VII (CREDIT RISK) 
 

The section lays out the following elements of Part VII of MAS Notice 1111 (Credit Risk) 

in their entirety, with proposed revisions in tracked changes. 

 

Division 1 Overview of Credit RWA Calculation 

Division 2 Measurement of Exposures 

Division 3 SA(CR) 

Division 5 Equity Exposures 

Division 6 Securitisation 

Annex 7F CRM 

Annex 7J Methods and Haircuts for Recognising Collateral 

Annex 7L Core Market Participants 

Annex 7O Current Exposure Method 

Annex 7Z Calculation of M 

Annex 7AI Credit Valuation Adjustment 

 

No revisions are proposed for other elements of Part VII not mentioned above. 

 

 

Division 1:  Overview of Credit RWA Calculation  

  

   

Sub-division 1:  Introduction 

 

7.1.1 The credit RWA of a Merchant Bank is the sum of - 

 

 (a)  its SA(CR) RWA calculated in accordance with Sub-division 3 of this 

Division, its SA(EQ) RWA calculated in accordance with Sub-division 5 of 

this Division and its SA(SE) RWA calculated in accordance with Sub-

division 6 of this Division;  

 

  (b) its CVA RWA calculated in accordance with Annex 7AI; and 

 

  (c) its RWA calculated in accordance with paragraph 6.1.3(p)(iii). 

  

 

Sub-division 2:   Exposures Included in the Calculation of SA(CR) RWA  

 

7.1.2 A Merchant Bank shall include in its calculation of either SA(CR) RWA -  

 

(a) any on-balance sheet asset; and 

 

(b) any off-balance sheet item101, 

                                                            
101  “Off-balance sheet item” includes -  

(a) any pre-settlement counterparty exposure arising from an OTC derivative transaction, whether such 

OTC derivative transaction is classified by the Merchant Bank as a banking or trading book exposure;  

(b) the underlying securities in a credit derivative transaction or an OTC derivative transaction that is in 

substance similar to a forward purchase or credit substitute; and  

(c) any pre-settlement counterparty exposure arising from an SFT, whether such SFT is classified by the 

Merchant Bank as a banking or trading book exposure.  For avoidance of doubt, a Merchant Bank shall 

include the on-balance sheet leg of an SFT under paragraph 7.1.2(a).   
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but shall not include – 

  

(i) any equity exposure; 

 

(ii) any securitisation exposure; 

 

(iii) any securitised exposure that meets the requirements for the recognition 

of risk transference in a traditional securitisation set out in Sub-division 

2 of Division 6 of this Part; or 

  

(iv) any exposure classified as a position or instrument in the trading book in 

accordance with Division 1 of Part VIII.106 

 

Sub-division 3:  Calculation of SA(CR) RWA 

 

7.1.3 To calculate its SA(CR) RWA, a Merchant Bank -  

 

(a) shall apply the exposure measurement requirements in Division 2 of this 

Part to calculate E, or where applicable E*, for any SA(CR) exposure;  

 

(b) shall categorise that SA(CR) exposure in accordance with Sub-division 1 

of Division 3 of this Part;  

 

(c) shall allocate an applicable credit quality grade and risk weight for that 

SA(CR) exposure in accordance with Sub-divisions 2 and 3 respectively 

of Division 3 of this Part;  

 

(d) shall calculate the credit risk-weighted exposure amount for that SA(CR) 

exposure using the following formula: 

 

Credit RWE = Exposure  x  RW  

  

where - 

 

(i) “Credit RWE” refers to the credit risk-weighted exposure amount 

for that SA(CR) exposure; 

 

(ii) “Exposure” refers to E, or where applicable E*, for that SA(CR) 

exposure; and 

 

(iii) “RW” refers to the applicable risk weight for that SA(CR) exposure 

determined in accordance with sub-paragraph (c) above; and  

 

(e) shall add the credit risk-weighted exposure amounts calculated in 

accordance with sub-paragraph (d) above for all its SA(CR) exposures. 

 

 

                                                            
106  For the avoidance of doubt, all pre-settlement counterparty exposures arising from OTC derivative 

transactions, long settlement transactions and SFTs shall be included in the SA(CR) RWA. 
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Sub-division 4: [This Sub-division has been intentionally left blank.] 

 

7.1.4 [This paragraph has been intentionally left blank.] 

 

 

Sub-division 5:   Calculation of Credit RWA for Equity Exposures  

 

7.1.5 To calculate its SA(EQ) RWA, a Merchant Bank - 

(a) shall apply the exposure measurement requirements in Division 2 of this 

Part to calculate E for any SA(EQ) exposure;  

 

(b) shall calculate the credit risk-weighted exposure amount for that SA(EQ) 

exposure in accordance with Sub-division 3 of Division 5 of this Part; and 

 

(c) shall add the credit-risk weighted exposure amounts calculated in 

accordance with sub-paragraph (b) above for all its SA(EQ) exposures. 

 

7.1.6 [This paragraph has been intentionally left blank.] 

 

7.1.7 [This paragraph has been intentionally left blank.] 

 

 

Sub-division 6:  Calculation of Credit RWA for Securitisation Exposures  

 

7.1.8 To calculate its SA(SE) RWA, a Merchant Bank - 

 

(a) shall apply the exposure measurement requirements in Division 2 of this 

Part to calculate E, or where applicable E*, for any SA(SE) exposure; 

 

(b) shall allocate an applicable credit quality grade for that SA(SE) exposure 

in accordance with Sub-division 4 of Division 6 of this Part; 

 

(c) shall calculate the credit-risk weighted exposure amount for each SA(SE) 

exposure, except for those SA(SE) exposures which the Merchant Bank 

is required to include as Deductions from Tier 1 Capital and Deductions 

from Tier 2 Capital, using the following formula: 

 

 Credit RWE = Exposure  x  RW  

  

where - 

 

(i) “Credit RWE” refers to the credit risk-weighted exposure amount 

for that SA(SE) exposure; 

 

(ii) “Exposure” refers to E, or where applicable E*, for that SA(SE) 

exposure calculated in accordance with sub-paragraph (a) above; 

and 

 

(iii) “RW” refers to the applicable risk weight for that SA(SE) exposure 

determined in accordance with sub-paragraph (b) above; and 
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(d) shall add the credit risk-weighted exposure amounts calculated in 

accordance with sub-paragraph (c) above for all its SA(SE) exposures to 

the credit risk-weighted exposure amounts calculated in accordance with 

paragraph 7.1.10(c) below. 

 

7.1.9 [This paragraph has been intentionally left blank.] 

 

7.1.10 To calculate its RWA for early amortisation exposures, a Merchant Bank - 

 

(a)  shall apply the exposure measurement requirements in Division 2 of this 

Part to calculate E for any early amortisation exposure; 

 

(b)  shall calculate the credit-risk weighted exposure amount for each early 

amortisation exposure using the following formula: 

 

 Credit RWE = Exposure  x  RW  

  

where - 

 

(i) “Credit RWE” refers to the credit risk-weighted exposure amount 

for that early amortisation exposure; 

 

(ii) “Exposure” refers to E for that early amortisation exposure 

calculated in accordance with sub-paragraph (a) above; and 

 

(iii) “RW” refers to the risk weight appropriate to the underlying 

exposure type as if the exposure had not been securitised; and 

 

(c) shall add the credit risk-weighted exposure amounts calculated in 

accordance with sub-paragraph (b) above for all its early amortisation 

exposures using the SA(SE).  
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Division 2:  Measurement of Exposures  

 

 

Sub-division 1:  Introduction   

 

7.2.1 A Merchant Bank shall apply the exposure measurement requirements set out 

in this Division and the standards for prudent valuation set out in Annex 8N of Part VIII 

to calculate E, or where applicable E*, for any SA(CR) exposure, SA(EQ) exposure or 

SA(SE) exposure. 

 

7.2.2 A Merchant Bank shall consult with the Authority on the appropriate treatment 

to apply in the measurement of E for transactions that have not been addressed in this 

Division.  

 

7.2.3 A Merchant Bank shall calculate E, or where applicable E*, for any SA(CR) 

exposure, SA(EQ) exposure or SA(SE) exposure net of any individual impairment 

allowance107 attributable to such SA(CR) exposure, SA(EQ) exposure or SA(SE) exposure 

as determined in accordance with the Accounting Standards.  

 

 

Sub-division 2:  Measurement of E for On-balance Sheet Assets  

 

7.2.4 Subject to paragraph 7.2.5 below, E108 for each on-balance sheet asset shall 

be the carrying value amount of the asset as determined in accordance with the 

Accounting Standards.109 

 
7.2.4A In the case of a lease where the Merchant Bank is exposed to residual value 

risk (i.e. potential loss due to the fair value of the leased asset declining below the 

estimate of its residual value reflected on the balance sheet of the Merchant Bank at 

lease inception), the Merchant Bank shall calculate (i) an exposure to the lessee 

equivalent to the discounted lease payment stream; and (ii) an exposure to the residual 

value of the leased assets equivalent to the estimate of the residual value reflected in 

the balance sheet of the Merchant Bank. 

 

7.2.5 A Merchant Bank shall not recognise the effect of netting agreements relating 

to on-balance sheet assets and liabilities.      

 

 

                                                            
107  Individual impairment allowance is also commonly known as specific allowance.  
108  For any asset, E shall be equal to the fair value of that asset presented in the balance sheet except that - 

(a) for any asset held at cost, E shall be equal to the cost of the asset presented in the balance sheet; 

and 

(b)  for any AFS debt security or AFS loan, E shall be equal to the fair value less allowance for impairment 

of that AFS debt security or AFS loan, adjusted by deducting any unrealised fair value gains and 

adding back any unrealised fair value losses on revaluation (broadly equivalent to the amortised cost 

of the AFS debt security or AFS loan less any allowance for impairment); and  

(cb) for any land and building asset or AFS equity securityinvestment property where the Merchant Bank 

has recognised the revaluation surpluses or gains as Upper Tier 2CET1 Capital pursuant to paragraph 

6.1.1(e) paragraphs 6.2.1(c) and (d) respectively, E shall include only the portion of unrealised fair 

value gains that have been included as Upper Tier 2CET1 Capital (broadly equivalent to the sum of 

historical cost (less any allowance for impairment) and 45% of the unrealised fair value gains).   
109  Any foreign exchange transaction or translation gain or loss from a foreign currency-denominated on-

balance sheet item as well as interest earned on a fixed income instrument should be allocated to the 

exposure to which it accrues. 
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Sub-division 3:  Measurement of E for Off-balance Sheet Items Other than Pre-

settlement Counterparty Exposures Arising from OTC Derivative 

Transactions, Long Settlement Transactions and SFTs 

 

7.2.6 For each off-balance sheet item other than a pre-settlement counterparty 

exposure arising from an OTC derivative transaction, long settlement transaction or 

SFT110, a Merchant Bank shall calculate E by – 

 

(a) in the case of an early amortisation exposure, multiplying the amount of 

investors’ interest111 with the applicable CCF set out in Annex 7E of this 

Part; and 

 

(b) in all other cases, multiplying the notional amount112 of each item113 with 

- 

 

(i) the applicable CCF set out in Annex 7A of this Part if that item is an 

SA(CR) exposure; or 

 

(ii) the applicable CCF set out in Annex 7C of this Part if that item is an 

SA(SE) exposure.  

 

7.2.7 For avoidance of doubt, where a Merchant Bank has provided unfunded credit 

protection via a total rate of return swap, E shall be equal to the notional amount of the 

underlying reference credit for which the Merchant Bank is providing protection adjusted 

for any payments received from or made to the protection buyer and recognised in the 

profit and loss account of the Merchant Bank.  Where a Merchant Bank has provided 

unfunded credit protection via a credit default swap, E shall be equal to the notional 

amount of the underlying reference credit for which the Merchant Bank is providing 

protection. 

 

 

Sub-division 4:  Recognition of Eligible Financial Collateral for On-balance Sheet 

Assets and Off-balance Sheet Items Other than Equity 

Exposures, Securitisation Exposures, OTC Derivative 

Transactions, Long Settlement Transactions and SFTs   

 

7.2.8 A Merchant Bank which has taken eligible financial collateral for any 

transaction other than an equity exposure, a securitisation exposure, an OTC derivative 

                                                            
110  Notwithstanding this, a Merchant Bank which is exposed to the risk of the underlying securities in an OTC 

derivative transaction, long settlement transaction or SFT which is in substance similar to a forward 

purchase or credit substitute shall calculate E for such an exposure in accordance with this Sub-division. 
111  Investors’ interest is defined as the sum of – 

(a) investors’ drawn balances related to the securitised exposures; and 

(b) E associated with investors’ undrawn balances related to the securitisation exposures. E is determined 

by allocating the undrawn balances of securitised exposures on a pro-rata basis based on the 

proportions of the originator’s and investor’s shares of the securitised drawn balances. 
112  The notional amount of an off-balance sheet item refers to the amount which has been committed but is 

as yet undrawn. The amount to which the CCF is applied is the lower of the value of the unused committed 

credit line, and the value which reflects any possible constraining availability of the facility, such as the 

existence of a ceiling on the potential lending amount which is related to an obligor’s reported cash flow. If 

the facility is constrained in this way, the Merchant Bank shall have sufficient line monitoring and 

management procedures to support this contention. 
113  Any foreign exchange transaction or translation gain or loss from a foreign currency-denominated off-

balance sheet item should be allocated to the exposure to which it accrues.   
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transaction, long settlement transaction or SFT may recognise the effect of such 

collateral in accordance with paragraphs 7.2.9 to 7.2.11 below.   

 

7.2.9 A Merchant Bank using the SA(CR) may use either the FC(SA) or the  FC(CA) 

to recognise the effect of eligible financial collateral.  The Merchant Bank shall apply the 

chosen approach consistently to the entire banking book and shall not use a combination 

of both approaches.   

 

7.2.10 A Merchant Bank using the SA(CR) and the FC(SA) may recognise the effect 

of eligible financial collateral in accordance with Sub-division 4 of Division 3 of this Part.  

Paragraph 7.2.11 in this Sub-division does not apply where a Merchant Bank uses the 

FC(SA). 

 

7.2.11 A Merchant Bank using the SA(CR) and the FC(CA) may calculate E*, the 

SA(CR) exposure adjusted for eligible financial collateral, in accordance with Annex 7I of 

this Part and substitute E* for E when calculating the credit risk-weighted exposure 

amount for that SA(CR) exposure under Sub-division 3 of Division 1 of this Part.   

 

7.2.12 [This paragraph has been intentionally left blank.] 

 

7.2.13 [This paragraph has been intentionally left blank.] 

 

7.2.14 [This paragraph has been intentionally left blank.] 

 

 

Sub-division 5:  Recognition of Eligible Financial Collateral for Securitisation 

Exposures  

 

7.2.15 A Merchant Bank which has taken eligible financial collateral for a 

securitisation exposure may recognise the effect of such collateral in accordance with 

paragraphs 7.2.16 to 7.2.18 below.   

 

7.2.16 A Merchant Bank using the SA(SE) may use either the FC(SA) or the FC(CA) 

to recognise the effect of eligible financial collateral.  The Merchant Bank shall apply the 

chosen approach consistently to the entire banking book and shall not use a combination 

of both approaches.   

 

7.2.17 A Merchant Bank using the SA(SE) and the FC(SA) may recognise the effect of 

eligible financial collateral in accordance with Sub-division 4 of Division 6 of this Part.  

Paragraph 7.2.18 in this Sub-division does not apply to a Merchant Bank using the 

FC(SA).   

 

7.2.18 A Merchant Bank using the SA(SE) and the FC(CA) may calculate E*, the 

SA(SE) exposure adjusted for eligible financial collateral, in accordance with Annex 7I of 

this Part and substitute E* for E when calculating the credit risk-weighted exposure 

amount for that SA(SE) exposure under Sub-division 6 of Division 1 of this Part.   

 

7.2.19 [This paragraph has been intentionally left blank.] 
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Sub-division 6: Measurement of E for Pre-settlement Counterparty Exposures 

Arising from OTC Derivative Transactions and Long Settlement 

Transactions  

 

7.2.20 Subject to paragraph 7.2.20A, forFor each OTC derivative transaction or long 

settlement transaction, a Merchant Bank shall calculate E for the pre-settlement 

counterparty exposure arising from that OTC derivative transaction or long settlement 

transaction using one of the following methods: 

 

(a) the current exposure method set out in Annex 7O of this Part; or 

 

(b) the CCR standardised method set out in Annex 7P of this Part.  

 
7.2.20A For each counterparty, the E for each OTC derivative transaction calculated in 

accordance with paragraph 7.2.20, shall be the greater of zero and the difference 

between the sum of E across all netting sets with the counterparty and the CVA for that 

counterparty which has already been recognised by the Merchant Bank as an incurred 

write-down (i.e. a CVA loss). The Merchant Bank shall calculate the CVA loss without 

taking into account any offsetting debit valuation adjustments which have been deducted 

in the calculation of CET1 Capital in accordance with paragraph 6.1.3(g) of Part VI109A.  

 

7.2.21 Except in the cases set out in paragraph 7.1 of Annex 7P of this Part, 

combined use of the CCR standardised method and the current exposure method within 

an entity in the merchant bank banking group is not allowed.  However, the use of the 

current exposure method by one entity within the merchant bankbanking group and the 

CCR standardised method by another entity within the same merchant bank banking 

group is permitted. 

  
7.2.21A Regardless of the method used by a Merchant Bank for calculating E for the 

pre-settlement counterparty exposure arising from OTC derivative transactions and 

SFTs, a Merchant Bank may determine E for the pre-settlement counterparty exposure 

arising from long settlement transactions using any of the methods set out in paragraph 

7.2.20. 

 

[MAS Notice 1111 (Amendment) 2013] 

 

                                                            
109A  Where a Merchant Bank uses a combination of the current exposure method and CCR standardised method 

to calculate its E to a single counterparty, the Merchant Bank shall allocate separately (with no double-

counting) collateral posted by the counterparty, for the purposes of calculating its E under each of the 

respective methods. 
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Sub-division 7: Measurement of E for Pre-Settlement Counterparty Exposures 

Arising from SFTs 

 

7.2.22 A Merchant Bank shall treat an SFT as collateralised lending for the purposes 

of this Notice, notwithstanding the wide range of structures which could be used for 

SFTs.    

 

7.2.23 [This paragraph has been intentionally left blank.] 

 

7.2.24 [This paragraph has been intentionally left blank.] 

 

7.2.25 A Merchant Bank shall determine E for a pre-settlement counterparty 

exposure arising from an SFT as follows109AA109A:    

  

(a) in the case where the Merchant Bank has lent securities to a 

counterparty or sold securities to a counterparty with a commitment to 

repurchase those securities at a specified price on a specified future 

date, the latest fair value of the security lent or sold; and  

 

(b) in the case where the Merchant Bank has lent cash to a counterparty 

through the borrowing of securities from the counterparty or paid cash 

for the purchase of securities from a counterparty with a commitment to 

resell those securities at a specified price on a specified future date, the 

amount of cash lent or paid.109B 

 

7.2.26 A Merchant Bank which has taken eligible financial collateral for any SFT 

where the pre-settlement counterparty exposure is determined in accordance with 

paragraph 7.2.25 above may recognise the effect of such collateral in accordance with 

paragraphs 7.2.27 to 7.2.31 below. 

 

7.2.27 A Merchant Bank using the SA(CR) may use either the FC(SA) or the FC(CA) 

to recognise the effect of eligible financial collateral for any SFT in the banking book.  

The Merchant Bank shall apply the chosen approach consistently to the entire banking 

book and shall not use a combination of both approaches.  For a pre-settlement 

counterparty exposure arising from any SFT in the trading book, a Merchant Bank using 

SA(CR) shall only use the FC(CA) to recognise the effect of eligible financial collateral. 

 

7.2.28 A Merchant Bank using the SA(CR) and FC(SA) may recognise the effect of 

eligible financial collateral for any SFT in accordance with Sub-division 4 of Division 3 of 

this Part. Paragraphs 7.2.29 to 7.2.34 in this Sub-division do not apply where a 

Merchant Bank uses the FC(SA). 

 

                                                            
109A 109AA For the avoidance of doubt, a Merchant Bank on either side of an SFT shall hold capital for the SFT.  

For example, this applies to repos and reverse repos, securities lending and securities borrowing 

transactions, and posting of securities in connection with derivative exposures or other borrowings. 
109B  Where a Merchant Bank, acting as an agent, arranges an SFT between a counterparty and a third party 

and provides a guarantee to the counterparty that the third party will perform on its obligations, then the 

risk to the Merchant Bank is the same as if the Merchant Bank had entered into the transaction as a 

principal. In such circumstances, the Merchant Bank shall calculate capital requirements as if it were itself 

the principal. 
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7.2.29 A Merchant Bank which has taken eligible financial collateral for any SFT that 

is not covered by a qualifying bilateral netting agreement may, if it is using the SA(CR) 

and the FC(CA), calculate E*, the SA(CR) exposure adjusted for eligible financial 

collateral, in accordance with Annex 7I of this Part, and substitute E* for E when 

calculating the credit risk-weighted exposure amount for that SA(CR) exposure under 

Sub-division 3 of Division 1 of this Part.  

  

7.2.30 [This paragraph has been intentionally left blank.] 

 

7.2.31 A Merchant Bank which has taken eligible financial collateral for an SFT that is 

covered by a qualifying bilateral netting agreement may, if it is using the SA(CR) and the 

FC(CA), calculate E*, the SA(CR) exposure adjusted for eligible financial collateral for all 

its SA(CR) exposures to any single counterparty covered by the qualifying bilateral 

netting agreement, in accordance with Annex 7I of this Part, and substitute E* for E 

when calculating the credit risk-weighted exposure amount for its SA(CR) exposures to 

that counterparty under Sub-division 3 of Division 1 of this Part.  

 

 

Sub-division 8: [This Sub-division has been intentionally left blank.] 

 

7.2.32 [This paragraph has been intentionally left blank.] 

 

7.2.33 [This paragraph has been intentionally left blank.] 

  

 

Sub-division 9:   Exceptions to the Measurement of E  

 

7.2.34 Notwithstanding paragraphs 7.2.1 to 7.2.31 above, a Merchant Bank may 

attribute a value of zero to E for -  

 

(a) any pre-settlement counterparty exposure arising from any derivative 

transaction or SFT outstanding with a specified central counterparty and 

which has not been rejected by that specified central counterparty, 

provided that the exposure is fully collateralised on a daily basis; 

 

(b) any credit risk exposure arising from any derivative transaction, SFT or 

spot transaction which a Merchant Bank has outstanding114 with a 

specified central counterparty for which the latter acts as a custodian on 

the Merchant Bank’s behalf, provided that the exposure is fully 

collateralised on a daily basis; 

 

(c) any pre-settlement counterparty exposure arising from any credit 

derivative which a Merchant Bank may recognise as eligible credit 

protection for a banking book exposure or another CCR exposure110A; 

and 

 

                                                            
114  For example, credit exposures arising from monies placed and from collateral posted, with the 

counterparty. 
110A  For the purpose of computing the CVA risk capital requirement, a Merchant Bank shall not attribute a value 

of zero to E for the pre-settlement counterparty exposure to the protection provider arising from a credit 

derivative which the Merchant Bank recognises as an eligible hedge in the calculation of the CVA risk 

capital. 
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(d) any pre-settlement counterparty exposure arising from any sold credit 

default swap in the banking book, where the credit default swap is 

treated as credit protection sold by the Merchant Bank, and subject to 

credit risk capital requirements set forth in this Notice for the full 

notional amount. 

 

 

Sub-division 10:   Measurement of E for Unsettled Transactions 

 

7.2.35 A Merchant Bank shall determine E for an unsettled DvP transaction as the 

difference between the transaction valued at the agreed settlement price and the 

transaction valued at current market price, or in the case where the difference is 

negative, a value of zero. 

 

7.2.36 A Merchant Bank shall determine E for an unsettled non-DvP transaction as 

equal to the outstanding receivables after the end of the first contractual payment or 

delivery date.115  

 

  

 

  

                                                            
115  If the dates when two payment legs are made are the same according to the time zones where each 

payment is made, they are deemed to have been settled on the same day. 
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Division 3:  SA(CR) 

 

 

Sub-division 1: Categorisation of SA(CR) Exposures 

 

 

7.3.1 A Merchant Bank shall categorise any SA(CR) exposure that is not past due 

for more than 90 days into one of the following asset classes under SA(CR): 

 

(a) cash items, which consist of – 

 

(i) cash and cash equivalents111A;  

 

(ii) gold bullion held in the vaults of the Merchant Bank or on an 

allocated basis in the vaults of another entity to the extent that it is 

backed by gold bullion liabilities; and 

  

(iii) all receivable funds arising from transactions that are settled on a 

DvP basis which are outstanding up to and including the 4th 

business day after the settlement date116; 

 

(b) central government and central bank asset class, which consists of any 

SA(CR) exposure to a central government or central bank;  

 

(c)  PSE asset class, which consists of any SA(CR) exposure to a PSE;  

 

(d)  MDB asset class, which consists of any SA(CR) exposure to an MDB, the 

Bank for International Settlements, the International Monetary Fund, the 

European Central Bank or the European Community;  

 

(e)  bank asset class, which consists of any SA(CR) exposure to a banking 

institution; 

 

(f)  corporate asset class, which consists of any SA(CR) exposure to any 

corporation, partnership, limited liability partnership, sole proprietorship 

or trustee in respect of a trust, other than exposures categorised in sub-

paragraphs (a) to (e), (g) and (h)117;  

 

(g)  regulatory retail asset class, which consists of any SA(CR) exposure 

meeting all of the following conditions113A: 

 

(i) the exposure is to an individual, a group of individuals, or a small 

business; 

 

                                                            
111A  Cash equivalents refer to cheques, drafts and other items drawn on other banking institutions that are 

either payable immediately upon presentation or that are in the process of collection. 
116  This includes transactions settled on a payment-versus-payment basis. 
117  For avoidance of doubt, an SA(CR) exposure to a securities firm or an insurance entity shall be categorised 

within the corporate asset class. 
113A Securities (such as bonds and equities), whether listed or not, and any SA(CR) exposure that meets the 

conditions to be categorised within the residential mortgage asset class, are excluded from this asset 

class. 
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(ii) the exposure takes the form of any of the following:  

 

(A) revolving credit and lines of credit, including credit cards and 

overdrafts; 

 

(B) personal term loans and leases, including instalment loans, 

vehicle loans and leases, student and educational loans, and 

personal finance; or 

 

(C) small business credit facilities and commitments. 

 

(iii)  the Merchant Bank shall demonstrate to the satisfaction of the 

Authority that the exposure is one of a sufficient number of 

exposures113B with similar characteristics and that the portfolio is 

sufficiently diversified such that the risks associated with such 

lending are reduced; and 

 

(iv) the total exposure118 to any obligor119 or group of obligors120 is not 

more than $2 million; 

 

(h)  residential mortgage asset class, which consists of any SA(CR) exposure 

meeting all of the following conditions: 

 

(i)  the exposure is to an individual or a group of individuals, or if the 

exposure is to an entity other than an individual, the Merchant 

Bank is able to demonstrate to the satisfaction of the Authority, 

that it has robust processes to ascertain that the exposure is 

structured to replicate the risk profile of an exposure to an 

individual or a group of individuals and that it is able to identify and 

manage the legal risks that arise in such structures;  

 

(ii) the exposure is -  

 

(a) secured against a first charge held by the Merchant Bank for 

a loan; or 

 

                                                            
113B  A factor to be considered is whether any total exposure to any obligor or group of obligors is not more 

than 0.2% of the total of the regulatory retail asset class. A Merchant Bank shall exclude exposures that 

are past due for more than 90 days for the assessment of diversification. 

[MAS Notice 1111 (Amendment) 2013] 
118  This includes any past due exposure to the same obligor or group of obligors. For the avoidance of doubt, 

this is gross of any CRM. 
119  Where an exposure to an individual exceeds $2 million, the Merchant Bank shall categorise the exposure 

under the other exposures asset class. 
120  The basis of aggregation for small business exposures of not more than $2 million that are treated as retail 

exposures shall be (a) the definition of an obligor group used by the Merchant Bank for its risk 

management purposes, with the proviso that exposures to related corporations and associates of the 

obligor and the sole proprietors or partners in any of the entities in the obligor group are to be included in 

the aggregation; and (b) based on all merchant bankbanking group entities that fall within the scope of 

application of this Notice.  However, the Merchant Bank may dis-aggregate certain exposures if the dis-

aggregated obligors have sufficient financial resources to fully service their liabilities and do not need to 

depend on any other entity within the obligor group for financial assistance in meeting their liabilities. A 

simplistic dis-aggregation based on product type alone would not be acceptable.   
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(b) secured against a junior charge held by the Merchant Bank 

for a loan where all the senior charges are held by the 

Merchant Bank or CPF, as the case may be, 

 

in respect of – 

 

(A) of a completed residential property; 

 

(B) of an uncompleted residential property in Singapore; or 

 

(C) of an uncompleted residential property in a jurisdiction 

approved by the Authority on an exceptional basis121; 

 

[MAS Notice 1111 (Amendment) 2013] 

 

(iii) the exposure is not rated as a classified loan under MAS Notice 

1005; and 

 

(iv) the exposure is not to a corporation, partnership, sole 

proprietorship or trustee in respect of a trust where such 

corporation, partnership, sole proprietorship or trust is engaged in 

residential building, development or management;  

 

(i)  CRE asset class, which consists of any SA(CR) exposure meeting all of 

the following condition122: 

 

(i) the exposure is to an individual or a group of individuals, a 

corporation, partnership, limited liability partnership, sole 

proprietorship or trustee in respect of a trust; and 

 

(ii) the exposure is secured by CRE; or 

 

(j)  other exposures asset class, which consists of any SA(CR) exposure 

which does not fall within any of the categories in sub-paragraphs (a) to 

(i) above. This includes any exposures to the residual value of leased 

assets calculated in accordance with paragraph 7.2.4A. 

 

 

Sub-division 2:  Credit Quality Grade and External Credit Assessments 

 

7.3.2 A Merchant Bank shall assign an SA(CR) exposure to a credit quality grade 

based on the external credit assessment123 that is applicable to the SA(CR) exposure in 

accordance with Tables 7R-1 and 7R-2, as the case may be, of Annex 7R of this Part. 

 

                                                            
121  Where an exposure is secured by residential real estate and meets the conditions in sub-paragraphs 

7.3.1(h)(i) and 7.3.1(h)(iv), but not sub-paragraph 7.3.1(h)(ii), the Merchant Bank shall categorise the 

exposure under the other exposures asset class. 
122  For the avoidance of doubt, a Merchant Bank shall categorise exposures which fit the description in both 

sub-paragraphs (f) and (i), or in both sub-paragraphs (g) and (i), under sub-paragraph (i) only. 
123  The Merchant Bank may only use an external credit assessment which is accessible to the public. A 

Merchant Bank may not use credit assessment that is made available only to the parties to a transaction. 



 

Monetary Authority of Singapore                                                                                                                          95   

7.3.3 A Merchant Bank shall only use external credit assessments by recognised 

ECAIs. The Authority may impose conditions on the use of such external credit 

assessments.  

 

7.3.3A A Merchant Bank shall perform an appropriate level of due diligence prior to 

the use of any recognised ECAI for the purpose of calculating regulatory capital 

requirements. 

 

7.3.4 A Merchant Bank shall use its chosen recognised ECAIs and their external 

credit assessments consistently for each type of exposure, for both risk weighting and 

risk management purposes.  Where a Merchant Bank has two external credit 

assessments which map into different credit quality grades, it shall assign the SA(CR) 

exposure to the credit quality grade associated with the higher risk weight.  Where a 

Merchant Bank has three or more external credit assessments which map into two or 

more different credit quality grades, it shall assign the SA(CR) exposure to the credit 

quality grade associated with the higher of the two lowest risk weights.124 A Merchant 

Bank shall not cherry-pick the assessments provided by different recognised ECAIs nor 

arbitrarily change its choice of recognised ECAIs for each type of exposure after its initial 

selection.  

 

7.3.4A A Merchant Bank shall have methodologies that enable it to assess the credit 

risk involved in exposures to individual borrowers or counterparties as well as at a 

portfolio level.  A Merchant Bank using SA(CR) shall assess exposures, regardless of 

whether they are rated or unrated, and determine whether the risk weights applied to 

such exposures under the SA(CR) are appropriate for their inherent risk.  In those 

instances where it determines that the inherent risk of such an exposure, particularly if it 

is unrated, is significantly higher than that implied by the risk weight to which it is 

assigned, the Merchant Bank shall consider the higher degree of credit risk in the 

evaluation of its overall capital adequacy. 

 

7.3.5 A Merchant Bank shall not recognise the effects of CRM if such CRM is already 

reflected in the issue-specific external credit assessment of the SA(CR) exposure.    

 

7.3.6 Where an SA(CR) exposure has an issue-specific external credit assessment, a 

Merchant Bank shall use such assessment.  Where an SA(CR) exposure does not have an 

issue-specific external credit assessment120A,  - 

 

(a) if there is an issue-specific external credit assessment for another 

exposure to the same obligor which maps to a risk weight that is lower 

than that applicable to an unrated exposure, a Merchant Bank may use 

the issue-specific assessment for the other exposure only if the exposure 

without an issue-specific assessment ranks pari passu with or is senior to 

the exposure with the issue-specific assessment in all respects;  

 

                                                            
124  For illustration, if there are three external credit assessments mapping into credit quality grades with risk 

weights of 0%, 20% and 50%, then the applicable risk weight is 20%.  If the external credit assessments 

map into credit quality grades with risk weights of 20%, 50% and 50%, then the applicable risk weight is 

50%. 
120A A short-term issue-specific external credit assessment cannot be used to derive risk weights for other 

short-term claims to the same obligor, except where set out in paragraphs 7.3.22A, 7.3.23 and 7.3.26. In 

all cases, a short-term issue-specific external credit assessment cannot be used to support a risk weight 

for an unrated long-term claim. 
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(b) if the obligor has an issuer external credit assessment which maps to a 

risk weight that is lower than that applicable to an unrated exposure, a 

Merchant Bank may use the issuer assessment of the obligor only if the 

exposure is a senior claim;  

 

(c) if there is an issue-specific external credit assessment for another 

exposure to the same obligor which maps to a risk weight that is higher 

than that applicable to an unrated exposure, a Merchant Bank shall use 

the issue-specific assessment for the other exposure if the exposure 

without an issue-specific assessment ranks pari passu with or is 

subordinated to the exposure with the issue-specific assessment; 

 

(d) if the obligor has an issuer external credit assessment which maps to a 

risk weight that is higher than that applicable to an unrated exposure, a 

Merchant Bank shall use the issuer assessment of the obligor if the 

exposure without an issue-specific assessment ranks pari passu with or 

is subordinated to the highest unsecured claim on the obligor; or 

 

(e) in all other cases, a Merchant Bank shall apply the risk weight that is 

applicable to an unrated exposure. 

 

7.3.6A A Merchant Bank shall not use external credit assessments for an obligor 

within a group to risk weight other obligors within the same group. 

 

7.3.7 Where an SA(CR) exposure is risk-weighted in accordance with paragraphs 

7.3.6(a) to (d) above, a Merchant Bank may use a domestic currency external credit 

assessment120B, if separate, only if – 

 

(a) the SA(CR) exposure is denominated in that domestic currency; or 

 

(b)  the SA(CR) exposure is guaranteed against convertibility and transfer 

risk by a qualifying MDB, in which case the domestic currency external 

credit assessment can be used only for the portion of the SA(CR) 

exposure that is covered by such a guarantee.  For the portion of the 

SA(CR) exposure that is not covered by such a guarantee, a Merchant 

Bank shall use a foreign currency external credit assessment. 

 

7.3.8 A Merchant Bank may use an external credit assessment to risk weight an 

SA(CR) exposure only if the external credit assessment has taken into account and 

reflects the entire amount of credit risk exposure the Merchant Bank has with regard to 

all payments owed to it.125 

 

7.3.9 A Merchant Bank shall not use unsolicited external credit assessments to 

assign any SA(CR) exposure to a credit quality grade, unless - 

 

(a) it has assessed the quality of the unsolicited external credit assessments 

that it intends to use and is satisfied that these are comparable in 

performance with solicited external credit assessments and maintains 

                                                            
120B For the avoidance of doubt, a Merchant Bank shall use a foreign currency external credit assessment for an 

SA(CR) exposure denominated in foreign currency. 
125  For example, if a Merchant Bank is owed both principal and interest, the assessment shall fully take into 

account and reflect the credit risk associated with repayment of both principal and interest. 
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relevant records and documents to be made available to the Authority 

upon request; and 

 

(b) it uses unsolicited external credit assessments consistently for each type 

of exposures, for both risk weighting and risk management purposes. 

 

7.3.9A The Authority may exclude the use of unsolicited external credit assessments 

by a recognised ECAI for the purpose of calculating regulatory capital requirements if the 

Authority is not satisfied that the unsolicited assessments are not inferior in quality to 

the general quality of solicited assessments.   In the event the Authority is of the view 

that an ECAI uses unsolicited ratings to put pressure on entities to obtain solicited 

ratings, the Authority may refuse to recognise such ECAIs as eligible for capital 

adequacy purposes.   

 

 
Sub-division 3: Risk Weights 

 

7.3.10 Subject to Sub-division 4 of this Division, a Merchant Bank using the SA(CR) 

shall121A - 

 

(a) for an SA(CR) exposure that is not past due for more than 90 days, 

determine the applicable risk weight in accordance with paragraphs 

7.3.11 to 7.3.30 below126;  

 

(b) for an SA(CR) exposure that is past due for more than 90 days, 

determine the applicable risk weight in accordance with paragraphs 

7.3.31 to 7.3.35 below; and 

 

(c) for an SA(CR) exposure arising from an unsettled transaction, determine 

the applicable risk weight in accordance with paragraphs 7.3.36 to 

7.3.40 below. 

 

 

 Cash Items 

 

7.3.11 Subject to paragraph 7.3.12 below, a Merchant Bank shall apply a 0% risk 

weight to any SA(CR) exposure categorised as a cash item. 

 

7.3.12 A Merchant Bank shall apply a 20% risk weight to cheques, drafts and other 

items drawn on other banking institutions that are either payable immediately upon 

presentation or that are in the process of collection.  

 

 

 

 

                                                            
121A This includes an SA(CR) exposure to lessee equivalent to the discounted lease payment as calculated in 

accordance with paragraph 7.2.4A. 

[MAS Notice 1111 (Amendment) 2013] 
126  Where an SA(CR) exposure which is not past due has a credit quality grade which corresponds to a risk 

weight of 150%, a Merchant Bank may apply the appropriate treatment and risk weights set out in 

paragraphs 7.3.31 to 7.3.35.  
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 Central Government and Central Bank Asset Class 

 

7.3.13 Subject to paragraphs 7.3.14 and 7.3.15 below, a Merchant Bank shall risk-

weight any SA(CR) exposure in the central government and central bank asset class in 

accordance with Table 7-1.   

 

Table 7-1: Risk Weights for the Central Government and Central Bank Asset Class 

Credit Quality Grade 1 2 3 4 5 6 Unrated 

Risk Weight 0% 20% 50% 100% 100% 150% 100% 

 

7.3.14 A Merchant Bank shall apply a 0% risk weight to any SA(CR) exposure to the 

Government or the Authority which is denominated in Singapore dollars and funded by 

liabilities denominated in Singapore dollars. 

 

7.3.15 For any SA(CR) exposure to any other central government or central bank 

which is denominated and funded in the local currency of that jurisdiction, a Merchant 

Bank may apply such risk weights as may be specified by the bank regulatory agency of 

that jurisdiction. 

 

 

 PSE Asset Class 

 

7.3.16 Subject to paragraph 7.3.17 below, a Merchant Bank shall risk-weight any 

SA(CR) exposure in the PSE asset class in accordance with Table 7-2. 

 

Table 7-2: Risk Weights for the PSE Asset Class 

Credit Quality Grade 1 2 3 4 5 6 Unrated 

Risk Weight 20% 50% 50% 100% 100% 150% 100% 

 

7.3.17 A Merchant Bank shall risk weight any SA(CR) exposure in the PSE asset class 

in accordance with Table 7-3 if –  

 

(a) the exposures to the central government of the jurisdiction of that PSE 

have a credit quality grade of “1” as set out in Table 7R-1 of Annex 7R of 

this Part; and 

 

(b) in the case of a PSE outside Singapore, the bank regulatory agency of 

the jurisdiction where the PSE is established has exercised the national 

discretion to treat the claim on the PSE as a claim on the central 

government and the exposures to the central government of the 

jurisdiction of that PSE have a credit quality grade of “1” as set out in 

Table 7R-1 of Annex 7R of this Part.   

 

Table 7-3: Risk Weights for Exposures to PSEs where the Central Government has a 

Credit Quality Grade of “1” 

Credit Quality Grade 1 2 3 4 5 6 Unrated 

Risk Weight 0% 20% 20% 100% 100% 150% 20% 
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 MDB Asset Class 

 

7.3.18 Subject to paragraphs 7.3.19 and 7.3.20 below, a Merchant Bank shall risk-

weight any SA(CR) exposure in the MDB asset class in accordance with Table 7-4. 

 

Table 7-4: Risk Weights for the MDB Asset Class 

Credit Quality Grade 1 2 3 4 5 6 Unrated 

Risk Weight 20% 50% 50% 100% 100% 150% 50% 

 

7.3.19 A Merchant Bank shall apply a 0% risk weight to any SA(CR) exposure to a 

qualifying MDB. 

 

7.3.20 A Merchant Bank shall apply a 0% risk weight to any SA(CR) exposure to the 

Bank for International Settlements, the International Monetary Fund, the European 

Central Bank,  or the European Community, the European Stability Mechanism and the 

European Financial Stability Facility.   

 

 

 Bank Asset Class 

 

7.3.21 Subject to paragraphs 7.3.22 and 7.3.23 below, a Merchant Bank shall risk-

weight any SA(CR) exposure in the bank asset class in accordance with Table 7-5. 

 

Table 7-5: Risk Weights for the Bank Asset Class 

Credit Quality Grade 1 2 3 4 5 6 Unrated 

Risk Weight 20% 50% 50% 100% 100% 150% 50% 

Risk Weight for 

Short-Term 

Exposures127 

20% 20% 20% 50% 50% 150% 20% 

 

7.3.22 A Merchant Bank shall risk-weight any short-term SA(CR) exposure in the 

bank asset class with an issue-specific external credit assessment in accordance with 

Table 7-6. 

 

Table 7-6: Risk Weights for Short-Term SA(CR) Exposures in the Bank Asset Class with 

Issue-Specific External Credit Assessments 

Short-Term Credit 

Quality Grade 

I II III IV 

Risk Weight 20% 50% 100% 150% 

 

7.3.22A If a short-term SA(CR) exposure in the bank asset class with an issue-specific 

external credit assessment attracts a risk weight that is higher than that applicable for a 

short-term exposure under Table 7-5, the Merchant Bank shall apply the risk weight 

based on the issue-specific assessment to any unrated short-term SA(CR) exposure to 

the same banking institution. 

 

7.3.23 For any SA(CR) exposure in the bank asset class that does not have an 

external credit assessment by a recognised ECAI, a Merchant Bank shall apply the risk 

weight determined in accordance with Table 7-5 or the risk weight that is applicable to 

                                                            
127  For the purposes of this table, short-term exposures refer to exposures with an original maturity of three 

months or less and that are not expected to be rolled over. 
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an SA(CR) exposure to the central government of the jurisdiction in which the banking 

institution is incorporated or established, whichever is higher.128  If a short-term SA(CR) 

exposure in the bank asset class with an issue-specific external credit assessment124A - 

 

(a) attracts a risk weight of 50% or 100%, then the Merchant Bank shall 

apply a risk weight of not lower than 100% to any unrated short-term 

SA(CR) exposure to the same banking institution; or 

 

(b) attracts a risk weight of 150%, then the Merchant Bank shall apply a risk 

weight of 150% to any unrated SA(CR) exposure (whether long-term or 

short-term) to the same banking institution. 

 

 

 Corporate Asset Class 

 

7.3.24 Subject to paragraphs 7.3.25 and 7.3.26 below, a Merchant Bank shall risk-

weight any SA(CR) exposure in the corporate asset class in accordance with Table 7-7. 

 

Table 7-7: Risk Weights for the Corporate Asset Class 

Credit Quality Grade 1 2 3 4 5 6 Unrated 

Risk Weight 20% 50% 100% 100% 150% 150% 100% 

 

7.3.25 A Merchant Bank shall risk-weight any short-term SA(CR) exposure in the 

corporate asset class with an issue-specific external credit assessment in accordance 

with Table 7-8. 

 

Table 7-8: Risk Weights for Short-Term SA(CR) Exposures in the Corporate Asset Class 

with Issue-Specific External Credit Assessments 

Short-Term Credit 

Quality Grade 

I II III IV 

Risk Weight 20% 50% 100% 150% 

 

7.3.26 For any SA(CR) exposure in the corporate asset class that does not have an 

external credit assessment by a recognised ECAI, a Merchant Bank shall apply the risk 

weight determined in accordance with Table 7-7 or the risk weight that is applicable to 

an SA(CR) exposure to the central government of the jurisdiction in which the corporate 

is incorporated or established, whichever is higher.129  If a short-term SA(CR) exposure 

in the corporate asset class with an issue-specific external credit assessment - 

 

(a) attracts a risk weight of 50% or 100%, then the Merchant Bank shall 

apply a risk weight of not lower than 100% to any unrated short-term 

SA(CR) exposure to the same corporate; or 

 

(b) attracts a risk weight of 150%, then the Merchant Bank shall apply a risk 

weight of 150% to any unrated SA(CR) exposure (whether long-term or 

short-term) to the same corporate. 

                                                            
128  This does not apply to claims of the confirming bank on the issuing bank in the case of short-term self-

liquidating letters of credit. 
124A  For the avoidance of doubt, in the case of an exposure to which this sentence and paragraph 7.3.22A both 

apply, the Merchant Bank shall apply the higher of the two risk weights. 
129  The Authority may from time to time specify a higher risk weight for a particular exposure or group of 

exposures, taking into account, among other things, the default experience of this type of exposures. 
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7.3.27 [This paragraph has been intentionally left blank.] 

   

 

 Regulatory Retail Asset Class 

 

7.3.28 A Merchant Bank shall apply a 75%130 risk weight to any SA(CR) exposure in 

the regulatory retail asset class. 

 

 

 Residential Mortgage Asset Class 

 

7.3.29 Subject to paragraph 7.3.29A below, a Merchant Bank shall risk weight any 

SA(CR) exposure in the residential mortgage asset class in accordance with Table 7-9.131 

 

Table 7-9: Risk Weights for the Residential Mortgage Asset Class 

Condition Risk Weight 

Where the LTV ratio132 calculated in accordance with MAS Notice 

1106 is - 

(a) less than or equal to 80%; or 

(b) more than 80% but less than or equal to 90%, where there 

is mortgage insurance which complies with the 

requirements in Annex 7T of this Part (“qualifying mortgage 

insurance”) covering at least the portion of each exposure 

in excess of 80%. 

 

35% 

Where the LTV ratio128 calculated in accordance with MAS Notice 

1106 is more than 80% but less than or equal to 90%. 

 

75% 

Where the LTV ratio128 calculated in accordance with MAS Notice 

1106 is more than 90%. 

 

100% 

 

[MAS Notice 1111 (Amendment) 2013] 

 

7.3.29A Where the SA(CR) exposure is secured against a junior charge, the 

numerator of the LTV ratio referred to in Table 7-9 shall be adjusted to include all senior 

charges ranking above the junior charge in question, including senior charges held by 

the CPF. 

 

[MAS Notice 1111 (Amendment) 2013] 

                                                            
130  The Authority may from time to time specify a higher risk weight for a particular exposure or group of 

exposures, taking into account, among other things, the default experience of this type of exposures. 
131  The Authority may from time to time specify a higher risk weight for a particular exposure or group of 

exposures, taking into account, among other things, the default experience of this type of exposures. 
132  A Merchant Bank shall calculate the LTV ratio as at the inception of the exposure and on an ongoing-basis 

thereafter.  In calculating the LTV ratio on an ongoing basis, a Merchant Bank shall have in place policies 

covering matters such as the frequency of revaluation, the procedures for revaluation under various 

market circumstances, and the revaluation methods and approaches to be used in each circumstance 

which could include statistical methods (e.g. reference to property indices, sampling etc.) or formal 

revaluation by an independent accredited valuer. Statistical methods should be regularly backtested and 

benchmarked, where possible, so that the results obtained are robust. In general, a Merchant Bank is 

expected to undertake a formal revaluation regularly.  
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7.3.29B Subject to the approval of the Authority, a Merchant Bank may, instead of 

applying paragraph 7.3.29A, apply a 100% risk weight to SA(CR) exposures in the 

residential mortgage asset class secured against a junior charge. 

 

[MAS Notice 1111 (Amendment) 2013] 

 

CRE Asset Class 

 

7.3.29C A Merchant Bank shall apply a 100%133 risk weight to any SA(CR) exposure in 

the CRE asset class. 

 

 Other Exposures Asset Class 

 

7.3.30 A Merchant Bank shall apply a 100%134 risk weight to any SA(CR) exposure in 

the other exposures asset class. 

 

 Past Due Exposures 

 

7.3.31 Subject to paragraphs 7.3.32 and 7.3.35, a Merchant Bank shall risk-weight 

the unsecured portion of any SA(CR) exposure that is past due for more than 90 days in 

accordance with Table 7-10. 

 

Table 7-10: Risk Weights for Past Due Exposures 

Condition Risk Weight 

Where individual impairment allowances are less than 20% of the 

outstanding amount of the exposure 

 

150%  

Where individual impairment allowances are no less than 20% of 

the outstanding amount of the exposure 

100%  

 

7.3.32 For the purposes of paragraph 7.3.31 above, a Merchant Bank shall calculate 

the unsecured portion of any SA(CR) exposure that is past due for more than 90 days as 

follows:  

 

(a) for a Merchant Bank using the FC(SA), 

 

Unsecured Portion = E – P – Cf   

 

where - 

 

(i) E  =  E calculated in accordance with Division 2 of this Part; 

 

(ii) P  =  notional amount of eligible credit protection received; and 

 

(iii) Cf  =  fair value of eligible financial collateral received; or 

 

                                                            
133  In the case of an exposure which fits the description in both sub-paragraphs (f) and (i) of paragraph 7.3.1 

on categorisation of SA(CR) exposures, the Merchant Bank shall apply the higher of the risk weights 

applicable to that exposure under paragraph 7.3.24 and this paragraph.  
134  The Authority may from time to time specify a higher risk weight for a particular exposure or group of 

exposures, taking into account, among other things, the default experience of this type of exposures. 
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(b) for a Merchant Bank using the FC(CA), 

 

Unsecured Portion = E*– P  

 

where - 

 

(i) E* =  E* calculated in accordance with Division 2 of this Part; 

and 

 

(ii) P =  notional amount of eligible credit protection received. 

 

 

7.3.33 The Merchant Bank shall risk weight the portion that is protected by eligible 

credit protection in accordance with Sub-division 4 of this Division.  A Merchant Bank 

using the FC(SA) shall risk weight the portion secured by eligible financial collateral in 

accordance with Sub-division 4 of this Division.  

 

7.3.34 [This paragraph has been intentionally left blank.] 

 

7.3.35 A Merchant Bank shall apply a 100% risk weight to any SA(CR) exposure in 

the residential mortgage asset class that is past due for more than 90 days. 

 

 

 Unsettled Transactions  

 

7.3.36 A Merchant Bank shall comply with the requirements set out in paragraphs 

7.3.37 to 7.3.39 below to calculate the credit-risk weighted exposure amount for any 

unsettled transactions130A on securities, foreign exchange instruments and commodities 

(other than an SFT).  

 

7.3.37 A Merchant Bank shall apply a risk weight to any SA(CR) exposure arising 

from receivables135 that remain unpaid or undelivered in respect of an unsettled DvP 

transaction in accordance with Table 7-11.   

 

 

Table 7-11: Risk Weights for Unsettled DvP Transactions 

Number of Business Days after 

Agreed Settlement Date 
Risk Weight 

From 0 to 4 0% 

From 5 to 15 100% 

From 16 to 30 625% 

From 31 to 45 937.5% 

46 or more 1,250% 

 

                                                            
130A  This includes any transaction, through a settlement and clearing system recognised by the Authority that 

is subject to daily mark-to-market and payment of daily variation margins and that involves a mismatched 

trade.  
135  Such exposures shall be treated as a loan to the counterparty. 
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7.3.38 A Merchant Bank which has fulfilled its obligations under the first contractual 

payment or delivery leg of a non-DvP transaction shall regard as a loan exposure to its 

counterparty any outstanding receivables after the end of the first contractual payment 

or delivery date136.  The Merchant Bank shall risk weight any such SA(CR) exposure 

arising from receivables that remain unpaid or undelivered up to and including the fourth 

business day after the second contractual payment or delivery date in accordance with 

paragraphs 7.3.11 to 7.3.30 above.  If such SA(CR) exposures are not material in 

aggregate, the Merchant Bank may apply a uniform risk weight of 100% to all of them.   

 

7.3.39 If the receivables arising from the non-DvP transaction remain unpaid or 

undelivered on or after the fifth business day after the second contractual payment or 

delivery date, the a Merchant Bank shall apply a 1250% risk weight to such receivables 

and the replacement cost of the transaction, if any.include the SA(CR) exposure arising 

from such receivables and replacement cost, if any, as Deductions from Tier 1 Capital 

and Deductions from Tier 2 Capital.  This treatment shall continue until the second 

payment or delivery leg is effectively completed. 

 

7.3.40 The Authority may exempt the Merchant Bank from the applicable capital 

treatment in paragraphs 7.3.37 and 7.3.39 above if there has been a system-wide 

failure of a settlement or clearing system that causes significant disruption to normal 

settlement and clearing processes.  The Authority may grant such exemption subject to 

such conditions or restrictions as the Authority may impose.  

 

 

Sub-division 4: Treatment of Credit Protection and Recognition of Eligible 

Financial Collateral 

 

 Treatment of Eligible Credit Protection Bought 

 

7.3.41 A Merchant Bank which has bought eligible credit protection for an SA(CR) 

exposure may recognise the effects of CRM of the eligible credit protection as follows: 

 

(a) break down the SA(CR) exposure into - 

 

(i) a protected portion with E equal to the notional amount of the 

eligible credit protection137; and 

 

(ii) an unprotected portion with E equal to the E of the SA(CR) 

exposure less the notional amount of the eligible credit protection; 

and 

 

(b) for the purposes of calculating the credit risk-weighted exposure amount 

pursuant to Sub-division 3 of Division 1 of this Part, use - 

 

(i) for the protected portion, the risk weight that is applicable to the 

eligible protection provider; and 

 

                                                            
136  If the dates when two payment legs are made are the same according to the time zones where each 

payment is made, they are deemed to have been settled on the same day. 
137  A Merchant Bank shall treat the protected portion of an SA(CR) exposure which has a currency mismatch 

or maturity mismatch in accordance with Annex 7F of this Part.  
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(ii) for the unprotected portion, the risk weight that is applicable to the 

obligor. 

 

7.3.42 Notwithstanding paragraph 7.3.41(b), a Merchant Bank shall apply a 1250% 

risk weight to include as Deductions from Tier 1 Capital and Deductions from Tier 2 

Capital any materiality threshold below which no payment will be made by the protection 

provider in the event of loss on an SA(CR) exposure as such threshold is equivalent to a 

retained first loss position. 

 

7.3.43 A Merchant Bank shall apply the relevant provisions in Annex 7H of this Part 

for the purpose of determining the protected portion in cases of proportional cover, 

principal-only cover, partially eligible credit derivatives, tranched cover and basket credit 

derivatives.  

 

 Treatment of Credit Protection Sold 

 

7.3.44 A Merchant Bank which has sold unfunded credit protection acquires exposure 

to the reference asset.  If such exposure is an SA(CR) exposure, the Merchant Bank shall 

calculate the credit risk-weighted exposure amount for the exposure using the risk 

weight that is applicable to the obligor of the reference asset. 

 

7.3.45 If the unfunded credit protection has more than one reference asset, the 

credit risk-weighted exposure amount for the credit protection is the sum of the credit 

risk-weighted exposure amounts in respect of each reference asset calculated using the 

risk weights that are applicable to the obligors of the respective reference assets.   

 

7.3.46 A Merchant Bank which has sold funded credit protection acquires exposure to 

both the reference asset and the protection buyer.  If such exposures are SA(CR) 

exposures, the Merchant Bank shall calculate the credit risk-weighted exposure amount 

for the credit protection as the sum of - 

 

(a) the credit risk-weighted exposure amount for the exposure to the 

reference asset calculated in accordance with paragraphs 7.3.44 and 

7.3.45 above, as applicable; and   

 

(b) the credit risk-weighted exposure amount for the exposure to the 

protection buyer, using -  

 

(i) E = the carrying value amount of the collateral placed with the 

protection buyer; and 

 

(ii) the risk weight that is applicable to the protection buyer.  

 

7.3.47 The capital requirement for the credit protection calculated in accordance with 

paragraphs 7.3.45 and 7.3.46 shall not exceed the notional amount of the credit 

protection i.e. the maximum possible payout under the credit protection.  

  

7.3.48 Where a Merchant Bank has provided credit protection (whether funded or 

unfunded) through a proportionate structure, i.e. where the maximum possible payout in 

respect of any particular reference asset is capped at a pre-determined proportion of the 

notional amount of the credit protection, the Merchant Bank shall divide the exposure 

into individual sub-exposures equal to the proportionate amount of credit protection in 
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respect of each reference asset for the purposes of calculating the credit risk-weighted 

exposure amount applicable to the credit protection sold.  

 

7.3.49 Where a Merchant Bank has provided credit protection for a basket of 

reference exposures through a first-to-default credit derivative, the Merchant Bank shall 

calculate the credit risk-weighted exposure amount applicable to the credit protection 

sold as follows - 

 

 (a) where the credit derivative has an external credit assessment by a 

recognised ECAI, apply the capital treatment as set out in paragraph 

7.6.19 and 7.6.20 of this Part; and 

 

 (b) where the credit derivative is unrated, apply the capital treatment as set 

out in paragraph 7.6.25 of this Part. 

 

7.3.49A Where a Merchant Bank has provided credit protection for a basket of 

reference exposures through a second-to-default credit derivative, the Merchant Bank 

shall calculate the credit risk-weighted exposure amount applicable to the credit 

protection sold as follows -   

 

 (a) where the credit derivative has an external credit assessment by a 

recognised ECAI, apply the capital treatment as set out in paragraph 

7.6.19 and 7.6.20 of this Part; and 

 

 (b) where the credit derivative is unrated, apply the capital treatment as set 

out in paragraph 7.6.26 of this Part. 

 

 

 Recognition of Eligible Financial Collateral under FC(SA) 

 

7.3.50 Subject to paragraph 7.3.51 below, a Merchant Bank which has taken eligible 

financial collateral for an SA(CR) exposure and is using the FC(SA)138 may recognise the 

effects of CRM of the eligible financial collateral as follows: 

 

(a) break down the SA(CR) exposure into - 

 

(i) a collateralised portion with E equal to the latest fair value of the 

eligible financial collateral; and 

 

(ii) an uncollateralised portion with E equal to the E of the SA(CR) 

exposure less the latest fair value of the eligible financial collateral; 

and 

 

(b) for the purposes of calculating the credit risk-weighted exposure amount 

pursuant to Sub-division 3 of Division 1 of this Part, use - 

 

                                                            
138  The Merchant Bank shall mark-to-market and revalue the collateral with at least on a six monthly basis or 

more frequently if specified by the Authority.  A Merchant Bank which is using FC(SA) shall not recognise 

the effects of CRM of any collateral with a maturity mismatch. 
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(i) for the collateralised portion, the risk weight that is applicable to 

the eligible financial collateral as though the Merchant Bank had a 

direct exposure to that collateral; and 

(ii) for the uncollateralised portion, the risk weight that is applicable to 

the obligor. 

 

7.3.51 If the risk weight determined in accordance with paragraph 7.3.50(b)(i) above 

is less than 20%, a Merchant Bank shall apply a risk weight of 20% to the collateralised 

portion of the SA(CR) exposure, except in the following cases: 

 

(a) a qualifying SFT where the counterparty in the transaction is a core 

market participant, in which case the Merchant Bank may apply a risk 

weight of 0%; 

 

(b) a qualifying SFT where the counterparty in the transaction is not a core 

market participant, in which case the Merchant Bank may apply a risk 

weight of 10%; 

 

(c) an OTC derivative transaction subject to daily mark-to-market that is 

collateralised by cash, and where there is no currency mismatch, in 

which case the Merchant Bank may apply a risk weight of 0%;  

 

(d) an OTC derivative transaction subject to daily mark-to-market that is 

collateralised by exposures to central governments, central banks or PSE 

or a combination thereof qualifying for a 0% risk weight under the 

SA(CR), and where there is no currency mismatch, in which case the 

Merchant Bank may apply a risk weight of 10%; and 

 

(e) a transaction where there is no currency mismatch and the collateral 

comprises - 

 

(i) cash on deposit as set out in paragraph 2.2(a) of Annex 7F of this 

Part; or 

 

(ii) exposures in the central government and central bank asset class 

or in the PSE asset class or a combination thereof qualifying for a 

0% risk weight under the SA(CR), and the latest fair value of such 

collateral has been discounted by 20% for the purposes of 

determining the value of the collateralised portion of the SA(CR) 

exposure in accordance with paragraph 7.3.50(a)(i) above,  

 

in which case the Merchant Bank may apply a risk weight of 0%.  
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Treatment of Pools of CRM 

 

7.3.52 A Merchant Bank which is using multiple CRM to cover a single SA(CR) 

exposure (e.g. the Merchant Bank has both eligible financial collateral and eligible credit 

protection partially covering the exposure) shall sub-divide the exposure into portions 

covered by each type of CRM (e.g. a portion covered by eligible financial collateral and a 

portion covered by eligible credit protection) and calculate the credit risk-weighted 

exposure amount of each portion separately by applying paragraphs 7.3.41, 7.3.42, 

7.3.43, 7.3.50 and 7.3.51, whichever is applicable.  A Merchant Bank shall apply the 

same approach when recognising eligible credit protection by a single protection provider 

with differing maturities.   
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Division 5:  Equity Exposures  
 

 

Sub-division 1:  Definition of Equity Exposures 

 

7.5.1 A Merchant Bank shall categorise an instrument as an equity exposure if - 

 

(a) it is irredeemable and the return of invested funds can be achieved only 

by the sale of the investment or sale of the rights to the investment or 

by the liquidation of the issuer of the instrument;  

 

(b) it does not in substance amount to an obligation on the part of the issuer 

of the instrument; and 

 

(c) it conveys a residual claim on the assets or income of the issuer of the 

instrument.   

 

A Merchant Bank shall include as an equity exposure, any ownership interests139, 

whether voting or non-voting, in the assets or income of a corporation, any derivative 

instruments tied to ownership interests. 

  

7.5.2 A Merchant Bank shall treat any instrument140 structured with the intent of 

conveying the economic substance of an equity exposure as defined in paragraph 7.5.1 

as an equity exposure.141 

 

7.5.3 Subject to paragraphs 7.5.4 to 7.5.9, a Merchant Bank shall not treat any 

instrument structured with the intent of conveying the economic substance of a debt 

holding or securitisation exposure as an equity exposure.142  

 

7.5.4 Notwithstanding paragraphs 7.5.1 to 7.5.3 above, a Merchant Bank shall 

categorise the following instruments as equity exposures:  

 

(a) an instrument with the same structure as one approved for inclusion as 

Tier 1 Capital under Part VI or equivalent regulatory requirements of a 

bank regulatory agency other than the Authority; and 

  

(b) an instrument that in substance amounts to an obligation on the part of 

the issuer of the instrument and where one or more of the following 

requirements are complied with:  

 

(i) the issuer may defer the settlement of the obligation indefinitely; 

                                                            
139  Indirect equity interests include holdings in corporations, partnerships, limited liability companies or other 

types of enterprises that issue ownership interests and are engaged principally in the business of investing 

in equity instruments. 
140   This includes any debt, security, partnership, derivative or vehicle. 
141  Any perpetual instrument which is irredeemable or redeemable at the issuer’s option shall be categorised 

as an equity exposure. For example, irredeemable perpetual preference shares or perpetual preference 

shares redeemable at the issuer’s option shall be characterised as equity exposures. Any debt instrument 

which is convertible into equity at the option of the issuer or automatically by the terms of the instruments 

shall also be characterised as an equity exposure.  A short position in equity securities shall also be 

characterised as an equity exposure. 
142  For example, perpetual preference shares redeemable at holder’s option and non-convertible term 

preference shares would be treated as debt exposures. 
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(ii) the obligation requires or permits, at the discretion of the issuer, 

settlement by issuance of a fixed number of the equity shares of 

the issuer; 

 

(iii) the obligation requires or permits, at the discretion of the issuer, 

settlement by issuance of a variable number of the equity shares of 

the issuer and ceteris paribus any change in the value of the 

obligation is attributable to, comparable to, and in the same 

direction as, the change in the value of a fixed number of the 

equity shares of the issuer143; or  

 

(iv) the holder has the option to require that the obligation be settled in 

equity shares, unless the Merchant Bank is able to demonstrate to 

the satisfaction of the Authority that the instrument should be 

treated as a debt exposure.144In the case of a traded instrument, 

the Merchant Bank shall demonstrate to the satisfaction of the 

Authority that the instrument is traded more like the debt of the 

issuer than its equity. 

 

7.5.5 In the case stated in paragraph 7.5.4(b)(iv), a Merchant Bank may, with the 

approval of the Authority, break down the risks associated with the instrument into an 

equity position and a debt position for the purposes of calculating regulatory capital 

requirements under the Notice.  The Merchant Bank shall, if required by the Authority, 

be able to demonstrate how it breaks down the risks into an equity exposure and a debt 

exposure.  

 
7.5.6 A Merchant Bank shall categorise any equity exposure arising from a debt to 

equity swap made as part of the orderly realisation or restructuring of the debt as an 

equity exposure.  Such instruments shall not attract a lower regulatory capital 

requirement than would apply if they had remained in the debt portfolio. 

 

7.5.7 A Merchant Bank shall categorise any instrument with a return linked to that 

of equities as an equity exposure.  However, such an instrument need not be included as 

an equity exposure if it is directly hedged by another equity exposure and the net 

position does not involve material risk.145     

 

7.5.8 The Authority may, on a case-by-case basis, require a Merchant Bank to re-

characterise a debt holding as an equity exposure for the purposes of calculating 

regulatory capital requirements.  

 

                                                            
143  For certain obligations that require or permit settlement by issuance of a variable number of the issuer’s 

equity shares, the change in the monetary value of the obligation is equal to the change in the fair value of 

a fixed number of equity shares multiplied by a specified factor. Those obligations meet the conditions of 

paragraph 7.5.4(b)(iii) if both the factor and the referenced number of shares are fixed. For example, an 

issuer may be required to settle an obligation by issuing shares with a value equal to three times the 

appreciation in the fair value of 1,000 equity shares. That obligation is considered to be the same as an 

obligation that requires settlement by issuance of shares equal to the appreciation in the fair value of 

3,000 equity shares. 
144  [This footnote has been intentionally left blank.] 
145  A Merchant Bank shall, if required by the Authority, be able to demonstrate that the net position of hedged 

equity exposures does not involve material risk. 
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Sub-division 2:  Overview of Calculation of Credit RWA for Equity Exposures 

 

7.5.9 A Merchant Bank shall not include the following in its calculation of SA(EQ) 

RWA: 

 

(a) any equity exposure held in the trading book;  

 

(b) any equity exposure that is not consolidated in the consolidated financial 

statements of the Merchant Bank in accordance with Part III; or 

 

(c) any equity exposure that is required to be included as Deductions from 

Tier 1 Capital and Deductions from Tier 2 Capital pursuant to Part VI.any 

equity exposure that is required to be deducted in the calculation of 

CET1 Capital, AT1 Capital or Tier 2 Capital or risk weighted at 250% 

pursuant to Part VI. 

  

7.5.10 [This paragraph has been intentionally left blank.] 

 

 

Sub-division 3:  Calculation of Credit Risk-Weighted Exposure Amount for 

Equity Exposures Using SA(EQ) 

 

7.5.11 A Merchant Bank using the SA(EQ) to calculate the credit risk-weighted 

exposure amount for its equity exposures shall apply a risk weight of 100% to E, being 

the value of the equity exposure measured in accordance with Division 2 of this Part.146  

 

7.5.12 A Merchant Bank shall treat short positions as if they are long positions, and 

apply a risk weight of 100% to the value of each position as measured in accordance 

with Division 2 of this Part.  

 

 

Treatment of Credit Protection Bought 

 

7.5.13 A Merchant Bank which has bought eligible credit protection for an SA(EQ) 

exposure may recognise the effects of CRM of the eligible credit protection as follows: 

 

(a) break down the SA(EQ) exposure into - 

 

(i) a protected portion with E equal to the notional amount of the 

eligible credit protection147; and 

 

(ii) an unprotected portion with E equal to the E of the SA(EQ) 

exposure less the notional amount of the eligible credit protection; 

and 

 

(b) for the purposes of calculating the credit risk-weighted exposure amount 

pursuant to Sub-division 5 of Division 1 of this Part, use - 

 

                                                            
146  The Authority may from time to time specify a higher risk weight for a particular exposure or group of 

exposures, taking into account, among other things, the risks of this type of exposures.   
147  A Merchant Bank shall treat the protected portion of an SA(EQ) exposure which has a currency mismatch 

or a maturity mismatch in accordance with Annex 7F of this Part.  
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(i) for the protected portion, the risk weight that is applicable to the 

eligible protection provider; and 

 

(ii) for the unprotected portion, a risk weight of 100%. 

 

7.5.14 Notwithstanding paragraph 7.5.13(b), a Merchant Bank shall apply a 1250% 

risk weight to any materiality threshold below which no payment will be made by the 

protection provider in the event of loss on an SA(EQ) exposure as such threshold is 

equivalent to a retained first loss position.Notwithstanding paragraph 7.5.13(b), a 

Merchant Bank shall include as Deductions from Tier 1 Capital and Deductions from Tier 

2 Capital any materiality threshold below which no payment will be made by the 

protection provider in the event of loss on an SA(EQ) exposure as such threshold is 

equivalent to a retained first loss position. 

 

7.5.15 A Merchant Bank shall apply the relevant provisions in Annex 7H of this Part 

for the purpose of determining the protected portion in cases of proportional cover, 

principal-only cover, partially eligible credit derivatives, tranched cover and basket credit 

derivatives. 

 

 

 Treatment of Credit Protection Sold 

 

7.5.16 A Merchant Bank which has sold unfunded credit protection acquires exposure 

to the reference asset.  If such exposure is an SA(EQ) exposure, the Merchant Bank shall 

calculate the credit risk-weighted exposure amount for the exposure using a risk weight 

of 100%. 

 

7.5.17 If the unfunded credit protection has more than one reference asset, the 

credit risk-weighted exposure amount for the credit protection is the sum of the credit 

risk-weighted exposure amounts in respect of each reference asset calculated using the 

risk weights that are applicable to the obligors of the respective reference assets.148   

 

7.5.18 A Merchant Bank which has sold funded credit protection acquires exposure to 

both the reference asset and the protection buyer.  Where the exposure to the reference 

asset is an SA(EQ) exposure, the Merchant Bank shall calculate the credit risk-weighted 

exposure amount for the credit protection as the sum of - 

 

(a)  the credit risk-weighted exposure amount for the exposure to the 

reference asset calculated in accordance with paragraph 7.5.11 above; 

and   

 

(b)  the credit risk-weighted exposure amount for the exposure to the 

protection buyer, using -  

 

(i) E = the carrying value amount of the collateral placed with the 

protection buyer; and 

 

(ii) the risk weight that is applicable to the protection buyer.  

 

                                                            
148  The applicable risk weight is 100% if the reference asset is an SA(EQ) exposure. 
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7.5.19 The capital requirement for the credit protection calculated in accordance with 

paragraphs 7.5.17 and 7.5.18 shall not exceed the notional amount of the credit 

protection, i.e. the maximum possible payout under the credit protection. 

 

 

7.5.20 Where a Merchant Bank has provided credit protection (whether funded or 

unfunded) through a proportionate structure, i.e. where the maximum possible payout in 

respect of any particular reference asset is capped at a pre-determined proportion of the 

notional amount of the credit protection, the Merchant Bank shall divide the exposure 

into individual sub-exposures equal to the proportionate amount of credit protection in 

respect of each reference asset for the purposes of calculating the credit risk-weighted 

exposure amount applicable to the credit protection sold. 
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Division 6: Securitisation  

 

 

Sub-division 1:  Introduction 

 

7.6.1 A Merchant Bank shall apply the provisions of this Division for determining 

regulatory capital requirements on exposures relating to traditional and synthetic 

securitisation or similar structures that contain features common to both. As 

securitisation may be structured in many different ways, the Merchant Bank shall 

determine the capital treatment of a securitisation on the basis of its economic 

substance rather than its legal form. 

 

7.6.2  A Merchant Bank shall consult the Authority if it is uncertain whether a given 

transaction should be considered a securitisation, and whether a given exposure should 

be considered a securitisation exposure or a resecuritisation exposure.  

 

 

Sub-division 2:  Requirements for the Recognition of Risk Transference 

 

7.6.3 This Sub-division is applicable only to securitised exposures held in the 

banking book. 

 

7.6.3A Where the Authority is not satisfied that the credit risk transfer arising from a 

securitisation is sufficient or existent, or that the risks arising from the securitisation are 

adequately addressed, the Authority may require a Merchant Bank to maintain additional 

capital. 

 

Requirements for Traditional Securitisation 

 

7.6.4 A Merchant Bank which is an ABCP programme sponsor or originator in a 

traditional securitisation may exclude securitised exposures from the calculation of credit 

RWA only if all of the requirements in Section 1 of Annex 7AD of this Part have been 

complied with. A Merchant Bank meeting these requirements shall still hold regulatory 

capital against any securitisation exposures it retains.  

 

 

 Requirements for Synthetic Securitisation 

 

7.6.5 Subject to paragraphs 7.6.7 and 7.6.8 below, a Merchant Bank which is an 

ABCP programme sponsor or originator in a synthetic securitisation may recognise the 

effects of CRM of the synthetic securitisation in its calculation of credit RWA only if -  

 

(a) all of the requirements in Section 2 of Annex 7AD of this Part have been 

complied with; and 

 

(b) the effects of CRM are obtained through eligible credit protection, eligible 

financial collateral or both in accordance with Annex 7F of this Part. 

 

7.6.6 A Merchant Bank meeting the conditions in paragraph 7.6.5 above shall still 

hold regulatory capital against any securitisation exposures it retains. 
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7.6.7 A Merchant Bank may recognise the effects of CRM of eligible financial 

collateral pledged by any SPE, but it may not recognise any SPE which is an issuer of 

securitisation exposures as an eligible protection provider. 

 

7.6.8 A Merchant Bank shall treat a currency mismatch or a maturity mismatch144A 

between the underlying exposure being hedged and the CRM obtained through the 

synthetic securitisation in accordance with Annex 7F of this Part. In the case where the 

exposure in the underlying pool has different maturities, the Merchant Bank shall use the 

longest maturity as the maturity of the pool. 

 

7.6.8A      Notwithstanding paragraph 7.6.8 above, a Merchant Bank which is an ABCP 

programme sponsor or originator in a synthetic securitisation shall not take into account 

maturity mismatches for securitisation exposures it retains if a 1250% risk weight is 

applied to the securitisation exposures under the SA(SE).the securitisation exposures are 

included as Deductions from Tier 1 Capital and Deductions from Tier 2 Capital. 

 

 

Sub-division 3:  Treatment of Securitisation Exposures 

 

7.6.9 A Merchant Bank shall include in its calculation of credit RWA all of its 

securitisation exposures held in the banking book., except for those securitisation 

exposures which the Merchant Bank is required to include as Deductions from Tier 1 

Capital and Deductions from Tier 2 Capital. 

 

7.6.9A A Merchant Bank may apply the provisions of this Division where the Merchant 

Bank – 

 

(a)  has, on an on-going basis, a comprehensive understanding of the risk 

characteristics of its individual securitisation exposures, whether on- or 

off-balance sheet, as well as the risk characteristics of the pools 

underlying its securitisation exposures; 

  

(b)  is able to access performance information on the underlying pools on an 

on-going basis in a timely manner. Such information may include, 

exposure type, percentage of loans 30, 60 and 90 days past due, default 

rates, prepayment rates, loans in foreclosure, property type, occupancy, 

average credit score or other measures of creditworthiness, average 

loan-to-value ratio, and industry and geographic diversification. For 

resecuritisations, the Merchant Bank shall have information not only on 

the underlying securitisation tranches, such as the issuers’ names and 

credit quality, but also on the characteristics and performance of the 

pools underlying the securitisation tranches; and 

 

                                                            
144A  For example, maturity mismatches may arise when a Merchant Bank uses credit derivatives to transfer 

part or all of the credit risk of a specific pool of assets to third parties. When the credit derivatives unwind, 

the transaction terminates. This implies that the effective maturity of the tranches of the synthetic 

securitisation may differ from that of the underlying exposures. 
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(c)  has a thorough understanding of all structural features of a securitisation 

transaction that would materially impact the performance of the 

transaction, such as the contractual waterfall and waterfall-related 

triggers, credit  enhancements, liquidity enhancements, market value 

triggers, and deal-specific definitions of default.   

 

A Merchant Bank shall include as Deductions from Tier 1 Capital and Deductions from 

Tier 2 Capital apply a 1250% risk weight to any securitisation exposure where the 

requirements in sub-paragraphs (a) to (c) are not met. 

 

7.6.10 Where a Merchant Bank provides implicit support to a securitisation, it shall 

include all the underlying exposures of the securitisation in its calculation of credit RWA 

as if those exposures were on the balance sheet of the Merchant Bank.  

 

7.6.11 Where a Merchant Bank provides two or more facilities (whether they are 

liquidity facilities or credit enhancements) in relation to a securitisation that can be 

drawn under various conditions with different triggers, it may be that the Merchant Bank 

provides duplicate coverage to the underlying exposures, i.e. the facilities provided by 

the Merchant Bank may overlap since a draw on one facility may preclude (in part) a 

draw on the other facility. In such cases, the Merchant Bank may calculate the capital 

requirement for the overlapping part of the facilities only once, if it is able to clearly 

identify the overlapping part of the facilities.  Where the overlapping facilities are subject 

to different CCFs, the Merchant Bank shall attribute the overlapping part to the facility 

with the highest CCF.149  The Merchant Bank may also recognise such overlap between 

specific risk capital charges for exposures in the trading book and capital charges for 

exposures in the banking book, provided that the Merchant Bank is able to calculate and 

compare the capital charges for the relevant exposures.  However, if overlapping 

facilities are provided by different banks, each Merchant Bank shall hold regulatory 

capital for the maximum amount of its facility. 

 

7.6.12 [This paragraph has been intentionally left blank.] 

 

7.6.13 [This paragraph has been intentionally left blank.] 

 

7.6.14 [This paragraph has been intentionally left blank.] 

 

 

 Deductions from Tier 1 Capital and Deductions from Tier 2 Capital 

 

7.6.15 Subject to paragraph 7.6.16 below, if a securitisation exposure is included as 

Deductions from Tier 1 Capital and Deductions from Tier 2 Capital, the Merchant Bank 

shall deduct 50% of the securitisation exposure from Tier 1 Capital and 50% of the 

securitisation exposure from Tier 2 Capital. A Merchant Bank shall deduct 50% of the 

credit-enhancing interest only strips (net of any amount that shall be included as 

                                                            
149  For example, where a Merchant Bank provides a liquidity facility that supports 100% of the ABCP issued by 

an ABCP programme and purchases 20% of the outstanding ABCP of that programme, the Merchant Bank 

may recognise an overlap of 20% (100% liquidity facility + 20% commercial paper  held – 100% 

commercial paper issued = 20%).  Where a Merchant Bank provides a liquidity facility that supports 90% 

of the outstanding ABCP and purchased 20% of the ABCP, the two exposures would be treated as if 10% 

of the two exposures overlapped.  However, where a Merchant Bank provides a liquidity facility that covers 

50% of the outstanding ABCP and purchased 20% of the ABCP, the two exposures would be treated as if 

there were no overlap. 
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Deductions from Tier 1 Capital pursuant to paragraph 7.6.16) from Tier 1 Capital and the 

other 50% from Tier 2 Capital. A Merchant Bank may calculate deductions from capital 

net of any individual impairment allowances taken against the relevant securitisation 

exposures. A Merchant Bank shall apply a 1250% risk weight to credit-enhancing 

interest only strips (net of any amount that must be deducted in the calculation of CET1 

Capital pursuant to paragraph 7.6.16). The Merchant Bank may calculate the 

securitisation exposures to which a 1250% risk weight is applied by netting any 

individual impairment allowances taken against the relevant securitisation exposure. 

 

7.6.16 A Merchant Bank shall include as Deductions from Tier 1 Capital aAny increase 

in equity capital resulting from a securitisation, such as that associated with expected 

future margin income resulting in a gain-on-sale that is recognised in equity capital, shall 

be deducted by the Merchant Bank in the calculation of CET1 Capital, in accordance with 

paragraph 6.1.3(f) of Part VI. 

 

 Use of ECAI Credit Assessments 

 

7.6.17 A Merchant Bank shall assign an SA(SE) exposure to a credit quality grade 

based on the external credit assessment (where available)145A that is applicable to the 

SA(SE) exposure in accordance with Tables 7R-3 and 7R-4 of Annex 7R of this Part.  A 

Merchant Bank may use the external credit assessments of a recognised ECAI under the 

SA(SE) only if paragraphs 7.3.3 to 7.3.5 and 7.3.8, read with reference to an SA(SE) 

exposure, are met. A recognised ECAI shall have demonstrated expertise in assessing 

securitisations, which may be evidenced by strong market acceptance. A Merchant Bank 

shall not use the external credit assessments issued by one recognised ECAI for one or 

more tranches and those of another recognised ECAI for other securitisation exposures  

(whether retained or purchased) within the same securitisation structure that may or 

may not be rated by the first recognised ECAI. 

 

7.6.18 Notwithstanding paragraph 7.6.17, a Merchant Bank shall treat as unrated 

any securitisation exposure where -  

 

(a) the external credit assessment incorporates the credit protection 

provided directly to the SPE by a protection provider which is not an 

eligible protection provider;  

 

(b) the external credit assessment is at least partly based on unfunded 

support provided by the Merchant Bank itself (e.g. if a Merchant Bank 

buys ABCP where it provides an unfunded securitisation exposure 

extended to the ABCP programme, such as a liquidity facility or credit 

enhancement, and that exposure plays a role in determining the credit 

assessment on the ABCP, the Merchant Bank shall treat the ABCP as if it 

were not rated and continue to hold capital against the other 

securitisation exposures it provides). A Merchant Bank’s capital 

treatment for such an exposure held in the trading book can be no less 

than the amount required under the banking book treatment; or 

 

                                                            
145A The Merchant Bank may only use an external credit assessment which is accessible to the public free of 

charge.  (Where the eligible credit assessment is not provided free of charge, the ECAI should provide an 

adequate justification, within their own publicly available Code of Conduct, in accordance with the “comply 

or explain” nature of the IOSCO Code of Conduct Fundamentals for Credit Rating Agencies.)  A Merchant 

Bank may not use a credit assessment that is made available only to the parties to a transaction. 
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(c) the credit risk mitigant is not obtained by the SPE but is separately 

obtained and applied to a specific securitisation exposure (e.g. a 

particular tranche)150. 

 

 

Sub-division 4:  SA(SE) 

 

 Capital Treatment 

 

7.6.19 A Merchant Bank shall risk-weight any securitisation exposure for which it is 

using the SA(SE) to calculate the credit risk-weighted exposure amount in accordance 

with Tables 7-20 and 7-21 below: 

 
Table 7-20: Risk Weights for Long-Term SA(SE) Exposures 

Credit Quality 

Grade 

 
1 to 2 3 to 5 6 to 8 9 to 11 

Risk Weight 

 

 

Securitisation 

Exposures 

(excluding 

Resecuritisation 

Exposures) 

 

20% 50% 100% 

350% (where the 

Merchant Bank is not 

the ABCP programme 

sponsor or the 

originator) 

 

 

Resecuritisation 

Exposures 40% 100% 225% 

 

650% (where the 

Merchant Bank is not 

the ABCP programme 

sponsor or the 

originator) 

 

 

Table 7-21: Risk Weights for Short-Term SA(SE) Exposures 

Credit Quality 

Grade 

 
I II III 

Risk Weight 

 

Securitisation 

Exposures 

(excluding 

Resecuritisation 

Exposures) 

 

20% 50% 100% 

 

Resecuritisation 

Exposures 

 

40% 100% 225% 

 

 

                                                            
150   The effect of the credit risk mitigant may be recognised based on the CRM treatment for SA(CR). 
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7.6.20 Unless otherwise specified in paragraphs 7.6.21 to 7.6.24 below, a Merchant 

Bank shall include as Deductions from Tier 1 Capital and Deductions from Tier 2 Capital 

an amount equal to the value of theapply a 1250% risk weight to a securitisation 

exposure measured in accordance with Division 2 of this Part if - 

 

(a) in the case of a short-term securitisation exposure, it is unrated or has a 

credit quality grade of “IV” as set out in Table 7R-4 of Annex 7R of this 

Part; or 

 

(b) in the case of any other securitisation exposure - 

 

(i)  where the Merchant Bank is the ABCP programme sponsor or 

originator, it is unrated or has a credit quality grade of “9” or worse 

as set out in Table 7R-3 of Annex 7R of this Part; or 

 

(ii) where the Merchant Bank is not the ABCP programme sponsor or 

the originator, it is unrated or has a credit quality grade of “12” as 

set out in Table 7R-3 of Annex 7R of this Part.  

 

 

Exceptions to General Treatment of Unrated Securitisation Exposures 

 

7.6.21 A Merchant Bank which holds or guarantees an unrated securitisation 

exposure from the most senior tranche in a securitisation may determine the risk weight 

to be applied to the securitisation exposure by applying the “look-through” treatment set 

out in paragraph 7.6.22 below, provided the composition of the underlying exposures is 

known at all times and it is able to determine the risk weights assigned to the underlying 

exposures. The Merchant Bank need not consider interest rate or currency swaps when 

determining whether a securitisation exposure belongs to the most senior tranche in a 

securitisation for the purpose of applying the “look-through” approach. 

 

7.6.22 Under the “look-through” approach, a Merchant Bank shall apply to the 

securitisation exposure the average risk weight of the underlying exposures determined 

in accordance with Sub-division 3 of Division 3 of this Part.  

 

7.6.23 A Merchant Bank which is an ABCP programme sponsor may apply a 100% 

risk weight or the highest risk weight assigned to any of the underlying exposures in the 

ABCP programme, whichever is higher, to an unrated securitisation exposure arising 

from the ABCP programme, if the following requirements are complied with: 

 

(a) the securitisation exposure is economically in a second loss position or 

better and the first loss position provides significant credit protection to 

the second loss position; 

 

(b) the associated credit risk of the securitisation exposure is the equivalent 

of a credit quality grade of “III” or better as set out in Table 7R-4 of 

Annex 7R of this Part; and 

 

(c) the Merchant Bank does not retain or provide the first loss position. 

 

7.6.24 A Merchant Bank which provides an eligible liquidity facility which is unrated 

may apply to the resulting securitisation exposure the highest risk weight which would 
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be assigned to any of the underlying exposures covered by the facility and the applicable 

CCF determined in accordance with Annex 7C of this Part. 

 

7.6.25 A Merchant Bank which provides credit protection for a basket of reference 

exposures through an unrated first-to-default credit derivative shall apply to the 

securitisation exposure the aggregate of the risk weights that would be assigned to the 

reference exposures, provided that the resulting capital requirement does not exceed the 

notional amount of the credit protectionsubject to a cap of 1250%. 

 

7.6.26 A Merchant Bank which provides credit protection for a basket of reference 

exposures through an unrated second-to-default credit derivative shall apply the 

treatment referred to in paragraph 7.6.25 above, except that in aggregating the risk 

weights, the reference exposure with the lowest risk-weighted amount may be excluded. 

 

 

 Treatment of Credit Protection Bought 
 

7.6.27 A Merchant Bank shall not recognise any SPE which is an issuer of 

securitisation exposures as an eligible protection provider. 

 

7.6.28 A Merchant Bank which has eligible credit protection for an SA(SE) exposure 

may recognise the effects of CRM of the eligible credit protection as follows: 

 

(a) break down the SA(SE) exposure into - 

 

(i) a protected portion with E equal to the notional amount of the 

eligible credit protection; and 

 

(ii) an unprotected portion with E equal to the value of the SA(SE) 

exposure measured in accordance with Division 2 of this Part less 

the notional amount of the eligible credit protection; and 

 

(b) apply the risk weight that is applicable to the eligible protection provider 

to the protected portion calculated in accordance with sub-paragraph 

(a)(i) above to calculate the credit risk-weighted exposure amount of the 

protected portion; and  

 

(c) either -  

 

(i) apply the risk weight that is applicable to the securitisation 

exposure to the unprotected portion calculated in accordance with 

sub-paragraph (a)(ii) above to calculate the credit risk-weighted 

exposure amount of the unprotected portion; or  

 

(ii) apply a 1250% risk weight to the unprotected portion,include the 

unprotected portion as Deductions from Tier 1 Capital and 

Deductions from Tier 2 Capital,  

 

whichever is applicable.  

 

7.6.28A For the purposes of paragraph 7.6.28, a Merchant Bank shall treat the 

protected portion of an SA(SE) exposure which has a currency mismatch or a maturity 
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mismatch in accordance with Annex 7F of this Part. In the case where the underlying 

exposure in the protected portion of an SA(SE) exposure has different maturities, the 

Merchant Bank shall use the longest maturity as the maturity of the protected portion. 

 

7.6.29 Notwithstanding paragraph 7.6.28(a)(i), a Merchant Bank shall calculate the 

protected portion of an SA(SE) exposure in accordance with Annex 7H of this Part in 

cases of principal-only cover, partially eligible credit derivatives, tranched cover and 

basket credit derivatives. 

 

 Treatment of Credit Protection Sold 
 

7.6.30 Where a Merchant Bank which is not the originator or the ABCP programme 

sponsor provides unfunded credit protection to a securitisation exposure, the Merchant 

Bank shall calculate the credit risk-weighted exposure amount for the covered 

securitisation exposure as if it were directly holding that exposure. Where a Merchant 

Bank provides credit protection to an unrated credit enhancement, the Merchant Bank 

shall calculate the credit risk-weighted exposure amount for the credit protection 

provided as if it were directly holding the unrated credit enhancement. 

 

7.6.31 Where a Merchant Bank provides funded credit protection to a securitisation 

exposure, the Merchant Bank shall calculate the credit risk-weighted exposure amount 

for the credit protection as the sum of - 

 

(a) the credit risk-weighted exposure amount for the covered securitisation 

exposure calculated in accordance with paragraph 7.6.30; and  

 

(b) the credit risk-weighted exposure amount for the exposure to the 

protection buyer using the risk weight which is applicable to the 

protection buyer,  

 

subject to the condition that the sum of the credit risk-weighted exposure amounts shall 

not exceed the credit risk-weighted exposure amount calculated applying a risk weight of 

1250% to the covered securitisation exposure.capital requirement for the credit 

protection calculated in accordance with this paragraph shall not exceed the notional 

amount of the credit protection. 

 

7.6.32  [This paragraph has been intentionally left blank.] 

 

 

Recognition of Eligible Financial Collateral under FC(SA) 
 

7.6.33 A Merchant Bank which has taken eligible financial collateral151 for an SA(SE) 

exposure and is using the FC(SA) may recognise the effect of the eligible financial 

collateral as follows: 

 

(a) break down the SA(SE) exposure into - 

 

(i) a collateralised portion with E equal to the latest fair market value 

of the eligible financial collateral; and 

                                                            
151  Collateral in this context refers to assets used to hedge the credit risk of a securitisation exposure rather 

than the underlying exposures of the securitisation, including collateral pledged by an SPE. 
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(ii) an uncollateralised portion with E equal to the E of the SA(SE) 

exposure less the latest fair market value of the eligible financial 

collateral; and 

 

(b) apply the risk weight that is applicable to the eligible financial collateral 

to the collateralised portion calculated in accordance with sub-paragraph 

(a)(i) above to calculate the credit risk-weighted exposure amount of the 

collateralised portion as though the Merchant Bank had a direct exposure 

to the eligible financial collateral; and  

 

(c) either -  

 

(i) apply the risk weight that is applicable to the securitisation 

exposure to the uncollateralised portion calculated in accordance 

with sub-paragraph (a)(ii) above to calculate the credit risk-

weighted exposure amount of the uncollateralised portion; or  

 

(ii) include the uncollateralised portion as Deductions from Tier 1 

Capital and Deductions from Tier 2 Capitalapply a 1250% risk 

weight to the uncollateralised portion,  

 

whichever is applicable.  

 

 

Sub-division 5: [This Sub-division has been intentionally left blank.] 

 

[Paragraphs 7.6.34 to 7.6.45 have been intentionally left blank.] 

 

 

Sub-division 6:   Early Amortisation Provisions 

 

7.6.46 A Merchant Bank which is an originator or an ABCP programme sponsor shall 

hold regulatory capital for early amortisation exposures against all or a portion of the 

investors’ interest when - 

 

(a) it sells exposures into a structure that contains an early amortisation 

feature; and 

 

(b) the exposures sold are of a revolving nature. These are exposures where 

the borrower is permitted to vary the drawn amount and repayments 

within an agreed limit under a line of credit (e.g. credit card receivables 

and corporate loan commitments). 

 

7.6.47 In the case of a securitisation involving an underlying pool of revolving and 

term exposures, a Merchant Bank shall hold regulatory capital for early amortisation 

exposures only for that portion of the underlying pool containing revolving exposures.  

 

7.6.47A  In a Merchant Bank’s calculation of credit RWA for securitisation exposures 

which are subject to the early amortisation treatment, the Merchant Bank shall ensure 

that the aggregate credit risk-weighted exposure amount for all of the securitisation 

exposures of the Merchant Bank to a securitisation does not exceed the greater of –  
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(a) the aggregate credit risk-weighted exposure amount corresponding to 

the retained or repurchased securitisation exposure; and  

 

(b) the aggregate credit risk-weighted exposure amount corresponding to 

the underlying exposures of the securitisation had they been on the 

balance sheet of the Merchant Bank and included in the calculation of the 

credit RWA of the Merchant Bank. 

 

[MAS Notice 1111 (Amendment) 2013] 

 

In addition, the Merchant Bank shall deduct any gain-on-sale in accordance with 

paragraph 7.6.16 and shall hold capital for credit-enhancing interest only strips in 

accordance with paragraph 7.6.15. For avoidance of doubt, the aggregate credit risk-

weighted exposure amount shall not include any deduction for a gain-on-sale or a credit-

enhancing interest only strip arising from the securitisation. 

 

 

 Exemption from Early Amortisation Treatment  

 

7.6.48 Notwithstanding paragraph 7.6.46 a Merchant Bank need not hold regulatory 

capital for early amortisations in the following situations: 

 

(a) replenishment structures where the underlying exposures do not revolve 

and the early amortisation terminates the ability of the Merchant Bank to 

add new exposures; 

 

(b) transactions of revolving assets containing early amortisation features 

that mimic term structures (i.e. where the risk on the underlying 

facilities does not return to the Merchant Bank); 

 

(c) structures where the Merchant Bank securitises one or more credit lines 

and where investors remain fully exposed to future draws by borrowers 

even after an early amortisation event has occurred; and 

 

(d) the early amortisation clause is triggered solely by events not related to 

the performance of the securitised assets or the Merchant Bank, such as 

material changes in tax laws or regulations. 
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ANNEX 7F 

 

CRM  

 

 

Section 1:  General Requirements  

 

1.1 A Merchant Bank may recognise the effects of CRM only if –  

 

(a) all documentation relating to that CRM is binding on all relevant parties 

and legally enforceable in all relevant jurisdictions160; and 

 

(b) the Merchant Bank complies with the requirements and meets the 

guidelines set out in Sections 2 to 7, as applicable.  

 

1.2 Where a Merchant Bank uses multiple CRM for a single exposure (e.g. the 

exposure is partially covered by both collateral and guarantee), the Merchant Bank shall 

sub-divide the exposure into portions covered by each CRM (e.g. portion covered by 

collateral, portion covered by guarantee) and shall calculate the credit risk-weighted 

exposure amount of each portion separately.  A Merchant Bank shall apply the same 

approach when recognising eligible credit protection by a single protection provider 

where the eligible credit protection has differing maturities. 

 

1.3 If the Authority is not satisfied -   

 

(a) that paragraph 1.1 has been complied with;   

 

(b)  with the robustness, suitability or application of a Merchant Bank’s CRM 

management policies and procedures; or  

 

(c) that residual risks are not adequately controlled,  

 

the Authority may take certain actions, including the following -   

 

(i) requiring the Merchant Bank to make adjustments to the assumptions on 

holding periods or supervisory haircuts under Annex 7J;  

 

(ii) prohibiting the Merchant Bank from fully recognising the effects of CRM, 

either on the entire credit portfolio or by specific asset classes or product 

lines; or  

 

(iii) requiring the Merchant Bank to maintain additional capital. 

                                                            
160  A Merchant Bank shall conduct sufficient legal review to verify this and have a well-founded legal basis to 

reach this conclusion, and undertake such further review as necessary to ensure continuing enforceability.  

The review should cover relevant jurisdictions such as the jurisdiction whose law governs the credit 

protection or collateral agreement and the jurisdiction whose law governs the transaction subject to the 

credit protection or collateral agreement. There should be sufficient written documentary evidence to 

adequately support the conclusion drawn and rebut any legal challenge.  While a Merchant Bank may use 

either in-house or external legal counsel, it should consider whether or not in-house counsel opinion is 

appropriate.  An officer of the Merchant Bank who is legally qualified and independent of the parties 

originating the transaction should review the legal opinion and confirm that he is satisfied that an 

adequate review has been completed and that he agrees with the conclusions drawn.  A record of these 

reviews should be kept and made available at the request of the Authority.  
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1.3A A Merchant Bank shall not -  

 

(a) double count the effects of CRM;  

 

(b) recognise the effects of CRM if such CRM is already reflected in the issue-

specific external credit assessment of the exposure; and 

 

(c) use a principal-only external credit assessment (i.e. an external credit 

assessment that does not reflect the entire amount of credit risk exposure 

that the Merchant Bank has with regard to all payments owed to it) for the 

recognition of the effects of CRM.   

 

 

Section 2:  Recognition of Collateral 

 

 Types of Collateral 

 

2.1 A Merchant Bank shall ensure that the relevant requirements in paragraphs 2.6 

and 2.11 of this Annex are complied with before it recognises the effects of CRM of the 

types of collateral set out in paragraphs 2.2 to 2.4 of this Annex. 

 

2.2 For a Merchant Bank using the FC(SA), eligible financial collateral comprises161 -  

 

(a) cash (as well as certificates of deposit or other similar instruments161A 

issued by the Merchant Bank) 162 on deposit with the Merchant Bank;163 

 

(b) gold; 

 

(c) any debt security163A -  

 

(i) with an original maturity of one year or less that has a credit 

quality grade of “III” or better as set out in Table 7R-2 of Annex 7R 

of Part VII; or 

 

(ii) with an original maturity of more than one year that has a credit 

quality grade of “4” or better as set out in Table 7R-1 of Annex 7R 

of Part VII if it is issued by a central government or central bank, 

                                                            
161  This shall exclude any CET1 capital instrument, AT1 capital instrument Tier 1 capital instrument or Tier 2 

capital instrument issued by the Merchant Bank which is held by the Merchant Bank or any of its merchant 

bankbanking group entities as collateral.  Please also note paragraph 8(2)(a) of Directive 8 to Merchant 

Banks which prohibits a Merchant Bank from granting any credit facility against the security of its own 

shares. 
161A  This shall not include any structured deposits.  Structured deposit has the same meaning as in Regulation 

2 of the Financial Advisers (Structured Deposits – Prescribed Investment Product and Exemption) 

Regulations 2005. 
162  Cash-funded credit-linked notes issued by a Merchant Bank against exposures in the banking book which 

fulfill the criteria for eligible credit derivatives shall be treated as cash collateralised transactions. 
163  When cash on deposit, certificates of deposit or other similar instruments issued by the lending Merchant 

Bank that are held as collateral at a third-party banking institution in a non-custodial arrangement and  

are pledged or assigned to the lending Merchant Bank, the Merchant Bank shall apply the risk weight of 

the third-party banking institution to the exposure covered by such collateral (after any necessary haircuts 

for currency risk).  This is subject to the pledge or assignment being unconditional and irrevocable.   
163A  This includes any structured note. 
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or a credit quality grade of “3” or better as set out in Table 7R-1 of 

Annex 7R of Part VII if it is issued by any other entity; 

 

(d) any equity security (including convertible bonds) that is included in a main 

index of any securities exchange in Singapore or any recognised group A 

exchange; and 

 

(e) any structured deposit issued by and on deposit with the Merchant Bank; 

and 

 

(f) any unit in a collective investment scheme where  

 

(i) a price for the units is publicly quoted daily; and 

 

(ii) the collective investment scheme is limited to investing in the 

instruments listed in this paragraph.164 

 

2.2A Resecuritisations, irrespective of any credit ratings, are not eligible financial 

collateral. 

 

2.3 For a Merchant Bank using the FC(CA), eligible financial collateral comprises161 – 

 

(a) any instrument listed in paragraph 2.2 above; 

 

(b) any equity security (including convertible bonds) that is listed on any 

securities exchange in Singapore or any recognised group A exchange; 

and 

 

(c) any unit in a collective investment scheme where a price for the units is 

publicly quoted daily and the collective investment scheme is limited to 

investing in instruments listed in paragraph 2.2 and in this paragraph.165 

 

[MAS Notice 1111 (Amendment) 2013] 

 

2.4 Notwithstanding paragraphs 2.2 and 2.3 above, in the case of any pre-settlement 

counterparty exposures arising from a repo-style transaction (i.e. repo, reverse repo, 

securities lending or securities borrowing transactions) which is included in the trading 

book, eligible financial collateral161 includes all instruments which a Merchant Bank may 

include in the trading book (except resecuritisation exposures).  

 

2.5 [This paragraph has been intentionally left blank.] 

 

 

Requirements for Recognition of Collateral 

 

                                                            
164  The use or potential use by a collective investment scheme of derivative instruments solely to hedge 

investments listed in paragraph 2.2 shall not prevent units in that collective investment scheme from being 

recognised as eligible financial collateral for a Merchant Bank using FC(SA). 
165  The use or potential use by a collective investment scheme of derivative instruments solely to hedge 

investments listed in paragraph 2.3 shall not prevent units in that collective investment scheme from being 

recognised as eligible financial collateral for a Merchant Bank using FC(CA). 
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2.6 A Merchant Bank shall ensure that the following requirements are complied with 

before it recognises the effects of CRM of any collateral: 

 

(a)   the legal mechanism by which collateral is pledged, assigned or 

transferred shall confer on the Merchant Bank the right to liquidate or take 

legal possession of the collateral, in a timely manner, in the event of the 

default, insolvency or bankruptcy (or one or more otherwise-defined credit 

events set out in the transaction documentation) of the counterparty (and, 

where applicable, of the custodian holding the collateral);  

 

(b)   the Merchant Bank has taken all steps necessary to fulfill those 

requirements under the law applicable to the Merchant Bank’s interest in 

the collateral for obtaining and maintaining an enforceable security 

interest166 or for exercising a right to net or set off in relation to title 

transfer collateral;  

 

(c)   the credit quality of the counterparty and the value of the collateral do not 

have a material positive correlation167;  

 

(d)   the Merchant Bank has implemented clear and robust procedures for the 

timely liquidation of collateral to ensure that any legal conditions required 

for declaring default of counterparty and liquidating the collateral are 

observed, and that the collateral can be liquidated promptly; and 

 

(e)   where the collateral is held by a custodian, the Merchant Bank has taken 

reasonable steps to ensure that the custodian segregates the collateral 

from its own assets.  

 

2.7 [This paragraph has been intentionally left blank.] 

 

2.8 [This paragraph has been intentionally left blank.] 

 

2.9 [This paragraph has been intentionally left blank.] 

 

2.10 [This paragraph has been intentionally left blank.] 

 

2.11  In addition to the requirements in paragraph 2.6 of this Annex, a Merchant Bank 

shall ensure that the following requirements are complied with before it recognises the 

effects of CRM of any collateral for OTC derivative transactions and SFTs:  

 

 (a)  a Merchant Bank shall ensure that sufficient resources are devoted to the 

orderly operation of margin agreements with counterparties in OTC 

derivative transactions and SFTs, as measured by the timeliness and 

accuracy of its outgoing calls and response time to incoming calls; and 

 

 (b)  a Merchant Bank shall have collateral management policies in place to 

control, monitor and report— 

 

                                                            
166  For example, by registering it with a registrar. 
167  For example, securities issued by the counterparty or a related group entity would be ineligible. 
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(i) the risk to which margin agreements expose them, such as the 

volatility and liquidity of the securities exchanged as collateral; 

 

(ii) the concentration risk to particular types of collateral; 

 

(iii) the reuse of collateral (both cash and non-cash), including the 

potential liquidity shortfalls resulting from the reuse of collateral 

received from counterparties; and 

 

(iv) the surrender of rights on collateral posted to counterparties. 

 

 

Section 3:  Recognition of Guarantees  

 

3.1 A Merchant Bank shall ensure that the following requirements are complied with 

before it recognises the effects of CRM of a guarantee: 

 

(a) the guarantee is an explicitly documented obligation assumed by the 

guarantor; 

 

(b) the guarantee represents a direct claim on the guarantor;  

 

(c) explicitly referenced to specific exposure or pool of exposures so that the 

extent of the credit protection cover is clearly defined and incontrovertible; 

 

(d) other than in the event of non-payment by the Merchant Bank of money 

due in respect of the guarantee if applicable, there is an irrevocable 

obligation on the part of the guarantor to pay out a pre-determined 

amount upon the occurrence of a credit event, as defined under the 

guarantee;  

 

(e) the guarantee does not contain any clause, the fulfillment of which is 

outside the direct control of the Merchant Bank, that - 

  

(i) would allow the guarantor to unilaterally cancel the guarantee168;  

 

(ii) would increase the effective cost of the guarantee as a result of 

deteriorating credit quality of the underlying exposure; 

 

(iii) could prevent the guarantor from being obliged to pay out in a 

timely manner in the event that the underlying obligor fails to 

make any payment due; or 

 

(iv) could allow the maturity of the guarantee agreed ex-ante to be 

reduced ex-post by the guarantor; 

 

(f) the Merchant Bank is able in a timely manner to pursue the guarantor for 

any monies outstanding under the documentation governing the 

                                                            
168  This does not include any guarantee with a cancellation clause where it is provided that any obligation 

incurred or transaction entered into prior to any cancellation, unilateral or otherwise, continues to be 

guaranteed by the guarantor. 
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transaction on the default of, or non-payment by, the underlying 

obligor169, and has the right to receive such payments from the guarantor 

without first having to take legal actions to pursue the obligor for 

payment; and 

 

(g) the guarantee covers all types of payments that the underlying obligor is 

expected to make under the documentation governing the transaction, for 

example, notional amounts, margin payments, etc. Where a guarantee 

covers payment of principal only, a Merchant Bank shall treat interests and 

other uncovered payments as an unsecured amount in accordance with 

paragraph 1.1 of Annex 7H of this Part. 

 

3.2 In addition to the requirements in paragraph 3.1 above, where a Merchant Bank 

has an exposure that is protected by a guarantee which is counter-guaranteed by a 

central government or central bank, a Merchant Bank may treat the exposure as being 

protected by a direct guarantee from the central government or central bank in question, 

provided the following requirements are complied with: 

 

(a) the counter-guarantee covers all credit risk elements of the exposure; 

 

(b) both the original guarantee and the counter-guarantee comply with all the 

requirements for guarantees set out in this Annex, except that the 

counter-guarantee need not be direct and explicit with respect to the 

original exposure; and 

 

(c) the Merchant Bank demonstrates to the satisfaction of the Authority that 

the cover is robust and that there is no evidence to suggest that the 

coverage of the counter-guarantee is less than equivalent in effect to that 

of a direct guarantee from the central government or central bank in 

question. 

 

 

Section 4:  Recognition of Credit Derivatives  

 

Types of Credit Derivatives 

 

4.1 A Merchant Bank may recognise the effects of CRM of only the following types of 

credit derivatives that provide credit protection equivalent to guarantees:  

 

(a)  credit default swaps; 

 

(b)  total return swaps170; and 

 

                                                            
169  The guarantee payments may be in the form of the guarantor making a lump sum payment of all monies 

to the Merchant Bank or the guarantor assuming the future payment obligations of the counterparty 

covered by the guarantee, as specified in the relevant documentation governing the guarantee. 
170  A Merchant Bank shall not recognise the effects of CRM of a total return swap if it purchases credit 

protection through a total return swap and records the net payments received on the swap as net income, 

but does not record offsetting deterioration in the value of the underlying asset that is protected (either 

through reductions in its marked-to-market value or by an addition to reserves). 
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(c)  instruments that are composed of, or are similar in economic substance, 

to one or more of the credit derivatives in sub-paragraphs (a) and (b) 

above.  

 

 

Requirements for Recognition of Credit Derivatives 

 

4.2 A Merchant Bank shall ensure that the following requirements are complied with 

before it recognises the effects of CRM of any credit derivative: 

 

(a) the terms and conditions of any credit protection obtained via a credit 

derivative shall be set out in writing by both the Merchant Bank and the 

provider of credit protection; 

 

(b) the credit derivative shall represent a direct claim on the provider of credit 

protection;  

 

(c) explicitly referenced to specific exposure or pool of exposures so that the 

extent of the credit protection cover is clearly defined and incontrovertible; 

 

(d) other than in the event of non-payment by the Merchant Bank of money 

due in respect of the credit derivative, there is an irrevocable obligation on 

the part of the provider of the credit protection to pay out a pre-

determined amount upon the occurrence of a credit event, as defined 

under the credit derivative contract; 

 

(e) the credit derivative contract shall not contain any clause, the fulfillment of 

which is outside the direct control of the Merchant Bank, that -  

 

(i) would allow the provider of credit protection to unilaterally cancel 

the credit protection cover; 

 

(ii) would increase the effective cost of the credit protection cover as a 

result of deteriorating credit quality of the underlying exposure; 

 

(iii) could prevent the provider of credit protection from being obliged 

to pay out in a timely manner in the event that the underlying 

obligor fails to make any payment due171; or 

 

(iv) could allow the maturity of the credit protection agreed ex-ante to 

be reduced ex-post by the provider of credit protection;  

 

(f) the credit events specified by the contracting parties shall at a minimum 

cover -152 

 

(i) failure to pay the amounts due under terms of the underlying 

exposure that are in effect at the time of such failure (with a grace 

                                                            
171  This does not preclude an obligation by the buyer of credit protection to satisfy requirements relating to 

providing a Notice of Publicly Available Information, as is the case for the triggering of credit protection 

under standard credit default swap contracts.  
172  [This footnote has been intentionally left blank.] 
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period, if any, that is closely in line with the grace period in the 

underlying exposure); 

 

(ii) bankruptcy, insolvency or inability of the underlying obligor to pay 

its debts, or its failure or admission in writing of its inability 

generally to pay its debts as they become due, and analogous 

events; and 

 

(iii) restructuring of the underlying exposure involving forgiveness or 

postponement of principal, interest or fees that results in a credit 

loss event (i.e. charge-off, individual impairment allowance or other 

similar debit to the profit and loss account); 

 

(g) the credit derivative shall not terminate prior to the maturity of the 

underlying exposure or expiration of any grace period required for a 

default on the underlying exposure to occur as a result of a failure to pay, 

subject to paragraph 6.2 of this Annex; 

 

(h) a robust valuation process shall be in place in order to estimate loss 

reliably for any credit derivative that allows for cash settlement. There 

shall be a clearly specified period for obtaining post-credit event valuations 

of the underlying obligation173; 

 

(i) where the right or ability of the Merchant Bank to transfer the underlying 

exposure to the credit protection provider is required for settlement, the 

terms of the underlying exposure shall provide that any required consent 

to such transfer may not be unreasonably withheld; 

 

(j) the identity of the parties responsible for determining whether a credit 

event has occurred shall be clearly defined. This determination shall not be 

the sole responsibility of the credit protection provider. The Merchant Bank 

shall have the right or ability to inform the credit protection provider of the 

occurrence of a credit event;  

 

(k) the underlying obligation and the reference obligation specified in the 

credit derivative contract for the purpose of determining the cash 

settlement value or the deliverable obligation or for the purpose of 

determining whether a credit event has occurred may be different only if -  

 

(i) the reference obligation ranks pari passu with or is junior to the 

underlying obligation; and 

  

(ii) the underlying obligation and reference obligation share the same 

obligor (i.e. the same legal entity) and legally enforceable cross-

default or cross-acceleration clauses are in place; and 

 

(l)  the credit derivative shall not expose the Merchant Bank to specific wrong-

way risk. 

 

                                                            
173  The Authority would generally consider the cash settlement methodology provided in the ISDA Credit 

Derivatives Definitions as satisfying this requirement. 
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Section 5:  Currency Mismatches  

 

5.1 In the case where there is a currency mismatch between the credit protection and 

the underlying exposure, a Merchant Bank shall reduce the amount of the exposure 

deemed to be protected by applying a haircut, where - 

 

Protected portion GA  = G x (1-HFX) 

 

where -  

 

(a) G  = notional amount of the credit protection; and 

 

(b) HFX = haircut appropriate for currency mismatch between the credit 

protection and underlying obligation exposure based on a ten-

business day holding period, assuming daily mark-to-market. 

 

5.2 For a Merchant Bank using standard supervisory haircuts, HFX is 8%.  

  

5.3 If the credit protection is not marked-to-market daily, HFX shall be scaled in 

accordance with paragraph 4.2 of Annex 7J of Part VII.  

 

 

Section 6:  Maturity Mismatches  

 

6.1 A Merchant Bank may recognise the effects of CRM for an exposure where there 

is a maturity mismatch only if the credit risk mitigant has an original maturity of at least 

one year and a residual maturity of more than three months. For the purposes of 

calculating credit RWA, a maturity mismatch occurs when the residual maturity of the 

credit risk mitigant is less than that of the underlying exposure.    

 

6.2 A Merchant Bank shall determine the maturity of the underlying exposure and the 

maturity of the credit risk mitigant conservatively. The residual maturity of the 

underlying exposure shall be gauged as the longest possible remaining time before the 

counterparty is scheduled to fulfill its obligation, taking into account any applicable grace 

period. For the credit risk mitigant, embedded options which may reduce the term of the 

credit protection shall be taken into account so that the shortest possible residual 

maturity is used. Where a call is at the discretion of the protection seller, the residual 

maturity will be at the first call date. If the call is at the discretion of the Merchant Bank 

but the terms of the arrangement at origination of the credit derivative contain a positive 

incentive for the Merchant Bank to call the transaction before contractual maturity174, the 

remaining time to the first call date will be deemed to be the residual maturity. 

 

6.3 A Merchant Bank shall calculate the value of the CRM adjusted for any maturity 

mismatch, PA, using the following formula: 

 

PA  = [P x (t-0.25)]/(T-0.25) 

 

where - 

                                                            
174  For example, where there is a step-up in cost in conjunction with a call feature or where the effective cost 

of cover remains the same even if credit quality remains the same or increases.  
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(a) P  = value of the credit protection (e.g. collateral amount, guarantee 

amount) adjusted for any haircuts; 

 

(b) t  = min (T, residual maturity of the credit risk mitigant) expressed in 

years; and 

 

(c) T  = min (5, residual maturity of the exposure175) expressed in years. 

 

 

Section 7:  Residual Risk  

 

7.1 While a Merchant Bank may reduce or transfer credit risk by using CRM, the use 

of such techniques may simultaneously increase other risks (residual risks). Residual 

risks include legal, operational, liquidity and market risks. Therefore, a Merchant Bank 

shall employ robust methods to control these risks, including - 

 

(a) strategy;176  

 

(b) consideration of the underlying credit;177  

 

(c) valuation;178  

 

(d) policies and procedures;179  

 

(e) systems;180  

 

(f) control of roll-off risks;181 and 

                                                            
175  In the case of a basket of exposures with different maturities, a Merchant Bank shall use the longest 

maturity of any of the exposures as the maturity of all the exposures being hedged. 
176  The Merchant Bank should ensure that a clearly articulated strategy for the use of CRM forms an intrinsic 

part of the general credit strategy of a Merchant Bank.  
177  Where an exposure is collateralised, the Merchant Bank should ensure that credit managers should 

continue to assess the exposure on the basis of the obligor’s creditworthiness.  The Merchant Bank should 

ensure that credit managers should obtain and analyse sufficient financial information to determine the 

obligor’s risk profile and its management and operational capabilities. 
178  The Merchant Bank should ensure that collateral should be revalued frequently, and the unsecured 

exposure should also be monitored frequently.  Frequent revaluation is prudent, and the Merchant Bank 

should ensure that revaluation of marketable securities should occur on at least a daily basis.  

Furthermore, measures of the potential unsecured exposure under collateralised transactions should be 

calculated under stressed and normal conditions.  One such measure would take account of the time and 

cost involved if the obligor or counterparty were to default and the collateral had to be liquidated.  

Furthermore, the Merchant Bank should ensure that the setting of limits for collateralised counterparties 

take account of the potential unsecured exposure.  The Merchant Bank should ensure that the stress tests 

and scenario analysis are conducted to enable the Merchant Bank to understand the behaviour of its 

portfolio of collateral arrangements under unusual market conditions. The Merchant Bank should ensure 

that the unusual or disproportionate risk identified should be managed and controlled.  
179  The Merchant Bank should ensure that clear policies and procedures should be established in respect of 

collateral management, including - (a) the terms of collateral agreements; (b) the types of collateral and 

enforcement of collateral terms (e.g. waivers of posting deadlines); (c) the management of legal risks; (d) 

the administration of agreement (e.g. detailed plans for determining default and liquidating collateral); and 

(e) the prompt resolution of disputes, such as valuation of collateral or positions, acceptability of collateral, 

fulfilment of legal obligations and the interpretation of contract terms.  
180  The Merchant Bank should ensure that its policies and procedures referred to under paragraph 7.1(d) is 

supported by collateral management systems capable of tracking the location and status of posted 

collateral (including re-hypothecated collateral), outstanding collateral calls and settlement problems. 
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(g) management of concentration risk arising from the use of CRM and the 

interaction of such concentration risk with the overall credit risk profile of 

the Merchant Bank182.  

  

                                                                                                                                                                                         
181  Where a Merchant Bank obtains credit protection that differs in maturity from the underlying credit 

exposure, the Merchant Bank should monitor and control its roll-off risks, i.e. the fact that the Merchant 

Bank will be fully exposed when the protection expires, and the risk that it will be unable to purchase 

credit protection or ensure its capital adequacy when the credit protection expires.  
182  Taking as collateral large quantities of instruments issued by one obligor creates concentration risk.  A 

Merchant Bank should have a clearly defined policy with respect to the amount of concentration risk it is 

prepared to run.  Such a policy might, for example, include a cap on the amount of collateral it would be 

prepared to take from a particular issuer or market. The Merchant Bank should also take collateral and 

purchased credit protection into account when assessing the potential concentrations in its overall credit 

profile. 



 

Monetary Authority of Singapore                                                                                                                          135   

Annex 7J 

 

METHODS AND HAIRCUTS FOR RECOGNISING COLLATERAL 

 

 

Section 1:  Calculation of E* 

 

1.1 A Merchant Bank using standard supervisory haircuts under the FC(CA) shall 

calculate E*, the exposure amount adjusted for eligible financial collateral, for any 

collateralised transaction not covered by a qualifying bilateral netting agreement other 

than OTC derivative transactions or long settlement transactions, using the following 

formula:  

 

E* = max {0, [E (1 + HE) - C(1 – HC – HFX)]} 

 

where -  

 

(a) E*  = exposure value after risk mitigation; 

 

(b) E = fair value of the exposure calculated in accordance with 

Division 2 of Part VII; 

 

(c) HE = haircut appropriate to the exposure; 

 

(d) C = fair value of the eligible financial collateral received183; 

 

(e) HC = haircut appropriate to the collateral, or if the collateral 

is a basket of assets, the weighted sum of the haircuts 

appropriate to the assets in the basket where each 

weight is the proportion of the asset in the basket in 

units of currency; and 

 

(f) HFX = haircut appropriate for currency mismatch between the 

collateral and exposure. 

 

1.2 A Merchant Bank using standard supervisory haircuts under the FC(CA) shall 

calculate E* for any collateralised transaction covered by a qualifying bilateral netting 

agreement other than OTC derivative transactions or long settlement transactions, using 

the following formula: 

 

 E* =  max  {0, [∑(E) – ∑(C) + add-on]}  

 

 where – 

 

(a) E* =  exposure value after risk mitigation; 

 

(b) E  =  fair value of the exposure calculated in accordance with 

Division 2 of Part VII;  

 

                                                            
183  Where the residual maturity of the collateral is shorter than the residual maturity of the exposure, the 

Merchant Bank shall substitute PA calculated in accordance with Annex 7F of Part VII for C(1 – HC – HFX). 
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(c) C =  fair value of the eligible financial collateral received; and  

 

(d) add-on  =  the add-on amount to reflect the market price volatility 

and foreign exchange volatility, calculated in accordance 

with paragraph 1.3 below. 

 

1.3 A Merchant Bank shall calculate the add-on as follows: 

 

 add on =  ))H)(E(())H)(E(( FXFXSS   

 

 where – 

 

(i) ES = absolute value of the net position in a given security; 

 

(ii) HS = haircut appropriate to ES; 

 

(iii) EFX = absolute value of the net position in a currency 

different from the settlement currency; and 

 

(iv) HFX = haircut appropriate for currency mismatch between 

the collateral and exposure. 

 

1.4 Subject to paragraphs 1.6 and 1.7, a Merchant Bank shall determine HE, HC, HS 

and HFX referred to in paragraphs 1.1 to 1.3 above, in accordance with the standard 

supervisory haircuts in Section 2 of this Annex.  

 

1.5 [This paragraph has been intentionally left blank.] 

 

1.6 A Merchant Bank may apply a value of zero to HE, HC and HS in the case of a 

qualifying SFT with a core market participant. 

 

1.7 A Merchant Bank may apply a value of zero to HE, HC and Hs in the case of an SFT 

where both the exposure and collateral are securities issued by the Government, or by 

other central governments where a value of zero has been prescribed by the bank 

regulatory agency of that jurisdiction and exposures to the central government of that 

jurisdiction have a credit quality grade of “1” as set out Table 7R-1 of Annex 7R of Part 

VII.  

 

 

Section 2:  Standard Supervisory Haircuts 

 

2.1 The standard supervisory haircuts, HE, HC and HS (assuming daily remargining 

and daily revaluation (i.e. mark-to-market) and a ten-business day holding period), are 

as follows: 
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Table 7J-1 - Standard Supervisory Haircuts 

 

Eligible Financial Collateral Standard Supervisory Haircuts 

Issue Rating for 

Debt Securities 

Residual 

Maturity 

Central 

Governments 

or Central 

Banks 

Other 

Issuers 

Securitisation 

Exposures 

Any debt security with 

a credit quality grade 

of “1” or short-term 

credit quality grade of 

“I”  

≤ 1 year 0.005 0.01 0.02 

> 1 year, ≤ 5 

years 

0.02 0.04 0.08 

> 5 years 0.04 0.08 0.16 

Any debt security with 

a credit quality grade 

of “2” and “3” or 

short-term credit 

quality grade of “II” 

and “III”    

≤ 1 year 0.01 0.02 0.04 

> 1 year, ≤ 5 

years 

0.03 0.06 0.12 

> 5 years 0.06 0.12 0.24 

Any debt security with 

a credit quality grade 

of “4”  

All 0.15 NA NA 

Gold 0.15 

Any equity (including a convertible 

bond) in a main index of a securities 

exchange in Singapore or a recognised 

group A exchange  

0.15 

Any other equity (including a 

convertible bond) listed on a securities 

exchange in Singapore or a recognised 

group A exchange  

0.25 

Any unit in a collective investment 

scheme 

0.25 or highest haircut applicable to any 

security in which the fund can invest 

Any structured deposit issued by and 

on deposit with a Merchant Bank  

0.25 

Cash in the same currency as the 

underlying exposure 

0 

Instruments in the trading book other 

than those listed above (for pre-

settlement counterparty exposures 

arising from repo-style transactions, 

i.e. repo, reverse repo, securities 

lending or securities borrowing 

transactions, included in the trading 

book) 

0.25 

 

[MAS Notice 1111 (Amendment) 2013] 

 

2.2 Notwithstanding paragraph 2.1 above, the standard supervisory haircut, HE, for 

transactions in which a Merchant Bank lends instruments that do not qualify as eligible 
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financial collateral (e.g. corporate debt securities with a credit quality of “4” or worse) is 

0.25. 

 

2.3 The standard supervisory haircut, HFX, for currency mismatch where exposure and 

collateral are denominated in different currencies based on a ten-business day holding 

period and daily revaluation is 0.08. 

 

2.4 Where the minimum holding period, frequency of remargining or revaluation 

assumptions set out for eligible financial collateral in paragraph 2.1 differ from those of 

the Merchant Bank, the Merchant Bank shall adjust HE, HC, HFX and HS using the formulae 

in Section 4 paragraphs 4.2 and 4.3 of this Annex.  

 

 

Section 3:  [This section has been intentionally left blank.] 

 

 

Section 4:  Minimum Holding Periods, Remargining or Revaluation Conditions 

 

4.1 [This paragraph has been intentionally left blank.]Subject to paragraph 4.1A of 

this Annex, the following table sets out the minimum holding periods and remargining or 

revaluation conditions for different types of transactions: 

 

Table 7J-2 - Minimum Holding Periods and Remargining/Revaluation Conditions 

Transaction type Minimum 

holding period 

Remargining/Revaluation 

Condition 

Repos, reverse repos, securities 

lending or securities borrowing 

transactions  

5 business days daily remargining 

OTC derivative transactions and 

margin lending transactions 

10 business days daily remargining 

Secured lending 20 business days daily revaluation 

 

4.1A Where a Merchant Bank has a transaction or netting set which meets the criteria 

in the sub-paragraphs (a) or (b), the Merchant Bank shall apply the minimum holding 

period set out in that sub-paragraph:  

 

(a)   A Merchant Bank shall apply a minimum holding period for each netting 

set in accordance with the following table: 

 

Table 7J-3 – Minimum Holding Period for Netting Sets 

Type of netting set Minimum holding 

period (in business 

days) 

Netting set consisting only of repos, reverse 

repos, securities lending or securities 

borrowing transactions 

5 

Netting set where the number of trades 

exceeds 5,000 at any point during a quarter 

20 (for the following 

quarter) 

Netting set containing one or more trades 

involving either illiquid collateral or an OTC 

20 
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derivative that cannot be easily replaced, 

determined in the context of stressed market 

conditions183A  

All other netting sets 10 

 

(b) A Merchant Bank shall apply a minimum holding period that appropriately 

reflects the duration of margin call disputes over the previous two 

quarters, and which is at least double the minimum holding period set out 

in Table 7J-3 for the subsequent two quarters for a netting set where 

there are more than two disputes over margin calls (“disputed margin 

call”) over the previous two quarters that have lasted longer than the 

applicable minimum holding periods set out in Table 7J-3. For the 

avoidance of doubt, this sub-paragraph shall apply regardless of the size 

of the disputed margin call. 

 

4.2 Where the assumed minimum holding period is not met or remargining or 

revaluation conditions are not fulfilled, a Merchant Bank shall calculate the applicable 

haircut using the following formula:  

 

H = HM √{[NR + (TM - 1)]/ TM} 

 

where -  

 

(a)  “H” refers to the haircut; 

 

(b)  “HM” refers to the haircut under the minimum holding period; 

 

(a) “TM” refers to the minimum holding period for the type of transaction or 

eligible financial collateral set out in paragraph 2.1 of this Annex; and 

 

(d)  “NR” refers to the actual number of business days between remargining or 

revaluation, as the case may be. 

 

4.3 When a Merchant Bank calculates the volatility on uses a holding period, TN, day 

holding period which is different from the specified minimum holding period, TM, the 

Merchant Bank shall calculate HM using the following formula: 

 

HM = HN√(TM/TN) 

 

where -  

 

(a)  “TN” refers to the holding period used by the Merchant Bank for deriving 

HN; and 

 

(b)  “HN” refers to the haircut based on the holding period TN. 

                                                            
183A Stressed market conditions are characterised by the absence of continuously active markets where a 

counterparty would, within two or fewer days, obtain multiple price quotations that would not move the 

market or represent a price reflecting a market discount (in the case of collateral) or premium (in the case 

of an OTC derivative).  Examples of situations where trades are deemed illiquid for this purpose include, 

but are not limited to, trades that are not marked daily and trades that are subject to specific accounting 

treatment for valuation purposes (e.g. transactions referencing securities whose fair value is determined 

by models with inputs that are not observed in the market). 
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4.4 For example, a Merchant Bank shall scale the standard supervisory haircuts 

provided in paragraph 2.1 of this Annex based on a ten-business day holding period up 

or down depending on the type of transaction and the frequency of remargining or 

revaluation using the formula below:  

 

H = H10 √{[NR + (TM - 1)]/ 10} 

 

where -  

 

(a)  “H” refers to the haircut; 

 

(b)  “H10” refers to ten-business day standard supervisory haircut for the type 

of transaction or eligible financial collateral; 

 

(c)  “TM” refers to the minimum holding period for the type of transaction or 

eligible financial collateral; and 

 

(d)  “NR” refers to the actual number of business days between remargining or 

revaluation, as the case may be. 
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Annex 7L 

 

CORE MARKET PARTICIPANTS 

 

 

“Core market participant” means - 

 

(a) any central government or central bank; 

 

(b)  any PSE; 

 

(c)  any qualifying MDB; 

 

(d)  any banking institution; 

 

(e)    any financial institution eligible for a 20% risk weight under the SA(CR); or 

 

(f)  any specified central counterparty. 
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Annex 7O 
 

CURRENT EXPOSURE METHOD191 

 

 

1.1 A Merchant Bank using the current exposure method shall calculate E for the pre-

settlement counterparty exposure arising from an OTC derivative transaction that is not 

covered by a qualifying bilateral netting agreement by adding - 

 

(a) the replacement cost (obtained by marking-to-market) of the OTC 

derivative transaction or in the case of a transaction with negative 

replacement cost, a value of zero192; and  

 

(b) the amount for potential future exposure obtained by applying the 

appropriate add-on factor set out in Table 7O-1 to the notional amount193 

of the OTC derivative transaction. 

 

Table 7O-1 – Add-on Factors to Reflect Potential Future Exposure194 

  

 

OTC Derivative Transaction  

 

One year 

or less 

Over one 

year to five 

years 

 

Over five 

years 

(a) Foreign Exchange Rate and 

Gold153 

1.0 % 5.0% 7.5% 

(b) Interest Rates196 0.0 % 0.5% 1.5% 

(c) Equity  6.0 % 8.0% 10.0% 

(d) Precious metals (except gold) 7.0 % 7.0% 8.0% 

(e) Other commodities197  10.0 % 12.0% 15.0% 

 

(f) Credit derivatives Protection buyer Protection seller 

 Total Return Swap   

 Qualifying reference obligation198 5% 5% 

                                                            
191  A Merchant Bank may calculate the pre-settlement counterparty exposure arising from a long settlement 

transaction using the current exposure method. In such a case, this Annex shall be read with reference to 

a long settlement transaction. 
192  Any foreign exchange transaction or translation gains or losses from a foreign currency-denominated OTC 

derivative transaction should be allocated to the exposure to which it accrues.   
193  In the event that the stated notional amount is leveraged or enhanced by the structure of the transaction, 

the Merchant Bank shall use the effective notional amount when determining the potential future 

exposure. 
194  (a)  For a transaction with multiple exchanges of principal, the add-on factors are to be multiplied by the 

number of remaining payments in the contract. 

(b)  For a transaction that is structured to settle outstanding exposures following specified payment dates 

and where the terms are reset such that the market value of the contract is zero on these specified 

dates, the residual maturity shall be equal to the time until the next reset date. In the case of an 

interest rate contract with a remaining maturity of more than one year which meets the above 

criteria, the add-on factor is subject to a minimum of 0.5%. 
195 [This footnote has been intentionally left blank.] 
196  No potential future exposure shall be calculated for single currency floating/floating interest rate swaps.  

The exposure on these contracts shall be evaluated solely on the basis of their fair value. 
197  Includes any forward, swap, purchased option and other similar derivative contracts which are not 

classified in (a) to (d). 
198  "Qualifying reference obligation” means any security that is issued by any MDB, any security (including 

one issued by a PSE) that has a credit quality grade of “3” or better as set out in Table 7R-1 of Annex 7R 

of Part VII based on the external credit assessment of at least one recognised ECAI, and any unrated 

security issued by a PSE which belongs to a country with a credit quality grade of “1” as set out in Table 
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 Non-qualifying reference 

obligation 

10% 10% 

 Credit Default Swap199   

 Qualifying reference obligation 5% 5%200 

 Non-qualifying reference 

obligation 

10% 10%200 

 

1.2 For an OTC derivative transaction or a long settlement transaction to a single 

counterparty that is covered by a qualifying bilateral netting agreement, a Merchant 

Bank using the current exposure method shall calculate E for the pre-settlement 

counterparty exposure arising from that netting set by adding - 

 

(a) the net replacement cost (obtained by marking-to-market) of all OTC 

derivative transactions with that counterparty or in the case where the net 

there is a negative replacement cost is negative, a value of zero; and  

 

(b) an add-on, ANET for potential future exposure which is calculated as 

follows: 

  
ANET = 0.4 x AGROSS + 0.6 x NGR x AGROSS 

 

where -  

 

(i)  “AGROSS” refers to the sum of individual add-on amounts (calculated 

by multiplying the notional amount of each OTC derivative 

transaction by the appropriate add-on factor set out in Table 7O-1) 

of all OTC derivative transactions with that counterparty; and 

 

(ii) “NGR” refers to the ratio of the net current replacement cost200A to 

the gross current replacement cost for all OTC derivative 

transactions subject to qualifying bilateral netting agreements with 

that counterparty.201  

 

1.3 For the purposes of paragraph 1.2(b)(i), the notional amount for a forward 

exchange contract and any other similar contract in which the notional amount is 

equivalent to cash flows is defined as the net receipts due on each value date in each 

currency.   

 

                                                                                                                                                                                         
7R-1 of Annex 7R of Part VII.  Where a security has more than one external credit assessment and these 

map into different credit quality grades, paragraph 7.3.4 shall apply.  
199  Where the credit derivative is a first-to-default transaction, the add-on shall be determined by the lowest 

quality underlying reference obligation in the basket, i.e. if there is any non-qualifying reference obligation 

in the basket, the non-qualifying reference obligation shall be used. For a second-to-default transaction, 

the add-on shall be determined by the second lowest quality underlying reference obligation in the basket. 

For a nth-to-default transaction, the add-on shall be determined by the nth-lowest quality underlying 

reference obligation in the basket. 
200  The protection seller of a credit default swap shall only be subject to the add-on factor where it is subject 

to closeout upon the insolvency of the protection buyer while the underlying reference obligation is still 

solvent.  The potential future exposure should be capped to the amount of unpaid premiums.  
200A Calculated in accordance with paragraph 1.2(a) of this Annex. 
201  A Merchant Bank shall calculate the NGR separately for each counterparty.  Any Merchant Bank which 

proposes to use an aggregate NGR shall consult the Authority. For the avoidance of doubt, the value of 

NGR shall be non-negative. 
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1.4 [This paragraph has been intentionally left blank.] 

 

1.5 A Merchant Bank using the SA(CR) may use either the FC(SA) or the FC(CA) to 

recognise the effect of eligible financial collateral for any OTC derivative transaction in 

the banking book.  The Merchant Bank shall apply the chosen approach consistently to 

the entire banking book and shall not use a combination of both approaches. For any 

pre-settlement counterparty exposure arising from an OTC derivative transaction in the 

trading book, a Merchant Bank using the SA(CR) shall use only the FC(CA) to recognise 

the effect of eligible financial collateral.  

 

1.6 A Merchant Bank using the SA(CR) and FC(SA) may recognise the effect of 

eligible financial collateral for any OTC derivative transaction in accordance with Sub-

division 4 of Division 3 of Part VII.  

 

1.7 A Merchant Bank which has taken eligible financial collateral for any OTC 

derivative transaction or long settlement transaction may, if it is using the SA(CR) and 

the FC(CA), calculate E*, the SA(CR) exposure adjusted for eligible financial collateral, in 

accordance with paragraph 1.8 and substitute E* for E when calculating the credit risk-

weighted exposure amount for an SA(CR) exposure or for all its SA(CR) exposures to a 

counterparty covered by a qualifying bilateral netting agreement under Sub-division 3 of 

Division 1 of Part VII. 

 

1.8 A Merchant Bank using the FC(CA) shall calculate E*, the exposure amount 

adjusted for eligible financial collateral, for any collateralised OTC derivative transaction 

using the following formula:  

 

E* = E - C(1 – HC – HFX) 

 

where -  

 

(a)  “E*” refers to the exposure value after risk mitigation; 

 

(b)  “E” refers to the exposure value calculated in accordance with paragraph 

1.1 or 1.2 of this Annex, whichever is applicable; 

 

(c)  “C” refers to the fair value of the eligible financial collateral received202; 

 

(d)  “HC” refers to the haircut appropriate to the collateral, or if the collateral is 

a basket of assets, the weighted sum of the haircuts appropriate to the 

assets in the basket where each weight is the proportion of the asset in 

the basket in units of currency determined in accordance with Annex 7J of 

Part VII; and 

 

(e) “HFX” refers to the haircut appropriate for the currency mismatch between 

the collateral and exposure determined in accordance with Annex 7J of 

Part VII202A.  

                                                            
202  Where the residual maturity of the collateral is shorter than the residual maturity of the exposure, the 

Merchant Bank shall substitute PA calculated in accordance with Annex 7F of Part VII for C(1 – HC – HFX). 
202A  Hfx shall also be applied if there is a mismatch between the collateral currency and the settlement 

currency.  This applies even in the case where there are more than two currencies involved in the 

exposure, collateral and settlement currency. 
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Annex 7Z 

 

CALCULATION OF M 

 

 

Section 1:  Calculation of M  

 

1.1 Subject to Sections 2 to 5 of this Annex, a Merchant Bank shall calculate the M 

in years for an exposure based on the contractual cash flow schedule for that exposure 

using the following formula:  

 


t

t

t

t CFCFxtM   

 

where “CFt” denotes the cash flows (including principal, interest payments and 

fees) contractually payable by the obligor in period t, subject to a minimum M 

of one year.     

 

Section 2:  Calculation of M for OTC Derivative Transactions and SFTs Covered 

by Qualifying Bilateral Netting Agreements 

 

2.1 Subject to Sections 4 to 5 of this Annex, for any OTC derivative transaction or 

SFT that is subject to a qualifying bilateral netting agreement, a Merchant Bank shall 

calculate the M in years for all the transactions to a single counterparty as follows:  

 

(a) calculate the M in years for each transaction with the counterparty in 

accordance with paragraph 1.1 of this Annex; and 

  

(b) calculate M using the following formula:  

 


i

i
i

N

N
xMM  

 

where “Ni” denotes the notional amount of each transaction and “N” 

denotes the notional amount of all the transactions covered by the 

qualifying bilateral netting agreement.  

 
Section 3:  [This section has been intentionally left blank.] 

 

Section 4:  Calculation of M for Short-term Exposures 

 

4.1 Notwithstanding paragraphs 1.1 and 2.1 of this Annex and subject to 

paragraphs 4.4 and 5.1 of this Annex, a Merchant Bank may calculate M in years for a 

short-term exposure using the following formula:  

 


t

t

t

t CFCFxtM   
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where “CFt” denotes the cash flows (including principal, interest payments and 

fees) contractually payable by the obligor in period t, subject to a minimum M 

of one day. 

 

4.2 For the purposes of paragraph 4.1 of this Annex, a short-term exposure means 

any one of the following exposures that is transaction-oriented, has an original 

maturity of less than one year and does not form part of the ongoing financing of an 

obligor by a Merchant Bank –  

 

(a) any OTC derivative transaction and margin lending transaction; and 

 

(b) any repo-style transaction (i.e. repo, reverse repo, securities lending or 

securities borrowing transaction). 

 

4.3 For transactions referred to in paragraph 4.2(a) and (b) of this Annex, the 

documentation applicable to the exposure shall require daily remargining and daily 

revaluation and provide for the prompt liquidation or setoff of collateral in the event of 

default or failure to remargin. 

 

4.4 Notwithstanding paragraphs 2.1 and 4.1 of this Annex and subject to Section 5 

of this Annex, for an OTC derivative transaction or SFT that qualifies as a short-term 

exposure as defined in paragraph 4.2 of this Annex, and is subject to a qualifying 

bilateral netting agreement, a Merchant Bank shall calculate the M in years for all the 

transactions to a single counterparty as follows:  

 

(a) calculate the M in years for each transaction with the counterparty in 

accordance with paragraph 4.1 of this Annex; and 

 

(b)  calculate M using the following formula:  

 


i

i
i

N

N
xMM  

 

where “Ni” refers to the notional amount of each transaction and “N” 

refers to the notional amount of all the transactions covered by the 

qualifying bilateral netting agreement. 

 

Section 5:  Calculation of M using Residual Contractual Maturity 

 

5.1 A Merchant Bank which is not able to calculate M in accordance with Sections 1 

to 4 of this Annex shall use a more conservative measure of M such as the maximum 

remaining time (in years) that the obligor is permitted to take to fully discharge its 

contractual obligation (including principal, interest, and fees) under the terms of the 

agreement giving rise to the obligation209A, subject to a minimum M of one year.209B  

  

                                                            
209A  In some instances, this will correspond to the notional maturity of the instrument. 
209B  The one-year maturity floor shall not apply to short-term exposures as defined in paragraph 4.2 of this 

Annex. 
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Annex 7AI 

 

CREDIT VALUATION ADJUSTMENT  

 

 

Section 1:  Overview of Calculation of CVA RWA   

 
1.1 A Merchant Bank shall calculate its CVA risk capital requirements arising from 

its OTC derivative transactions217 using the CVA standardised method set out in 

Section 2 of this Annex. 

 

1.2 A Merchant Bank need not calculate CVA risk capital requirements for SFTs and 

transactions with a central counterparty. The Authority may however require a 

Merchant Bank to calculate CVA risk capital requirements for SFTs if the Merchant 

Bank’s CVA loss exposures arising from SFTs are deemed to be material. 

 

1.3 A Merchant Bank need not calculate CVA risk capital requirements for a credit 

derivative bought to hedge a banking book exposure where – 

 

(a) the Merchant Bank recognises the effects of CRM of the credit derivative 

on the banking book exposure; and 

 

(b) the banking book exposure itself is not subject to CVA risk capital 

requirements. 

 

The Merchant Bank shall not recognise the effects of CRM of this credit derivative for 

any other exposure. 

 

1.4  A Merchant Bank shall calculate the CVA RWA as the CVA risk capital 

requirement calculated using the CVA standardised method in accordance with Section 

2 of this Annex, multiplied by 12.5. 

 

1.5 A Merchant Bank shall only include hedges used for the purpose of mitigating 

CVA risk, and managed as such218, in the calculation of the CVA risk capital 

requirement using the CVA standardised method in accordance with Section 2 of this 

Annex.219 

 

                                                            
217  A Merchant Bank shall not be required to calculate CVA risk capital requirements for defaulted 

counterparties where the loss due to default has been recognised for accounting purposes and provided 

that, as a result of the default, the OTC derivative transactions have been transformed into a simple 

claim and no longer have the characteristics of an OTC derivative. 
218  For avoidance of doubt, a Merchant Bank shall only recognise hedges with external counterparties as 

CVA risk mitigants in the calculation of the CVA risk capital requirement. The Merchant Bank shall not 

recognise hedges with an internal desk within the Merchant Bank as CVA risk mitigants in the 

calculation of the CVA risk capital requirement. 
219  For example, if a credit default swap referencing an issuer is in the Merchant Bank’s inventory and that 

the issuer also happens to be an OTC derivative counterparty but the credit default swap is not 

managed as a hedge of CVA, then such a credit default swap is not eligible to offset the CVA risk capital 

requirement. 
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1.6 Subject to paragraph 1.6A of this Annex, a Merchant Bank shall only include 

the following as eligible hedges220 in the calculation of the CVA risk capital requirement 

using the CVA standardised method in accordance with Section 2 of this Annex221: 

 

(a) single-name credit default swap; 

 

(b) single-name contingent credit default swap; 

 

(c) other equivalent hedging instruments referencing the counterparty directly; 

and 

 

(d) index credit default swap. 

 

1.6A A Merchant Bank may consider a single-name credit default swaption or an 

index credit default swaption as an equivalent hedging instrument, and therefore an 

eligible hedge, if the option contract does not contain a knock-out clause (i.e. the 

option contract is not terminated following a credit event). 

 

1.7 A Merchant Bank shall treat other types of counterparty risk hedges that are 

not eligible hedges in the calculation of the CVA risk capital requirement, as any other 

instrument in its inventory for regulatory capital purposes.  A Merchant Bank shall only 

remove eligible hedges that are included in the CVA risk capital requirement from its 

market risk capital requirement.   

 

1.8 A Merchant Bank shall not offset the CVA risk capital requirement against other 

instruments on its balance sheet. 

 

 

  

                                                            
220  For avoidance of doubt, a Merchant Bank shall not include all tranched or nth-to-default credit default 

swaps, including credit linked notes and first loss credit default swaps on a single entity or basket of 

entities, as eligible hedges in the calculation of the CVA risk capital requirement. The Merchant Bank 

shall consider whether in economic substance, the credit default swap protection is effectively tranched, 

taking into account all forms of arrangements between the Merchant Bank and the protection provider. 

If the Merchant Bank remains effectively exposed to a tranche of the underlying default risk by 

providing a liquidity facility or any form of credit enhancement to the protection provider, then the 

credit default swap is not an eligible hedge. The Merchant Bank shall not include any instrument of 

which the associated payment depends on cross default as an eligible hedge. When restructuring is not 

included as a credit event in the credit default swap, for the purposes of calculating the CVA risk capital 

requirement under the CVA standardised method, the credit default swap will be recognised according 

to the SA(MR). 
221  The Merchant Bank shall ensure that it derecognises overhedging on a single name level. 
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Section 2:  CVA standardised method 

 

2.1 A Merchant Bank shall calculate its CVA risk capital requirement, KCVA, as 

follows  

  

 

 

 

 

where -  

 

(a) h is the one-year risk horizon (in units of a year), h = 1; 

 

(b)       is the weight applicable to counterparty ‘i’. Counterparty ‘i’ shall be 

mapped to one of the six weights set out in Table 7AI-1 based on its 

credit quality grade222. For a counterparty which does not have an 

external credit assessment by a recognised ECAI, the Merchant Bank 

shall apply a weight of 2% to the counterparty;  

 

 (c)   
      is the E of counterparty ‘i’ (summed across its netting sets), 

including the effect of collateral and netting, as per the applicable rules 

set out in Annex 7O or Annex 7P, with the following adjustments – 

 

(i) the effect of any credit protection that the Merchant Bank 

intends to include as an eligible hedge shall be excluded; and 

 

(ii) the reduction of E by incurred CVA losses, as set out in 

paragraph 7.2.20A, shall not apply. 

 

The exposure shall be discounted by applying the factor (1-exp(-

0.05*  ))/(0.05*  ); 

 

(d)    is the notional of purchased single name credit default swap hedges 

(summed if more than one position) referencing counterparty ‘i’, and 

used to hedge CVA risk223. This notional amount shall be discounted by 

applying the factor (1-exp(-0.05*  
     

))/(0.05*   
     

); 

 

(e)         is the full notional of one or more index credit default swap of 

purchased protection, used to hedge CVA risk224. This notional amount 

shall be discounted by applying the factor (1-exp(-0.05*    ))/(0.05* 

    ); 

 

                                                            
222  A Merchant Bank shall assign the counterparty to the credit quality grade based on the external credit 

assessment that is applicable to the counterparty in accordance with Table 7R-1 of Annex 7R. 
223  In the case where the eligible hedge is a single-name credit default swaption, a Merchant Bank shall 

reflect the moneyness of the credit default swaption in the formula set out in paragraph 2.1 of this 

Annex. For this purpose,    shall be the delta-weighted notional of the single-name credit default 

swaption. 
224  In the case where the eligible hedge is an index credit default swaption, a Merchant Bank shall reflect 

the moneyness of the credit default swaption in the formula set out in paragraph 2.1 of this Annex. For 

this purpose,      shall be the delta-weighted notional of the index credit default swaption. 
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(f)          is the weight applicable to index hedges. A Merchant Bank shall map 

indices to one of the six weights set out in Table 7AI-1 based on the 

average spread of index ‘ind’225; 

 

(g)    is the effective maturity of the transactions with counterparty ‘i’. 

   shall be calculated as per paragraph 2.1 of Annex 7Z226; 

 

(h)     
     

 is the maturity of the hedge instrument with notional    (the 

quantities   
     

     shall be summed if these are several positions); 

and 

 

(i)          is the maturity of the index hedge ‘ind’ with notional      (the 

quantities            shall be summed if these are several positions). 

 

For any counterparty that is also a constituent of an index on which a credit default 

swap is used for hedging counterparty credit risk, the notional amount attributable to 

that single name (as per its reference entity weight) may, with supervisory approval, 

be subtracted from the index credit default swap notional amount and treated as a 

single name hedge (  ) of the individual counterparty with maturity based on the 

maturity of the index. 

 

For an eligible hedge of a Merchant Bank recognised in the CVA risk capital 

requirement calculated pursuant to paragraph 2.1 of this Annex, the Merchant Bank 

shall include the CVA risk to the protection provider for the eligible hedge. 

 

Table 7AI-1 – Counterparty Credit Rating and Weight           

Credit Quality Grade Weight           

1 0.7% 

2 0.8% 

3 1.0% 

4 2.0% 

5 3.0% 

6 10.0% 

 

2.2 For the purpose of paragraph 2.1 of this Annex, in the case where a Merchant 

Bank bought credit protection to hedge a counterparty credit risk exposure that is 

subject to the CVA risk capital requirement and recognises the effects of CRM of the 

credit protection on the exposure, the Merchant Bank shall – 

 

(a) deduct the protected amount of the credit protection multiplied by the 

residual maturity of the credit protection, from the       of the 

counterparty whose counterparty credit risk is being hedged; and 

 

                                                            
225  The Merchant Bank shall first determine the weight applicable to each constituent of the index in 

accordance with paragraph 2.1(b) of this Annex, and then compute the weighted average of the 

weights applicable to the constituents, where the weighting used for the weighted average is the 

proportion of the index that each constituent represents. 
226  The Merchant Bank shall determine the effective maturity    separately for each netting set, if there is 

more than one netting set to the same counterparty. Where    of a netting set is less than one year,    

shall be set at one year. The Merchant Bank shall discount E of each netting set according to its 

individual maturity and sum the product of    and    for each counterparty. 
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(b) add the protected amount of the credit protection multiplied by the 

residual maturity of the credit protection, to the       of the protection 

provider.  
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PROPOSED REVISIONS TO PART VIII (MARKET RISK) 
 

The section lays out selected sections of Part VIII of MAS Notice 1111 (Market Risk), 

with proposed revisions in tracked changes. 

 

 

Amendments to Division 1 (Overview of Market RWA Calculation) 

 

Paragraph 8.1.3 

A Merchant Bank which is part of a merchant banking group with a consolidated book 

and whose capital requirements are assessed on a global basis may report short and 

long positions in exactly the same instrument on a net basis regardless of where they 

are booked, and apply the offsetting rules in this Part on a consolidated basis, except 

in cases where there are legal or operational impediments to the quick repatriation of 

profits from a foreign subsidiary or timely management of risks on a consolidated 

basis.  In such a case, the individual positions arising from the affected entities shall 

be taken into the measurement system without any offsetting or netting against 

positions arising from other merchant banking group entities.  The Authority shall 

retain the right to impose market risk capital requirements on a non-consolidated 

basis to ensure that significant imbalances within a merchant banking group are 

addressed. A Merchant Bank shall not engage in transactions in such a way as to avoid 

measurement on reporting dates. 

 

Paragraph 8.1.20 

A Merchant Bank shall prepare its trading book policy statement on a consolidated 

basis where the merchant banking group either manages its trading risk centrally or 

employs the same risk management techniques across all the entities in the merchant 

banking group.  Where a trading book policy statement is prepared on a consolidated 

basis, a Merchant Bank shall ensure that its application to the Merchant Bank and each 

of the other entities in the merchant banking group is made clear and approved by the 

Board of the Merchant Bank and the Board of each of those entities.  

 

Paragraph 8.1.22 

A Merchant Bank, in calculating its net open foreign exchange positions, may also 

exclude any foreign exchange position related to –  

 

(a) items which are included as Deductions from Tier 1deducted in the 

calculation of CET1 Capital, AT1 Capital or Deductions from Tier 2 

Capital, such as certain investments in unconsolidated major stake 

companies; and  

 

(b) unconsolidated subsidiaries, associated companies and joint ventures 

denominated in foreign currencies which are reported in the published 

accounts of the Merchant Bank at historic cost.   
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Amendments to Division 2 (SA(MR)) 

 

Paragraph 8.2.3 

In calculating its market risk capital requirement for interest rate risk, a Merchant 

Bank shall include all its trading book positions454, whether long or short, in 

instruments455 whose market values are affected by changes in interest rates, unless– 

 

(a) the position is a convertible bond456 which has been included in the 

equity position risk calculation of the Merchant Bank;  

 

(b) the position is a capital investment included as Deductions from Tier 

1that is deducted in the calculation of CET1 Capital and Deductions 

from, AT1 Capital or Tier 2 Capital; or  

 

(c) the position is an option or is hedging an option which is caught under 

Sub-division 5 of this Division, except where the Merchant Bank is 

required under that Sub-division to include the delta-weighted position 

in this Sub-division. 

 

Paragraph 8.2.13 

The specific risk capital requirement is intended to protect against an adverse 

movement in the price of an individual instrument owing to factors related to the 

individual issuer. A Merchant Bank shall calculate the specific risk capital requirement 

for each net position in an interest rate-related instrument516 or a credit derivative 

(including the net delta-weighted position of options on that interest rate-related 

instrument or credit derivative where the Merchant Bank is using the delta-plus 

method or the scenario approach to calculate its market risk capital requirement for 

options) by517 –  

  

(a) in the case of a securitisation exposure, multiplying the market value 

of each net position (ignoring the sign) by the relevant specific risk 

charge in Table 8C-1A of Annex 8C of this Part for positions covered 

under the standardised approach for securitisation exposures, and 

converting the resultant amount into the base currency of the 

Merchant Bank at prevailing foreign exchange spot rates518,519. During 

                                                            
454  This includes positions in any interest rate-related instrument that is sold or lent under an SFT, but 

excludes any interest rate-related instrument that is bought or borrowed under an SFT. 
455  This includes derivatives and off-balance sheet instruments.  
456  A debt issue or preference shares which are convertible at a stated price into ordinary shares of the 

issuer, shall be treated as a debt instrument if it is traded like debt and as an equity instrument if it is 

traded like equity. 
516  This includes both actual and notional positions (e.g. futures contracts where the underlying is a debt 

security or an index representing a basket of debt securities).  However, notional positions in zero-

specific-risk securities do not attract specific risk (e.g. interest rate and currency swaps, FRAs, forward 

foreign exchange contracts, interest rate futures and futures on an interest rate index). 
517  A Merchant Bank may limit the risk charge for an individual position in a credit derivative or 

securitisation instrument to the maximum possible loss. For a short risk position this limit could be 

calculated as a change in value due to the underlying names immediately becoming default risk-free. 

For a long risk position, the maximum possible loss could be calculated as the change in value in the 

event that all the underlying names were to default with zero recoveries. The maximum possible loss 

shall be calculated for each individual position. 
518  In general, the specific risk capital requirement for securitisation exposures which are held in the 

trading book is to be calculated according to the method used for such positions in the banking book, 

unless specified otherwise in this Part. The treatment described in paragraph 7.6.18(b) of Part VII for 

certain securitisation exposures and the requirements set out in paragraph 7.6.9A of Part VII are also 
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the transitional period until 31 December 2013, the Merchant Bank 

may determine the specific risk charge for securitisation exposures 

which are not included in the correlation trading portfolio as follows: 

The Merchant Bank computes (i) the total specific risk charge that 

would apply just to the net long positions in securitisation exposures 

in the trading book, and (ii) the total specific risk charge that would 

apply just to the net short positions in securitisation exposures in the 

trading book. The larger of these total amounts is then the specific 

risk charge for the securitisation exposures in the trading book. This 

calculation shall be undertaken separately from the calculation for the 

correlation trading portfolio.   

 

(b) in the case of a credit derivative and its hedged position for which the 

Merchant Bank has applied an offset pursuant to paragraph 8.2.11, 

multiplying the market value of the resulting net position (ignoring the 

sign) by the relevant specific risk charge in Table 8C-1 of Annex 8C of 

this Part, and converting this amount into the base currency of the 

Merchant Bank at prevailing foreign exchange spot rates;  

 

(c) in the case of a correlation trading portfolio, using the larger of: 

 

(i) the aggregate of each of the net long positions from the net long 

correlation trading exposures multiplied by the relevant specific 

risk charge in the relevant table of Annex 8C of this Part, and 

converting this amount into the base currency of the Merchant 

Bank at prevailing foreign exchange spot rates; and  

 

(ii) the aggregate of each of the net short positions from the net 

short correlation trading exposures multiplied by the relevant 

specific risk charge in the relevant table of Annex 8C of this Part, 

and converting this amount into the base currency of the 

Merchant Bank at prevailing foreign exchange spot rates;  

 

and  

 

(d) in all other cases, multiplying the market value of each net position 

(ignoring the sign) by the relevant specific risk charge in Table 8C-1 of 

Annex 8C of this Part, and converting this amount into the base 

currency of the Merchant Bank at prevailing foreign exchange spot 

rates. 

 

Paragraph 8.2.23 

                                                                                                                                                                                    
applicable to such exposures held in the trading book. A Merchant Bank shall include any securitisation 

exposure where the requirements in paragraphs 7.6.9A(a) to (c) are not met as Deductions from Tier 1 

Capital and Deductions from Tier 2 Capital.apply a 100% risk charge to any securitization exposure 

where the requirements in paragraphs 7.6.9A(a) to (c) are not met.  A Merchant Bank’s capital 

requirement for such exposures held in the trading book can be no less than the amount required under 

the banking book treatment.  
519  A securitisation exposure included as Deductions from Tier 1 Capital and Deductions from Tier 2 

Capitalthat is subject to a 100% specific risk charge may be excluded for the purpose of calculating the 

general market risk capital requirement.  
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In calculating its market risk capital requirement for equity position risk, a Merchant 

Bank shall include all its trading book positions521, whether long or short, in 

instruments522 which result in the Merchant Bank assuming equity position risk, unless 

–  

 

(a) the position is included as Deductions from Tier 1deducted in the 

calculation of CET1 Capital and Deductions from, AT1 Capital or Tier 2 

Capital; or 

 

(b) the position is an option or is hedging an option which is caught under 

Sub-division 5 of this Division, except where the Merchant Bank is 

required under that Sub-division to include the delta-weighted position 

in this Sub-division. 

 

Paragraph 8.2.34 

In calculating its market risk capital requirement for foreign exchange risk, a Merchant 

Bank shall include all positions in gold and foreign currency-denominated instruments, 

regardless of whether these are in the trading book or banking book, unless –  

 

(a) the position is included as Deductions from Tier 1deducted in the 

calculation of CET1 Capital and Deductions from, AT1 Capital or Tier 2 

Capital;  

 

(b) the position is hedging a position which is caught under sub-paragraph 

(a);  

 

(c) the position is hedging an instrument which qualifies as capital of the 

Merchant Bank for the purpose of calculating its capital requirements;  

 

(d) the position is an option or is hedging an option457 which is caught 

under Sub-division 5 of this Division, except where the Merchant Bank 

is required under that Sub-division to include the delta-weighted 

position in this Sub-division; or 

 

(e) the position is a structural foreign exchange position defined in Sub-

division 5 of Division 1 of this Part. 

 

 

Amendments to Annex 8B (Treatment of Credit Derivatives in the Trading Book) 

 

Paragraph 1.1 

A Merchant Bank that is a protection seller (buyer) should treat its position in a credit 

default swap as –  

 

                                                            
521  This includes positions in any equity instrument that is sold or lent under an SFT, but excludes any 

equity that is bought or borrowed under an SFT. 
522  This includes ownership interests, whether voting or non-voting, convertible securities that trade like 

equity, commitments to buy or sell equities, and derivatives on both individual equities and on equity 

indices. For the avoidance of doubt, non-convertible preference shares shall be covered under Sub-

division 1 of Division 2 of this Part. 
457  A market risk capital requirement for foreign exchange risk shall nevertheless be calculated for option 

premiums that are denominated in foreign currency.  
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(a) for the purpose of calculating the general market risk capital 

requirement where any periodic premiums or interest payments are due 

under the swap, a notional long (short) position in a zero-specific-risk 

security with a coupon equal to the appropriate fixed or floating rate 

and a maturity equal to the expiry date of the swap or the date on 

which the interest rate will be reset respectively; and 

 

(b) for the purpose of calculating the specific risk capital requirement, a 

notional long (short) position in the reference obligation, or where the 

swap is a qualifying debt security548A, a long (short) position in the 

swap, with a maturity equal to the expiry date of the swap. 

 

 

Paragraph 1.3 

A Merchant Bank that is a protection seller should treat its position in a credit linked 

note as –  

 

(a) for the purpose of calculating the general market risk capital 

requirement, a long position in the note issuer with a coupon equal to the 

appropriate fixed or floating rate and a maturity equal to the expiry date of the 

note or the date on which the interest rate will be reset respectively; and 

 

(b) for the purpose of calculating the specific risk capital requirement –  

 

(i) in the case where the credit linked note is a qualifying debt 

security, a long position in the note issuer with a coupon equal to 

the appropriate fixed or floating rate and a maturity equal to the 

expiry date of the note or the date on which the interest rate will 

be reset respectively; and 

 

(ii) in the case where the credit linked note is not a qualifying debt 

security548A, a long position in the note issuer with a coupon 

equal to the appropriate fixed or floating rate and a maturity 

equal to the expiry date of the note or the date on which the 

interest rate will be reset respectively, and either –   

 

(A) for a single name credit linked note, a notional long 

position in the reference obligation with a maturity equal 

to the expiry date of the note; or 

 

(B) for a multiple name credit linked note providing 

proportional protection, a notional long position in each of 

the reference obligations according to their respective 

proportions specified in the note. 

 

Paragraph 1.4 

A Merchant Bank that is a protection buyer should treat its position in a credit linked 

note as –  

 

                                                            
548A This refers to a security that falls under the “qualifying” category in footnote 552. 
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(a) for the purpose of calculating the general market risk capital 

requirement, a short position in the note issuer with a coupon equal to 

the appropriate fixed or floating rate and a maturity equal to the expiry 

date of the note or the date on which the interest rate will be reset 

respectively; and 

 

(b) for the purpose of calculating the specific risk capital requirement –  

 

(i) in the case where the credit linked note is a qualifying debt 

security548A, a short position in the note issuer with a coupon 

equal to the appropriate fixed or floating rate and a maturity 

equal to the expiry date of the note or the date on which the 

interest rate will be reset respectively; and 

 

(ii) in the case where the credit linked note is not a qualifying debt 

security, either –  

 

(A) for a single name credit linked note, a notional short 

position in the reference obligation with a maturity equal 

to the expiry date of the note; or 

 

(B) for a multiple name credit linked note providing 

proportional protection, a notional short position in each 

of the reference obligations according to their respective 

proportions specified in the note. 

 

 

Amendments to Annex 8C (Treatment of Credit Derivatives in the Trading Book) 

 

Footnote 551 (to Table 8C-1) 

The “government” category includes –  

(a) all forms of government-issued securities, including bonds, treasury bills and 

other short-term instruments; and  

(b) securities issued by PSEs which qualify for a 0% risk charge weight under the 

SA(CR).   

 

An exposure to any security issued by –  

(i) the Government or the Authority; or  

(ii) other central governments with a credit quality grade of “3” or better as set out 

in Table 7R-1 of Annex 7R of Part VII,  

which is denominated in the domestic currency and funded by the Merchant Bank 

in the same currency shall be assigned a 0% specific risk charge. 

The Authority may, at its discretion, assign a higher risk charge other than the above 

to securities issued by certain governments, especially in cases where the securities 

are denominated in a currency other than that of the issuing government. 

 

Table 8C-1A – Specific Risk Capital Requirement – Specific Risk Charges for Positions 

covered under the SA(SE) 
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Credit Quality Grade554 1 to 2 3 to 5 6 to 8 9 to 11 12 or unrated 

Credit Quality Grade555 I II III  IV or unrated 

Specific Risk 

Charge 

Securitisation 

Exposures 
1.60% 4.00% 8.00% 28.00% 

Deduction 

100.00%556 

Resecuritisation 

Exposures 
3.20% 8.00% 18.00% 52.00% 

Deduction556 

100.00%556  

 

 

Amendments to Annex 8D (Illustration on the Calculation of the General Market Risk 

Capital Requirements for Interest Rate Risk under the Maturity Method) 

 

Paragraph 1.1 

1.1 A Merchant Bank may have the following positions: 

 

(a) a qualifying bond548A, $13.33 million market value, remaining maturity 8 

years, coupon 8%; 

 

(b) a government bond, $75 million market value, remaining maturity 2 

months, coupon 7%; 

 

(c) an interest rate swap, $150 million, in respect of which the Merchant 

Bank receives floating rate interest and pays fixed, next interest fixing 

after 9 months, remaining life of swap is 8 years (assume the current 

interest rate is identical to the one on which the swap is based); and 

 

(d) a long position in an interest rate future, $50 million, delivery date after 

6 months, life of underlying government security is 3.5 years (assume 

the current interest rate is identical to the one on which the interest rate 

future is based).  

 

 

Amendments to Annex 8N (Standards for a Prudent Valuation Framework) 

 

Paragraph 1.21 

In some circumstances, it is possible that the adjustments to the current valuation of 

less liquid positions made under paragraph 1.19A of this Annex may exceed those 

valuation adjustments made under Accounting Standards and paragraphs 1.17 to 1.19 

of this Annex.  Where this occurs, the difference shall be included as Deductions from 

Tier 1 capitaldeducted in the calculation of CET1 Capital. 

 

  

                                                            
554  Refer to Table 7R-3 of Annex 7R of Part VII. A Merchant Bank may use the external credit assessments 

of a recognised ECAI only if paragraphs 7.6.17 and 7.6.18 of Part VII are met. 
555  Refer to Table 7R-4 of Annex 7R of Part VII. A Merchant Bank may use the external credit assessments 

of a recognised ECAI only if paragraphs 7.6.17 and 7.6.18 of Part VII are met. 
556  Deduction means Deductions from Tier 1 Capital and Deductions from Tier 2 Capital. For unrated 

positions, a Merchant Bank shall include as Deductions from Tier 1 Capital and Deductions from Tier 2 

Capitalapply a 100% specific risk charge to the securitisation or resecuritisation exposures, with the 

exception of the circumstances described in paragraphs 7.6.21 to 7.6.26 of Part VII.  
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PROPOSED REVISIONS TO PART X (REPORTING SCHEDULES) 
 

The section lays out Part X of MAS Notice 1111 (Reporting Schedules) in its entirety, 

with proposed revisions in tracked changes. 

 

 

Division 1:  Introduction 

 

10.1.1 A Merchant Bank shall submit to the Authority, information relating to its 

capital adequacy calculated according to the requirements and guidelines of this 

Notice in the format of the reporting schedules set out in Annexes 10A to 10E and 

such other reporting schedules as the Authority may specify. A summary of the 

reporting schedules in Annexes 10A to 10E is set out in the Table 10-1 below. 

 

Table 10-1: Summary of Reporting Schedules in Annexes 10A to 10E 

Section  Annex/Schedule 

1 Capital Adequacy Reporting Schedules Annex 10A 

 Statement of CET1 CAR, Tier 1 CAR and Total CAR Schedule 1A 

 Capital Treatment of Allowances 

Leverage Ratio 

 

Schedule 1B 

Schedule 1C 

2 Credit Risk Reporting Schedules Annex 10B 

 Summary of Credit RWA Schedule 2 

 SA(CR) Schedule 2-1A 

 Equity Exposures – SA(EQ) Schedule 2-6A 

 Securitisation Exposures – SA(SE) Schedule 2-7A 

 Unsettled TradesTransactions  

 

Schedule 2-8A 

3 Market Risk Reporting Schedules Annex 10C 

 Summary of Market RWA Schedule 3 

 SA(MR) –  

 Interest Rate Risk Schedule 3-1A 

 Interest Rate Risk (General Market Risk) Schedule 3-1B 

 Equity Risk Schedule 3-1C 

 Foreign Exchange Risk Schedule 3-1D 

 Commodities Risk Schedule 3-1E 

 Options Position Risk 

 

Schedule 3-1F 

4 Operational Risk Reporting Schedules Annex 10D 

 Summary of Operational RWA Schedule 4 

 BIA, SA(OR)  

 

Schedule 4-1A 

5 Other Reporting Schedules Annex 10E 

 Off-Balance Sheet Exposures (Excluding Derivative 

Transactions and Securitisation Exposures) 

Schedule 5A 

 OTC Derivative Transactions and Credit Derivatives Schedule 5B 

 Inflows into and Outflows from Asset Sub-classes due to 

Credit Protection 

Credit Valuation Adjustments 

Schedule 5C 

 

Schedule 5D 
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Section  Annex/Schedule 

Eligible Financial Collateral 

 

Schedule 5E 

 

 

Division 2: Scope and Frequency of Reporting 

 

10.2.1 A Merchant Bank shall submit to the Authority, the reporting schedules –  

 

(a) at the Solo level; and 

 

(b) where applicable, at the Group level, 

 

at the end of each quarter, no later than the 30th of the following month. 

 

10.2.2 The Merchant Bank shall include with the reporting schedules a written 

confirmation from its chief financial officer, in the format set out in Annex 10F.  

 

10.2.3 Where a Merchant Bank is aware of material misstatements in the 

reporting schedules subsequent to submitting these schedules to the Authority, the 

Merchant Bank shall resubmit to the Authority such schedules with the information 

corrected, as soon as practicable. 
 

 
 

   

 
 



MAS NOTICE 1111: CAPITAL ADEQUACY REPORTING SCHEDULES Annex 10A

SCHEDULE 1A

STATEMENT OF CET1 CAR, TIER 1 CAR AND TOTAL CAR

Name of the Merchant Bank:

Statement as at:

Scope of Reporting: Solo/Group (indicate as appropriate)

Amounts subject

to pre-Basel III

Amounts treatment

(In S$ million)
Part A: CET1,  AT1 and Tier 2 Capital

Common Equity Tier 1 capital:  instruments and reserves

1 Paid-up ordinary shares and share premium (if applicable)

2 Retained earnings 

3 Accumulated other comprehensive income and other disclosed reserves

of which: 45% of revaluation surpluses and accumulated revaluation gains

4 Directly issued capital subject to phase out from CET1 

(only applicable to non-joint stock companies)

5 Minority interest that meets criteria for inclusion 

6 Common Equity Tier 1 capital before regulatory adjustments

Common Equity Tier 1 capital: regulatory adjustments

7 Valuation adjustment pursuant to Part VIII

8 Goodwill, net of associated deferred tax liability

9 Intangible assets, net of associated deferred tax liability

10 Deferred tax assets that rely on future profitability

11 Cash flow hedge reserve

12 [This row been intentionally left blank.]

13 Increase in equity resulting from securitisation transactions

14 Unrealised fair value gains/losses on financial liabilities and derivative liabilities

arising from changes in own credit risk

15 Defined benefit pension fund assets, net of associated deferred tax liability

16 Investments in own shares

of which: Direct investments, net of qualifying short positions

of which: Indirect investments, net of qualifying short positions

17 Reciprocal cross-holdings in ordinary shares of financial institutions 

18 Capital investments in ordinary shares of unconsolidated financial institutions 

in which Merchant Bank does not hold a major stake

Total capital holdings: 

(i) Gross direct, indirect and synthetic holdings in banking/trading books

including qualifying offsetting short positions

(ii) Underwriting positions held for more than five working days

of which: total capital holdings of ordinary shares of

unconsolidated financial institutions incorporated in Singapore

10% of common equity pursuant to paragraph 6.1.3(o)(i)

Total capital holdings in excess of 10% of common equity

Proportion of ordinary share holdings to total capital holdings

19 Investments in ordinary shares of unconsolidated major stake companies 

(amount above 10% threshold)

Capital investments in aggregate

(i) Gross direct, indirect and synthetic holdings in banking/trading books

including qualifying offsetting short positions

(ii) Underwriting positions held for more than five working days

10% of common equity pursuant to paragraph 6.1.3(p)(i)

20 [This row been intentionally left blank.]

21 [This row been intentionally left blank.]

22 Amount exceeding the 15% threshold

23 of which: investments in ordinary shares of unconsolidated major stake companies

24 [This row been intentionally left blank.]

25 [This row been intentionally left blank.]

25A 15% of CET1 Capital

26 National specific regulatory adjustments

26A [This row been intentionally left blank.]

26B [This row been intentionally left blank.]

26C Capital deficits in subsidiaries and associates that are regulated financial institutions

26D Any other items which the Authority may specify

27 Regulatory adjustments applied in calculation of CET1 Capital due to insufficient

AT1 Capital to satisfy required deductions

28 Total regulatory adjustments to CET1 Capital

29 Common Equity Tier 1 capital (CET1)

1. Additional Tier 1 capital: instruments

30 AT1 capital instruments and share premium (if applicable)

31 of which: classified as equity under the Accounting Standards

32 of which: classified as liabilities under the Accounting Standards

33 Transitional: Ineligible capital instruments (pursuant to paragraphs 6.5.3 and 6.5.4)
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MAS NOTICE 1111: CAPITAL ADEQUACY REPORTING SCHEDULES Annex 10A

SCHEDULE 1A

STATEMENT OF CET1 CAR, TIER 1 CAR AND TOTAL CAR

Name of the Merchant Bank:

Statement as at:

Scope of Reporting: Solo/Group (indicate as appropriate)

Amounts subject

to pre-Basel III

Amounts treatment

34 AT1 capital instruments issued by fully-consolidated subsidiaries that meet criteria for inclusion

35 of which: instruments issued by subsidiaries subject to phase out 

36 Additional Tier 1 Capital before regulatory adjustments

Additional Tier 1 capital: regulatory adjustments

37 Investments in own AT1 capital instruments

of which: Direct investments, net of qualifying short positions

of which: Indirect investments, net of qualifying short positions

38 Reciprocal cross-holdings in AT1 capital instruments of financial institutions 

39 Capital investments in AT1 capital instruments of unconsolidated financial institutions 

in which Merchant Bank does not hold a major stake

(i) Total capital holdings of AT1 capital instruments of 

unconsolidated financial institutions incorporated in Singapore

(ii) Total capital holdings in excess of 10% common equity

(iii) Proportion of AT1 capital holdings to total capital holdings

40 Investments in AT1 capital instruments of unconsolidated major stake companies 

(i) Gross direct, indirect and synthetic holdings in banking/trading books

including qualifying offsetting short positions

(ii) Underwriting positions held for more than five working days

41 National specific regulatory adjustments

41A [This row been intentionally left blank.]

41B Any other items which the Authority may specify

41C Regulatory adjustments applied to AT1 Capital in respect of amounts 

subject to pre-Basel III treatment

of which:

(i) Goodwill, net of associated deferred tax liability

(ii) Intangible assets, net of associated deferred tax liability

(iii) Deferred tax assets that rely on future profitability

(iv) Cash flow hedge reserve

(v) Increase in equity resulting from securitisation transactions

(vi) Unrealised fair value gains/losses on financial liabilities and derivative liabilities

arising from changes in own credit risk

(vii) [This row been intentionally left blank.]

(viii) [This row been intentionally left blank.]

(ix) [This row been intentionally left blank.]

(x) Capital deficits in subsidiaries and associates that are regulated financial institutions

(xi) Investments in ordinary shares of unconsolidated major stake companies 

(xii) [This row been intentionally left blank.]

(xiii) Investments in Tier 2 capital instruments of unconsolidated major stake companies 

42 Regulatory adjustments applied in calculation of AT1 Capital due to 

insufficient Tier 2 Capital to satisfy required deductions

43 Total regulatory adjustments to Additional Tier 1 capital

44 Additional Tier 1 capital (AT1)

45 Tier 1 capital (T1 = CET1 + AT1)

Tier 2 capital: instruments and provisions

46 Tier 2 capital instruments and share premium (if applicable)

47 Transitional: Ineligible capital instruments (pursuant to paragraphs 6.5.3 and 6.5.4)

48 Tier 2 capital instruments issued by fully-consolidated subsidiaries that meet criteria for inclusion

49 of which: instruments issued by subsidiaries subject to phase out

50 Provisions

51 Tier 2 capital before regulatory adjustments

Tier 2 capital: regulatory adjustments

52 Investments in own Tier 2 instruments

of which: Direct investments, net of qualifying short positions

of which: Indirect investments, net of qualifying short positions

53 Reciprocal cross-holdings in Tier 2 capital instruments of financial institutions 

54 Capital investments in Tier 2 capital instruments of unconsolidated financial institutions

in which Merchant Bank does not hold a major stake

(i) Total capital holdings of Tier 2 capital instruments of 

unconsolidated financial institutions incorporated in Singapore

(ii) Total capital holdings in excess of 10% common equity

(iii) Proportion of Tier 2 capital holdings to total capital holdings

55 Investments in Tier 2 capital instruments of unconsolidated major stake companies 

(i) Gross direct, indirect and synthetic holdings in banking/trading books

including qualifying offsetting short positions

(ii) Underwriting positions held for more than five working days
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MAS NOTICE 1111: CAPITAL ADEQUACY REPORTING SCHEDULES Annex 10A

SCHEDULE 1A

STATEMENT OF CET1 CAR, TIER 1 CAR AND TOTAL CAR

Name of the Merchant Bank:

Statement as at:

Scope of Reporting: Solo/Group (indicate as appropriate)

Amounts subject

to pre-Basel III

Amounts treatment

56 National specific regulatory adjustments

56A [This row been intentionally left blank.]

56B Any other items which the Authority may specify

56C Regulatory adjustments applied to Tier 2 Capital in respect of amounts 

subject to pre-Basel III treatment

of which:

(i) [This row been intentionally left blank.]

(ii) [This row been intentionally left blank.]

(iii) [This row been intentionally left blank.]

(iv) Capital deficits in subsidiaries and associates that are regulated financial institutions

(v) Investments in ordinary shares of unconsolidated major stake companies 

(vi) [This row been intentionally left blank.]

(vii) Investments in AT1 capital instruments of unconsolidated major stake companies 

57 Total regulatory adjustments to Tier 2 capital

58 Tier 2 capital (T2)

59 Total capital (TC = T1 + T2)

60 Total risk weighted assets

Capital ratios  (as a percentage of risk weighted assets)

61 Common Equity Tier 1 CAR

62 Tier 1 CAR

63 Total CAR

64 Bank-specific buffer requirement  

65    of which: capital conservation buffer requirement

66    of which: bank specific countercyclical buffer requirement

67 [This row been intentionally left blank.]

68 Common Equity Tier 1 available to meet buffers

National minima 

69 Minimum CET1 CAR

70 Minimun Tier 1 CAR

71 Minimum Total CAR

Amounts below the thresholds for deduction (before risk weighting)

72 Investments in ordinary shares, AT1 capital and Tier 2 capital of unconsolidated financial institutions 

in which the bank does not hold a major stake

73 Investments in ordinary shares of unconsolidated major stake companies 

74 [This row been intentionally left blank.]

75 [This row been intentionally left blank.]

Applicable caps on the inclusion of provisions in Tier 2

76 Provisions eligible for inclusion in Tier 2 in respect of exposures 

subject to standardised approach (prior to application of cap)

77 Cap on inclusion of provisions in Tier 2 under standardised approach

78 [This row been intentionally left blank.]

79 [This row been intentionally left blank.]

Capital instruments subject to phase-out arrangements

(only applicable between 1 Jul 2016 and 1 Jan 2022)

80 [This row been intentionally left blank.]

81 [This row been intentionally left blank.]

81A Nominal amount of ineligible AT1 instruments as at 1 Jul 2016

82 Current cap on AT1 instruments subject to phase out arrangements

83 Amount excluded from AT1 due to cap (excess over cap after redemptions and maturities)

83A Nominal amount of ineligible T2 instruments as at 1 Jul 2016

84 Current cap on T2 instruments subject to phase out arrangements

85 Amount excluded from T2 due to cap (excess over cap after redemptions and maturities)

[Part C transferred to a new spreadsheet.]
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MAS NOTICE 1111: CAPITAL ADEQUACY REPORTING SCHEDULES Annex 10A
SCHEDULE 1A

STATEMENT OF CET1 CAR, TIER 1 CAR AND TOTAL CAR

Name of the Merchant Bank:

Statement as at:

Scope of Reporting: Solo/Group (indicate as appropriate)

86. Capital Instruments issued by Fully-Consolidated Subsidiaries that meet Criteria (In S$ million)
for Inclusion in Regulatory Capital
(pursuant to paragraphs 6.1.4, 6.2.4, 6.2.5, 6.3.4 and 6.3.5)

Total

Subsidiary 1 Subsidiary 2
(Sum across all 

subsdiaries)

(a) CET1 Capital of subsidiary, net of regulatory adjustments 

(i) paid-up amount, reserves, retained earnings owned by Merchant Bank, gross of all

regulatory adjustments

(ii) paid-up amount, reserves, retained earnings owned by third party investors gross of all

regulatory adjustments

(b) Tier 1 Capital of subsidiary, net of regulatory adjustments

(after applying the provision in paragraph 6.5.3)

(i) paid-up amount, reserves, retained earnings owned by Merchant Bank, gross of all

regulatory adjustments

(ii) paid-up amount, reserves, retained earnings owned by third party investors gross of all

regulatory adjustments

(c) Eligible Total Capital of subsidiary, net of regulatory adjustments

(after applying the provision in paragraph 6.5.3)

(i) paid-up amount, reserves, retained earnings owned by Merchant Bank, gross of all

regulatory adjustments

(ii) paid-up amount, reserves, retained earnings owned by third party investors gross of all

regulatory adjustments

(d) Total risk-weighted assets of subsidiary 

(e) Consolidated risk-weighted assets attributable to the subsidiary

(f) CET1 Capital

(i) Surplus CET1 Capital 86(a) - 7% x lower of 86(d) and 86(e)

(ii) Surplus CET1 Capital attributable to third party investors 86(f)(i) x 86(a)(ii)/[sum of 86(a)(i) and 86(a)(ii)] 

(iii) CET1 capital held by third party investors less surplus attributable to third party investors 86(a)(ii) - 86(f)(ii)

(g) Tier 1 Capital

(i) Surplus Tier 1 Capital 86(b) - 8.5% x lower of 86(d) and 86(e)

(ii) Surplus Tier 1 Capital attributable to third party investors 86(g)(i) x 86(b)(ii)/[sum of 86(b)(i) and 86(b)(ii)] 

(iii) Tier 1 capital held by third party investors less surplus attributable to third party 86(b)(ii) - 86(g)(ii)

investors

(h) Eligible Total Capital

(i) Surplus Eligible Total Capital 86(c) - 10.5% x lower of 86(d) and 86(e)

(ii) Surplus Eligible Total Capital attributable to third party investors 86(h)(i) x 86(c)(ii)/[sum of 86(c)(i) and 86(c)(ii)] 

(iii) Total capital held by third party investors less surplus attributable to third party 86(c)(ii) - 86(h)(ii)

investors

(i) CET1 Capital of subsidiary to be included in consolidated CET1 Capital 86(f)(iii)

(j) Tier 1 Capital of subsidiary to be included in consolidated AT1 Capital 86(g)(iii) - 86(i)

(k) Eligible Total Capital of subsidiary to be included in consolidated Tier 2 Capital 86(h)(iii) - 86(i) - 86(j)

Note: Figures may not add up due to rounding differences.
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MAS NOTICE 1111: CAPITAL ADEQUACY REPORTING SCHEDULES Annex 10A
SCHEDULE 1A

STATEMENT OF CET1 CAR, TIER 1 CAR AND TOTAL CAR

Name of the Merchant Bank:

Statement as at:

Scope of Reporting: Solo/Group (indicate as appropriate)

Solo Amounts Group

(In S$ million)
Part B: Total Risk Weighted Assets Solo Group

(In S$ million)
1. Credit RWA

calculated under the

(a) SA(CR), SA(EQ), SA(SE) cancelled

(b) CVA RWA

(c) RWA pursuant to paragraph 6.1.3(p)(iii)

Total Credit RWA

2. Market RWA
calculated under the

SA(MR) cancelled

3. Operational RWA
calculated under the

(a) BIA cancelled

(b) SA(OR) cancelled

Total Operational RWA cancelled

4. Total RWA cancelled

Part D: Limits

1. Limits on Net Tier 1 Capital

(a) Allowable Preference Shares ÷ Net Tier 1 Capital cancelled cancelled

2. Limits on Tier 2 Capital

(a) Allowable Tier 2 Capital ÷ Net Tier 1 Capital cancelled cancelled

(b) Allowable Lower Tier 2 Capital ÷ Total Capital cancelled cancelled

Part E: CAR

1. Tier 1 CAR cancelled cancelled

2. Total CAR cancelled cancelled

Monetary Authority of Singapore



MAS NOTICE 1111: CAPITAL ADEQUACY REPORTING SCHEDULES Annex 10A
SCHEDULE 1B

CAPITAL TREATMENT OF  ALLOWANCES

Name of the Merchant Bank:

Statement as at:

Scope of Reporting:

(In S$ million)
1. General Allowances

(a) General Allowances A

Less: associated deferred tax assets
(b) Net General Allowances A

2. General Allowances Attributable to SA(CR), SA(EQ), SA(SE)

(a) Proportion of credit RWA attributable to SA(CR), SA((EQ), SA(SE) (%) B

(b) Net General Allowances attributable to SA(CR), SA(EQ), SA(SE) B x A C

(c) Limit on Net General Allowances acceptable as Upper Tier 2 Capital D

(d) Eligible Net General Allowances recognised as Upper Tier 2 Capital MIN(C,D) E

Solo/Group (indicate as appropriate)
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MAS NOTICE 1111: CAPITAL ADEQUACY REPORTING SCHEDULES Annex 10A
SCHEDULE 1C

LEVERAGE RATIO

Name of the Merchant Bank:

Statement as at:

Scope of Reporting:

(In S$ million)

Part A: On-balance sheet items
Accounting Balance Sheet 

Value Components of EM

(a) (b) 

1 On-balance sheet items A = B-C-D A

2 On-balance sheet items other than derivative transactions and SFTs B

3 Less: Regulatory adjustments C

4 Less: Fiduciary assets eligible for exclusion from EM D

Part B: Derivative transactions

Notional Amount Accounting Balance Sheet 
Value Components of EM

(a) (b) (c) 

5 Derivative transactions: E= F  - G + H + I - J - K- L- M - N + O E

6 Replacement cost associated with all derivative transactions F

7     Written credit derivatives 

8     Credit derivatives bought

9     Financial derivatives 

10 Less: Eligible cash portion of variation margin G

11 Potential future exposure associated with all derivative transactions H

12     Written credit derivatives 

13     Credit derivatives bought

14     Financial derivatives 

15 Grossed-up assets for derivative collaterals provided where deducted from the balance sheet I

16 Less: Receivables assets for cash portion of variation margin provided in derivative transactions J

17 Less: CCP trade exposures (replacement cost) eligible for exclusion from EM K

18 Less: CCP trade exposures (initial margin) eligible for exclusion from EM L

19 Less: CCP trade exposures (potential future exposure) excluded from EM M

20 Less: Potential future exposure of adjustment for written credit derivatives N

Capped Notional Amount Capped Notional Amount 
(same reference name) Components of EM

(a) (b) (c) 

21 Adjusted effective notional amount of written credit derivatives: O = P - Q O

22 Written credit derivatives P

23 Less: credit derivatives bought Q

Solo/Group (indicate as appropriate)
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Part C: SFTs
Accounting Balance Sheet 

Value Components of EM

(a) (b) 

24 SFTs: R = S + T - U - V + W + X R

25 Gross SFT assets S

26 Adjustments for SFT sales accounting T

27 Less: Securities received in a SFT that are recognised as an asset U

28 Less: Eligible netting of cash payables and cash receivables V

29 SFT counterparty exposures W

30 SFTs where a Merchant Bank acts as an agent and provide a guarantee for the difference X

Part D: Off-balance sheet items 
Notional Amount Components of EM

(a) (b)

31 Off-balance sheet items: Y = Z + AA + AB + AC Y

32 Off-balance sheet items with a 10% CCF as per Annex 4B or Annex 4C of the Notice Z

33 of which: Unconditionally cancellable credit cards commitments

34 of which: Other unconditionally cancellable commitments 

35 Off-balance sheet items with a 20% CCF as per Annex 4B of the Notice AA

36 Off-balance sheet items with a 50% CCF as per Annex 4B or Annex 4C of the Notice AB

37 Off-balance sheet items with a 100% CCF as per Annex 4B or Annex 4C of the Notice AC

Part E:   Calculation of Leverage ratio
Amount (S$ million)

38 CM AD

39 EM AE = A + E + R + Y AE

LR (%)

40 LR AF = AD ÷ AE AF

Monetary Authority of Singapore



MAS NOTICE 1111: CAPITAL ADEQUACY REPORTING SCHEDULES Annex 10A
SCHEDULE 1C

LEVERAGE RATIO

Name of the Merchant Bank:

Statement as at:

Scope of Reporting:

(In S$ million)

Part F:   Reconciliation
Amount (S$ million)

41 Total consolidated assets as per published financial statements AG

42 Adjustment for investments in entities that are consolidated for accounting purposes but are outside the regulatory scope of consolidation AH

43 Adjustment for fiduciary assets recognised on the balance sheet in accordance with the Accounting Standards but excluded from the calculation of the exposure measure AI

44 Adjustment for derivative transactions AJ

45 Adjustment for SFTs AK

46 Adjustment for off-balance sheet items  AL

47 Other adjustments AM

48 EM AN

(Part F of Schedule 1C should be submitted on an annual basis)

Solo/Group (indicate as appropriate)

Monetary Authority of Singapore



MAS NOTICE 1111: CREDIT RISK REPORTING SCHEDULES Annex 10B
SCHEDULE 2

SUMMARY OF CREDIT RWA

Name of the Merchant Bank:

Statement as at:

Scope of Reporting:

1. Credit RWA
Amount         

(S$ million)

(a) SA(CR), SA(EQ), SA(SE) Total Credit RWA

(i) Cash and Cash Equivalents

(ii) Central Government and Central Bank Asset Class

(iii) PSE Asset Class

(iv) MDB Asset Class

(v) Bank Asset Class

(vi) Corporate Asset Class

(vii) Regulatory Retail Asset Class

(viii) Residential Mortgage Asset Class

(ix) CRE Asset Class

(x) Other Exposures Asset Class

(xi) SA(EQ) RWA 

(xii) SA(SE) RWA

(xiii) Unsettled Trades

(b) SA(CR) RWA + SA(EQ) RWA + SA(SE) RWA A

(c) Total CVA RWA B

(d) RWA pursuant to paragraph 6.1.3(p)(iii) C

(e) Total Credit RWA  A + B + C D

Solo/Group (indicate as appropriate)

Monetary Authority of Singapore  



MAS NOTICE 1111: CREDIT RISK REPORTING SCHEDULES Annex 10B
SCHEDULE 2-1A

SA(CR) 

Name of the Merchant Bank:

Statement as at:

Scope of Reporting:

(In S$ million)
Notional 
Amount Risk Weight Credit RWA

(a) (b) (c=axb)
1. Cash Items
(a) Cash and cash equivalents 0%

(b) 0%

(c) 0%

(d) Cheques and other items in process of collection 20%

Total for Cash Items A

After CRM

Before applying 
qualifying bilateral 

netting agreements

After applying 
qualifying bilateral 

netting agreements 
(other than SFTs)

(d) (e) (f) (g) (h) (i=d+e+f+g+h) (j) (k=ixj)

2. Central Government and Central Bank Asset Class
(a) On-balance Sheet Exposures 

Risk Weight 0% 0%

Risk Weight 20% 20%

Risk Weight 50% 50%

Risk Weight 100% 100%

Risk Weight 150% 150%

Sub-Total Sum to zero

(b) Off-balance Sheet Exposures (excluding OTC Derivative Transactions & SFTs)

Risk Weight 0% 0%

Risk Weight 20% 20%

Risk Weight 50% 50%

Risk Weight 100% 100%

Risk Weight 150% 150%

Sub-Total Sum to zero

(c) OTC Derivative Transactions

Risk Weight 0% 0%

Risk Weight 10% 10%

Risk Weight 20% 20%

Risk Weight 50% 50%

Risk Weight 100% 100%

Risk Weight 150% 150%

Sub-Total Sum to zero

(d) SFTs

Risk Weight 0% 0%

Risk Weight 10% 10%

Risk Weight 20% 20%

Risk Weight 50% 50%

Risk Weight 100% 100%

Risk Weight 150% 150%

Sub-Total Sum to zero

Total for Central Government and Central Bank Asset Class B

Materiality 
Threshold 
Amount

(e) Materiality threshold below which no payment will be made by 1250%

the protection provider in the event of loss on a SA exposure 

Total for Central Government and Central Bank Asset Class (Inclusive of the RWA due to the materality threshold) B

After CRM

Before applying 
qualifying bilateral 

netting agreements

After applying 
qualifying bilateral 

netting agreements 
(other than SFTs)

(d) (e) (f) (g) (h) (i=d+e+f+g+h) (j) (k=ixj)

3. PSE Asset Class
(a) On-balance Sheet Exposures 

Risk Weight 0% 0%

Risk Weight 20% 20%

Risk Weight 50% 50%

Risk Weight 100% 100%

Risk Weight 150% 150%

Sub-Total Sum to zero

(b) Off-balance Sheet Exposures (excluding OTC Derivative Transactions & SFTs)

Risk Weight 0% 0%

Risk Weight 20% 20%

Risk Weight 50% 50%

Risk Weight 100% 100%

Risk Weight 150% 150%

Sub-Total Sum to zero

(c) OTC Derivative Transactions

Risk Weight 0% 0%

Risk Weight 10% 10%

Risk Weight 20% 20%

Risk Weight 50% 50%

Risk Weight 100% 100%

Risk Weight 150% 150%

Sub-Total Sum to zero

(d) SFTs

Risk Weight 0% 0%

Risk Weight 10% 10%

Risk Weight 20% 20%

Risk Weight 50% 50%

Risk Weight 100% 100%

Risk Weight 150% 150%

Sub-Total Sum to zero

Total for PSE Asset Class C

Materiality 
Threshold 
Amount

(e) Materiality threshold below which no payment will be made by 1250%

the protection provider in the event of loss on a SA exposure 

Total for PSE Asset Class (Inclusive of the RWA due to the materality threshold) C

Credit RWA

Receivable funds from DvP transactions up to and including the fourth business day after the 
settlement date

Notional 
Amount Net Exposure Risk Weight

Decrease in Net 
Exposure due to 

FC(CA)
Net Exposure Redistribution of Net 

Exposures due to FC(SA)

Before CRM

Risk Weight Credit RWA

CRM Adjustments

Notional 
Amount Net Exposure

Solo/Group (indicate as appropriate)

Inflows due to 
Credit Protection 

Sold

CRM Adjustments

Gold bullion held in own vault or on an allocated basis backed by gold bullion liabilities

(Outflows) due 
to Credit 

Protection 
Bought

Gross Exposure

(Outflows) due 
to Credit 

Protection 
Bought

Inflows due to 
Credit Protection 

Sold

Redistribution of Net 
Exposures due to FC(SA)

Before CRM

Net Exposure
Decrease in Net 
Exposure due to 

FC(CA)

Gross Exposure

Monetary Authority of Singapore  



MAS NOTICE 1111: CREDIT RISK REPORTING SCHEDULES Annex 10B
SCHEDULE 2-1A

SA(CR) 

Name of the Merchant Bank:

Statement as at:

Scope of Reporting: Solo/Group (indicate as appropriate)

4. MDB Asset Class
(a) On-balance Sheet Exposures 

Risk Weight 0% 0%

Risk Weight 20% 20%

Risk Weight 50% 50%

Risk Weight 100% 100%

Risk Weight 150% 150%

Sub-Total Sum to zero

(b) Off-balance Sheet Exposures (excluding OTC Derivative Transactions & SFTs)

Risk Weight 0% 0%

Risk Weight 20% 20%

Risk Weight 50% 50%

Risk Weight 100% 100%

Risk Weight 150% 150%

Sub-Total Sum to zero

(c) OTC Derivative Transactions

Risk Weight 0% 0%

Risk Weight 10% 10%

Risk Weight 20% 20%

Risk Weight 50% 50%

Risk Weight 100% 100%

Risk Weight 150% 150%

Sub-Total Sum to zero

(d) SFTs

Risk Weight 0% 0%

Risk Weight 10% 10%

Risk Weight 20% 20%

Risk Weight 50% 50%

Risk Weight 100% 100%

Risk Weight 150% 150%

Sub-Total Sum to zero

Total for MDB Asset Class D

Materiality 
Threshold 
Amount

(e) Materiality threshold below which no payment will be made by 1250%

the protection provider in the event of loss on a SA exposure 

Total for MDB Asset Class (Inclusive of the RWA due to the materality threshold) D

After CRM

Before applying 
qualifying bilateral 

netting agreements

After applying 
qualifying bilateral 

netting agreements 
(other than SFTs)

(d) (e) (f) (g) (h) (i=d+e+f+g+h) (j) (k=ixj)

5. Bank Asset Class
(a) On-balance Sheet Exposures 

Risk Weight 0% 0%

Risk Weight 20% 20%

Risk Weight 50% 50%

Risk Weight 100% 100%

Risk Weight 150% 150%

Sub-Total Sum to zero

(b) Off-balance Sheet Exposures (excluding OTC Derivative Transactions & SFTs)

Risk Weight 0% 0%

Risk Weight 20% 20%

Risk Weight 50% 50%

Risk Weight 100% 100%

Risk Weight 150% 150%

Sub-Total Sum to zero

(c) OTC Derivative Transactions

Risk Weight 0% 0%

Risk Weight 10% 10%

Risk Weight 20% 20%

Risk Weight 50% 50%

Risk Weight 100% 100%

Risk Weight 150% 150%

Sub-Total Sum to zero

(d) SFTs

Risk Weight 0% 0%

Risk Weight 10% 10%

Risk Weight 20% 20%

Risk Weight 50% 50%

Risk Weight 100% 100%

Risk Weight 150% 150%

Sub-Total Sum to zero

Total for Bank Asset Class E

Materiality 
Threshold 
Amount

(e) Materiality threshold below which no payment will be made by 1250%

the protection provider in the event of loss on a SA exposure 

Total for Bank Asset Class (Inclusive of the RWA due to the materality threshold) E

6. Corporate Asset Class
(a) On-balance Sheet Exposures 

Risk Weight 0% 0%

Risk Weight 20% 20%

Risk Weight 50% 50%

Risk Weight 100% 100%

Risk Weight 150% 150%

Sub-Total Sum to zero

(b) Off-balance Sheet Exposures (excluding OTC Derivative Transactions & SFTs)

Risk Weight 0% 0%

Risk Weight 20% 20%

Risk Weight 50% 50%

Risk Weight 100% 100%

Risk Weight 150% 150%

Sub-Total Sum to zero

(c) OTC Derivative Transactions

Risk Weight 0% 0%

Risk Weight 10% 10%

Risk Weight 20% 20%

Risk Weight 50% 50%

Risk Weight 100% 100%

Risk Weight 150% 150%

Sub-Total Sum to zero

(d) SFTs

Risk Weight 0% 0%

Risk Weight 10% 10%

Risk Weight 20% 20%

Risk Weight 50% 50%

Risk Weight 100% 100%

Risk Weight 150% 150%

Sub-Total Sum to zero

Total for Corporate Asset Class F

Materiality 
Threshold 
Amount

(e) Materiality threshold below which no payment will be made by 1250%

the protection provider in the event of loss on a SA exposure 

Total for Corporate Asset Class (Inclusive of the RWA due to the materality threshold) F

CRM Adjustments

Net ExposureNotional 
Amount Net Exposure

(Outflows) due 
to Credit 

Protection 
Bought

Gross Exposure

Before CRM

Risk Weight Credit RWA
Inflows due to 

Credit Protection 
Sold

Redistribution of Net 
Exposures due to FC(SA)

Decrease in Net 
Exposure due to 

FC(CA)

Monetary Authority of Singapore  



MAS NOTICE 1111: CREDIT RISK REPORTING SCHEDULES Annex 10B
SCHEDULE 2-1A

SA(CR) 

Name of the Merchant Bank:

Statement as at:

Scope of Reporting: Solo/Group (indicate as appropriate)

After CRM

Before applying 
qualifying bilateral 

netting agreements

After applying 
qualifying bilateral 

netting agreements 
(other than SFTs)

(d) (e) (f) (g) (h) (i=d+e+f+g+h) (j) (k=ixj)

7. Regulatory Retail Asset Class
(a) On-balance Sheet Exposures

Risk Weight 0% 0%

Risk Weight 20% 20%

Risk Weight 50% 50%

Risk Weight 75% - Exposures to individuals 75%

Risk Weight 75% - Exposures to small business 75%

Risk Weight 100% 100%

Risk Weight 150% 150%

Sub-Total Sum to zero

(b) Off-balance Sheet Exposures (excluding OTC Derivative Transactions & SFTs)

Risk Weight 0% 0%

Risk Weight 20% 20%

Risk Weight 50% 50%

Risk Weight 75% - Exposures to individuals 75%

Risk Weight 75% - Exposures to small business 75%

Risk Weight 100% 100%

Risk Weight 150% 150%

Sub-Total Sum to zero

(c) OTC Derivative Transactions

Risk Weight 0% 0%

Risk Weight 10% 10%

Risk Weight 20% 20%

Risk Weight 50% 50%

Risk Weight 75% - Exposures to individuals 75%

Risk Weight 75% - Exposures to small business 75%

Risk Weight 100% 100%

Risk Weight 150% 150%

Sub-Total Sum to zero

(d) SFTs

Risk Weight 0% 0%

Risk Weight 10% 10%

Risk Weight 20% 20%

Risk Weight 50% 50%

Risk Weight 75% - Exposures to individuals 75%

Risk Weight 75% - Exposures to small business 75%

Risk Weight 100% 100%

Risk Weight 150% 150%

Sub-Total Sum to zero

Total for Regulatory Retail Asset Class G

Materiality 
Threshold 
Amount

(e) Materiality threshold below which no payment will be made by 1250%

the protection provider in the event of loss on a SA exposure 

Total for Regulatory Retail Asset Class (Inclusive of the RWA due to the materality threshold) G

8. Residential Mortgage Asset Class
(a) On-balance Sheet Exposures

Risk Weight 0% 0%

Risk Weight 20% 20%

Risk Weight 35% 35%

Risk Weight 50% 50%

Risk Weight 75% 75%

Risk Weight 100% 100%

Sub-Total Sum to zero

(b) Off-balance Sheet Exposures

Risk Weight 0% 0%

Risk Weight 20% 20%

Risk Weight 35% 35%

Risk Weight 50% 50%

Risk Weight 75% 75%

Risk Weight 100% 100%

Sub-Total Sum to zero

Total for Residential Mortgage Asset Class H

Materiality 
Threshold 
Amount

(c) Materiality threshold below which no payment will be made by 1250%

the protection provider in the event of loss on a SA exposure 

Total for Residential Mortgage Asset Class (Inclusive of the RWA due to the materality threshold) H

8A. CRE Asset Class
(a) On-balance Sheet Exposures

Risk Weight 0% 0%

Risk Weight 20% 20%

Risk Weight 35% 35%

Risk Weight 50% 50%

Risk Weight 75% 75%

Risk Weight 100% 100%

Risk Weight 150% 150%

Sub-Total Sum to zero

(b) Off-balance Sheet Exposures

Risk Weight 0% 0%

Risk Weight 20% 20%

Risk Weight 35% 35%

Risk Weight 50% 50%

Risk Weight 75% 75%

Risk Weight 100% 100%

Risk Weight 150% 150%

Sub-Total Sum to zero

Total for CRE Asset Class I

Materiality 
Threshold 
Amount

(c) Materiality threshold below which no payment will be made by 1250%

the protection provider in the event of loss on a SA exposure 

Total for Residential Mortgage Asset Class (Inclusive of the RWA due to the materality threshold) I

Net exposure 
before CRM, 

where applicable

Net exposure 
(after CRM, 

where 
applicable)

Risk Weight Credit RWA

9. Other Exposures Asset Class
(a) Premises, plant and equipment and other fixed assets 100%

(b) Real Estate 100%

(c) Exposures to individuals excluded from regulatory retail asset class 100%

(d) Other exposures/assets not included in above categories 100%

(Pls itemise and specify)

Total for Other Exposures Asset Class J

Materiality 
Threshold 
Amount

(e) Materiality threshold below which no payment will be made by 1250%

the protection provider in the event of loss on a SA exposure 

Total for Other Exposures Asset Class (Inclusive of the RWA due to the materality threshold) J

10. Total SA(CR) net exposures after CRM, where applicable

Total SA(CR) RWA K=SUM(A:J)

Before CRM

Notional 
Amount Net Exposure

(Outflows) due 
to Credit 

Protection 
Bought

Inflows due to 
Credit Protection 

Sold

Redistribution of Net 
Exposures due to FC(SA)

Gross Exposure

Net Exposure Risk Weight Credit RWA

CRM Adjustments

Decrease in Net 
Exposure due to 

FC(CA)

Monetary Authority of Singapore  



MAS NOTICE 1111: CREDIT RISK REPORTING SCHEDULES Annex 10B

SCHEDULE 2-6A

SA(EQ) 

Name of the Merchant Bank:

Statement as at:

Scope of Reporting:

(In S$ million)
Gross 

Exposures

Net 

Exposures

Risk 

Weight

SA(EQ) 

RWA
1. Equity Exposures

(a) Equity exposures in unconsolidated financial institutions in which the 100%
Merchant Bank does not hold a major stake (as stated in para 6.1.3 (o)(iii),

6.2.3 (d)(iii) and 6.3.3 (d)(iii) of Part VI)

(a) Capital investments in associates

Where Merchant Bank holds ≤ 20% equity stake 100%

Where Merchant Bank holds > 20% equity stake 100%

(b) Capital investments in financial institutions incorporated in Singapore, 100%

approved, licensed, registered or otherwise regulated by the Authority, 

≤ 2% of Eligible Total Capital 

(cb) Other equity exposures 100%

Materiality 

Threshold 

Amount

(c) Materiality threshold below which no payment will be made by 1250%

 the protection provider in the event of loss on an SA(EQ) exposure 

2. Total SA(EQ) RWA

Solo/Group (indicate as appropriate)

Monetary Authority of Singapore  



MAS NOTICE 1111: CREDIT RISK REPORTING SCHEDULES Annex 10B
SCHEDULE 2-7A

SA(SE)

Name of the Merchant Bank:

Statement as at:

Scope of Reporting:

(In S$ million) After CRM

(a) (b) (c) (d) (e=a+b+c+d)
1. Rated Securitisation Exposures

Risk Weight 20% col. deleted
Risk Weight 50% col. deleted
Risk Weight 100% col. deleted
Risk Weight 350% col. deleted
Deduction Risk Weight 1250% col. deleted unshaded
[Risk Weight of Collateral under FC(SA), if applicable] col. deleted

Total Rated Securitisation Exposures Sum to zero col. deleted

2. Unrated Securitisation Exposures

(a) On-balance sheet
Unrated most senior exposures col. deleted
Second loss positions in ABCPs col. deleted
Other unrated exposures - Risk Weight 1250% col. deleted unshaded
[Risk Weight of Collateral under FC(SA), if applicable] col. deleted
Sub-Total Sum to zero col. deleted

(b) Off-balance sheet
Eligible liquidity facilities col. deleted
Eligible servicer cash advance facilities col. deleted
Early amortisation col. deleted
Other unrated exposures - Risk Weight 1250% col. deleted unshaded
[Risk Weight of Collateral under FC(SA), if applicable] col. deleted
Sub-Total Sum to zero col. deleted

(c) Total Unrated Securitisation Exposures col. deleted

3. Rated Resecuritisation Exposures

Risk Weight 40% col. deleted
Risk Weight 100% col. deleted
Risk Weight 225% col. deleted
Risk Weight 650% col. deleted
Deduction Risk Weight 1250% col. deleted unshaded
[Risk Weight of Collateral under FC(SA), if applicable] col. deleted

Total Rated Resecuritisation Exposures Sum to zero col. deleted

4. Unrated Resecuritisation Exposures

(a) On-balance sheet
Unrated most senior exposures col. deleted
Second loss positions in ABCPs col. deleted
Other unrated exposures - Risk Weight 1250% col. deleted unshaded
[Risk Weight of Collateral under FC(SA), if applicable] col. deleted
Sub-Total Sum to zero col. deleted

(b) Off-balance sheet
Eligible liquidity facilities col. deleted
Eligible servicer cash advance facilities col. deleted
Early amortisation col. deleted
Other unrated exposures - Risk Weight 1250% col. deleted unshaded
[Risk Weight of Collateral under FC(SA), if applicable] col. deleted
Sub-Total Sum to zero col. deleted

(c) Total Unrated Resecuritisation Exposures col. deleted

Tier 1 Capital 
only 

Amount 
deducted in 

calculation of 
CET1 Capital

Tier 1 
Capital and 

Tier 2 
Capital

Risk Weight 
1250%

5. Summary

Gain-on-sale
Credit-enhancing interest only strips net of gain-on-sale - Risk Weight 1250% unshaded
Rated exposures

Unrated exposures

Total

Adjusted Total (after deducting amount in excess of the 
 maximum capital requirement)

Solo/Group (indicate as appropriate)

Before CRM CRM Adjustments

Notional 
Amount

Gross 
Exposure Net Exposure

(Outflows) 
due to 
Credit 

Protection 
Bought

Redistribution 
of Net 

Exposures 
due to FC(SA)

Deductions from

SA(SE) RWA

SA(SE) RWADecrease in 
Net Exposure 
due to FC(CA)

Net 
Exposures

Deductions 
from Tier 1 

and 
Deductions 
from Tier 2 

Monetary Authority of Singapore  



MAS NOTICE 1111: CREDIT RISK REPORTING SCHEDULES Annex 10B
SCHEDULE 2-8A

UNSETTLED TRANSACTIONS

Name of the Merchant Bank:

Statement as at:

Scope of Reporting: 

(In S$ million)

1. Unsettled DvP Trades
Positive 
Current 

Exposure
Risk Weight Credit RWA

(a) (b) (c=axb)

Number of working days after the due settlement date

(a) From 5 to 15 100%

(b) From 16 to 30 625%

(c) From 31 to 45 938%

(d) 46 or more 1250%

Sub-Total for Unsettled DvP Trades

Positive 
Current 

Exposure
Risk Weight Credit RWA

Deductions from 
Tier 1 Capital 

and Deductions 
from Tier 2 

Capital

(d) (e) (f=dxe)

2. Unsettled non-DvP Trades
(A Merchant Bank shall report in 2(a), SA(CR) exposures that are not material in aggregate

and where a Merchant Bank applied a 100% risk weight in accordance with paragraph 7.3.38)

(a) Second leg less than 5 days late 100% col. deleted
(b) Second leg 5 days late or more unshaded 1250% unshaded col. deleted

3. Total col. deleted

Solo/Group (indicate as appropriate)

Monetary Authority of Singapore



MAS NOTICE 1111: MARKET RISK REPORTING SCHEDULES Annex 10C
SCHEDULE 3

SUMMARY OF MARKET RWA

Name of Merchant Bank:

Statement as at:

Scope of Reporting: 

Market Risk Capital Requirement under SA(MR) (In S$ million)

Market Risk Type Specific Risk
 General 

Market Risk 
 Total Capital 
Requirement 

(a)  (b)  (c)  (d=a+b+c) 

Interest Rate Risk

Equity Risk 

Foreign Exchange Risk

Commodity Risk

Total Capital Requirement under SA(MR) A

Total Market RWA under SA(MR) Ax12.5 B

Solo/Group (indicate as appropriate)

 Additional Capital Requirement 
for Options 

Monetary Authority of Singapore



MAS NOTICE 1111: MARKET RISK REPORTING SCHEDULES Annex 10C
SCHEDULE 3-1A

SA(MR) - INTEREST RATE RISK 

Name of the Merchant Bank:

Statement as at:

Scope of Reporting:

In SGD Equivalent of Foreign Currency (S$ million)

Long Short Long Short

(a) (b) (ΙaΙ + ΙbΙ)
1. Specific Risk

(i) Positions not covered under SA(SE) 

Government

1 0.00%
2 or 3

6 months or less 0.25%
more than 6 and up to 24 months 1.00%
more than 24 months 1.60%

4 or 5 8.00%
6 12.00%
Unrated 8.00%

Qualifying 6 months or less 0.25%
more than 6 and up to 24 months 1.00%
more than 24 months 1.60%

Others

8.00%
12.00%
8.00%

Sub-Total

(ii) Securitisation/Resecuritisation Positions (Non-Correlation Trading)

Securitisation 
positions covered 
under SA(SE)

1 to 2 I 1.60%
3 to 5 II 4.00%
6 to 8 III 8.00%
9 to 11 28.00%
12 or Unrated IV or Unrated Deduction

Sub-Total

[Transition Period] Sub-Total where capital charge is applied to higher of (a) and (b)

Resecuritisation 
positions covered 
under SA(SE)

1 to 2 I 3.20%
3 to 5 II 8.00%
6 to 8 III 18.00%
9 to 11 52.00%
12 or Unrated IV or Unrated Deduction

Sub-Total

[Transition Period] Sub-Total where capital charge is applied to higher of (a) and (b)

(iii) Correlation Trading Portfolio

Correlation Trading Portfolio *

*Higher of (a) or (b)

Total Interest Rate (Specific Risk) Capital Requirement A
Total Interest Rate (Specific Risk) Capital Requirement [Transition Period until 31 December 2013] A1

4
5 or 6
Unrated

Credit quality grade as 
set out in Table 7R-3 of 
Annex 7R of Part VII

Credit quality grade as 
set out in Table 7R-4 of 
Annex 7R of Part VII

Credit quality grade as 
set out in Table 7R-3 of 
Annex 7R of Part VII

Credit quality grade as 
set out in Table 7R-4 of 
Annex 7R of Part VII

Net 
Positions 
subject to 

Risk 
Charge

Specific 
Risk 

Charge

Capital 
Require

ment

Credit quality grade as set out in Table 7R-1 of 
Annex 7R of Part VII

Credit quality grade as set out in Table 7R-1 of 
Annex 7R of Part VII

Solo/Group (indicate as appropriate)

Gross Position Net Position

Monetary Authority of Singapore



MAS NOTICE 1111: MARKET RISK REPORTING SCHEDULES Annex 12C
SCHEDULE 3-1A

SA(MR) - INTEREST RATE RISK 

Name of the Merchant Bank:

Statement as at:

Scope of Reporting:

2. General Market Risk (Summary)

Method Used

SGD Equivalent (S$ million)

Interest Rate Positions

Capital 
Require

ment
(d=a+b+c)

Singapore Dollar 
United States Dollar 
(Pls itemise other currencies)

Other Residual Currencies

Total Interest Rate (General Market Risk) Capital Requirement B

3. Additional Capital Requirement for Options
Simplified Method C
Delta-Plus Method - Capital Requirement for Gamma Risk and Vega Risk D
Scenario Approach E

Additional Capital Requirement for Options C or D or E F

4. Total Market Risk Capital Requirement for Interest Rate Risk (A or A1) +B+F

(a) (b) (c)

from A or H of Sch 3-1B from F or M of Sch 3-1B from E or L of Sch 3-1B

Residual Unmatched 
Weighted Positions

Vertical 
Disallowance

Horizontal 
Disallowance

Monetary Authority of Singapore



MAS NOTICE 1111: MARKET RISK REPORTING SCHEDULES Annex 10C
SCHEDULE 3-1B

SA(MR) - INTEREST RATE RISK (GENERAL MARKET RISK)

Name of Merchant Bank:

Statement as at: 0-Jan-00 Method Used :

Scope of Reporting: Interest Rate Positions 
Denominated in :

(In S$ million)

1. Maturity Method

Long Short Long Short
 Matched 
Weighted 
Position 

 Band 
Matching 

Factor 

 
Require-

ment 

 Matched 
Weighted 
Position 

 Zone 
Matching 

Factor 

 
Require-

ment 

 Matched 
Weighted 
Position 

 Zone 
Matching 

Factor 

 
Require-

ment 

 Matched 
Weighted 
Position 

 Zone 
Matching 

Factor 

 Require-
ment 

(a) (b) (c)  (d=axc)  (e=bxc)  (f) (g)  (h=fxg) (i)  (j)  (k=ixj) (l)  (m)  (n=lxm) (o)  (p)  (q=oxp) (r)

Time Band 1 0.00% 10.00%

Time Band 2 0.20% 10.00%

Time Band 3 0.40% 10.00%

Time Band 4 0.70% 10.00%

Time Band 5 1.25% 10.00%

Time Band 6 1.75% 10.00%

Time Band 7 2.25% 10.00%

Time Band 8 2.75% 10.00%

Time Band 9 3.25% 10.00%

Time Band 10 3.75% 10.00%

Time Band 11 4.50% 10.00%

Time Band 12 5.25% 10.00%

Time Band 13 6.00% 10.00%

Time Band 14 8.00% 10.00%

Time Band 15 12.50% 10.00%

A B C D E

Total Vertical Disallowance A

Total Horizontal Disallowance B+C+D F

Interest Rate (General Market Risk) Capital Requirement - Maturity Method A+E+F G

2. Duration Method

Unmatched 
Position

Long Short Long Short  Matched 
Weighted 
Position 

 Band 
Matching 

Factor 

 
Require-

ment 

 Matched 
Weighted 
Position 

 Zone 
Matching 

Factor 

 
Require-

ment 

 Matched 
Weighted 
Position 

 Zone 
Matching 

Factor 

 
Require-

ment 

 Matched 
Weighted 
Position 

 Zone 
Matching 

Factor 

 Require-
ment 

(a') (b') (c')  (d) = 

(a) x (c) 

 (e) = 

(b) x (c)  

(f) (g)  (h) = 

(f) x (g) 

(i)  (j)  (k) =

(i) x (j) 

(l)  (m)  (n) =

(l) x (m) 

(o)  (p)  (q) =

(o) x (p) 

(r)

Duration Band 1 1.00% 5.00%

Duration Band 2 1.00% 5.00%

Duration Band 3 1.00% 5.00%

Duration Band 4 1.00% 5.00%

Duration Band 5 0.90% 5.00%

Duration Band 6 0.80% 5.00%

Duration Band 7 0.75% 5.00%

Duration Band 8 0.70% 5.00%

Duration Band 9 0.65% 5.00%

Duration Band 10 0.60% 5.00%

Duration Band 11 0.60% 5.00%

Duration Band 12 0.60% 5.00%

Duration Band 13 0.60% 5.00%

Duration Band 14 0.60% 5.00%

Duration Band 15 0.60% 5.00%

H I J K L

Total Vertical Disallowance H

Total Horizontal Disallowance I+J+K M

Interest Rate (General Market Risk) Capital Requirement - Duration Method H+L+M N

[MAS Notice 1111 (Amendment) 2013]

Solo/Group (indicate as appropriate)

Net Position 
(Notional 
Amount)

General 
Risk 

Charge

Risk Weighted 
Position 

Zone 3

Disallowances

Unmatched 
PositionVertical Horizontal 

 Within Zone  Between Zone 1 & 2 and 2 & 3  Between Zone 1 & 3 

40.00%

30.00%

40.00%

100.00%

Zone 1

40.00%

Zone 2
30.00%

Net Position x 
Modified 
Duration

Assumed 
Yield 

Change

Risk Weighted 
Position 

Disallowances

Vertical Horizontal 

 Within Zone  Between Zone 1 & 2 and 2 & 3  Between Zone 1 & 3 

100.00%

40.00%

40.00%

Zone 2
30.00%

Zone 1

40.00%

Zone 3

30.00%

Monetary Authority of Singapore



MAS NOTICE 1111:  MARKET RISK REPORTING SCHEDULES Annex 10C
SCHEDULE 3-1C

SA(MR) - EQUITY RISK

Name of the Merchant Bank:

Statement as at:

Scope of Reporting:

In SGD Equivalent of Foreign Currency (S$ million)

Long Short

1. Specific Risk

(a) Qualifying equity indices
Singapore 2%*

United States 2%*

(Pls list and specify)

(b) Equities and equity baskets
Singapore 8%

United States 8%

(Pls list and specify)

(c) Other equity indices
Singapore 8%

United States 8%

(Pls list and specify)

Sub-Total A

2. General Market Risk
Singapore 8%

United States 8%

(Pls list and specify)

Sub-Total B

3. Additional Capital Requirement for Arbitrage Strategies
(a) 2%

underlying index at different dates

or in different market centres

(b) 2%

similar indices at the same date

(c) 4%

stocks comprising at least 90%

of the index

Sub-Total C

4. Additional Capital Requirement for Options
Simplified Method D

Delta-Plus Method - Capital Requirement for Gamma Risk and Vega Risk E

Scenario Approach F

Additional Capital Requirement for Options D or E or F G

5. Total Market Risk Capital Requirement for Equity Position Risk A+B+C+G

Capital 
Requirement

Solo/Group (indicate as appropriate)

Net Position / 
Matched Position

Specific / 
General Market 
Risk Charge / 
Additional Risk 

Charge

Index versus basket of constituent 

Matched positions in same 

Matched positions in different but 



MAS NOTICE 1111: MARKET RISK REPORTING SCHEDULES Annex 10C
SCHEDULE 3-1D

SA(MR) - FOREIGN EXCHANGE RISK

Name of Merchant Bank: 0

Statement as at:

Scope of Reporting:

1. Foreign Exchange Positions

Long Position Short Position

Australian Dollars

Canadian Dollars

Chinese Renmibi

Danish Kronor

Euro

Hong Kong Dollar

Indian Rupee

Indonesian Rupiah

Japanese Yen

Korean Won

Malaysia Ringgit

New Taiwan Dollars

New Zealand Dollars

Norwegian Krone

Philipines Peso

Pound Sterling

Saudi Arabian Riyal

Swedish Kroner

Sri Lanka Rupee

Swiss Franc

Thai Baht

United States Dollars

Other Material Currencies (Please specify and itemise)

Other Non-Material Currencies

Sum of Net Long Positions / Sum of Net Short Positions

Net Position in Foreign Exchange A

(Higher of sum of net long positions or sum of net short positions)

2. Gold Position
Net Exposure in Gold B

3. Foreign Exchange and Gold Positions
Net Exposure in Foreign Exchange and Gold A+B C

Risk Charge 8%

4. Foreign Exchange and Gold Positions Capital Requirement Cx8% D

5. Additional Capital Requirement for Options
Simplified Method E

Delta-Plus Method - Capital Requirement for Gamma Risk and Vega Risk F

Scenario Approach G

Additional Capital Requirement for Options E or F or G H

6. Total Capital Requirement for Foreign Exchange Risk D+H

(General Market Risk)

Solo/Group (indicate as appropriate)

 S$ Equivalent of Foreign 
Currency (S$ million) 

Currencies / Gold

Monetary Authority of Singapore



MAS NOTICE 1111: MARKET RISK REPORTING SCHEDULES Annex 10C
SCHEDULE 3-1E

SA(MR) - COMMODITIES RISK

Name of Merchant Bank:

Statement as at: ##

Scope of Reporting:

Method Used: 

1. Simplified Approach
Commodity Positions (S$ million)

Commodity
Silver
Brent
Others (Pls specify and itemise)

Sum of Absolute Net Position A B

Risk Charge to be applied on Net Positions 15%

Capital Requirement for Net Positions Ax15% C

Risk Charge to be applied on Gross Positions 3%

Capital Requirement for Gross Positions Bx3% D

Market Risk Capital Requirement for Commodity Risk - Simplified Approach C+D E

2. Maturity Ladder Approach
Commodity Positions (S$ million)

Commodity
Silver

Time Band 1 1.50%
Time Band 2 1.50%
Time Band 3 1.50%
Time Band 4 1.50%
Time Band 5 1.50%
Time Band 6 1.50%
Time Band 7 1.50%
Remaining Positions

Brent
Time Band 1 1.50%
Time Band 2 1.50%
Time Band 3 1.50%
Time Band 4 1.50%
Time Band 5 1.50%
Time Band 6 1.50%
Time Band 7 1.50%
Remaining Positions

Others (Pls specify and itemise)

Market Risk Capital Requirement for Commodity Risk - Maturity Ladder Approach F

3. Additional Capital Requirement for Options

Simplified Method G
Delta-Plus Method - Capital Requirement for Gamma Risk and Vega Risk H

Scenario Approach I

Additional Capital Requirement for Options G or H or I J

4. Total Market Risk Capital Requirement for Commodity Risk E+J or F+J

Solo/Group (indicate as appropriate)

Gross Long 
Position

Gross Short 
Position

Absolute 
Gross Long 
plus Short 
Positions

Matched 
Position

Spread 
Charge

Capital 
Requirement 
for Matched 

Positions

Carried Forward 
Positions

Carry/Outright 
Charge

Capital 
Requirement 
for Carried 
Forward 
Positions

Total Capital 
Requirement

Absolute Net 
Long or 
Short 

Position

0.60%
0.60%
0.60%
0.60%
0.60%
0.60%
0.60%
15.0%

0.60%
0.60%
0.60%
0.60%
0.60%
0.60%
0.60%
15.0%

Monetary Authority of Singapore



MAS NOTICE 1111: MARKET RISK REPORTING SCHEDULES Annex 10C
SCHEDULE 3-1F

SA(MR) - OPTIONS POSITION RISK

Name of Merchant Bank:

Statement as at:

Scope of Reporting :

Method Used: 

1. Simplified Approach

Risk Charge

1a. Interest Rate Options

Specific Risk

General Market Risk

Total A

1b. Equity Options `

Specific Risk

General Market Risk

Total B

1c. Foreign Exchange Options
General Market Risk 8% C

1d. Commodity Options
General Market Risk 15% D

1e. Total Options Position Capital Requirement SUM(A:D) E

2. Delta-Plus Method
Capital requirement (S$ million)

2a. Interest Rate Options

Singapore Dollar

Time Band 1

Time Band 2

Time Band 3

.

.

Time Band 15

United States Dollar

Time Band 1

Time Band 2

Time Band 3

.

.

Time Band 15

Others (Pls specify and itemise by currency type)

Total Capital Requirement for Gamma Risk and Vega Risk F

2b. Equity Options

Singapore

USA

Others (Pls specify and itemise by national markets)

Total Capital Requirement for Gamma Risk and Vega Risk

G

2c. Foreign Exchange and Gold Options

Australian Dollar AUD

Canadian Dollar CAD

.

.

United States Dollar USD

Others (Pls specify and itemise by currency type)

Total Capital Requirement for Gamma Risk and Vega Risk H

2d. Commodity Options

Silver

Brent

Others (Pls specify and itemise by commodity type)

Total Capital Requirement for Gamma Risk and Vega Risk I

2e. Total Capital Requirement for Gamma Risk and Vega Risk for all Options SUM(F:I) J

Solo/Group (indicate as appropriate)

S$ Equivalent of Foreign Currency (S$ million)

Positions

 Long Put & 
Long Outright 

Position 

 Long Call & 
Short 

Outright 
Position 

 Long Call  Long Put  Total Capital 
Charge 

 Capital 
Requirement 
for Gamma 

Risk 

 Capital 
Requirement 
for Vega Risk 

 Capital 
Requirement 
for Gamma 
Risk & Vega 

Risk 

Monetary Authority of Singapore



MAS NOTICE 1111: MARKET RISK REPORTING SCHEDULES Annex 10C
SCHEDULE 3-1F

SA(MR) - OPTIONS POSITION RISK

Name of Merchant Bank:

Statement as at:

Scope of Reporting : Solo/Group (indicate as appropriate)

3. Scenario Approach

3a. Interest Rate Options

Singapore Dollar (SGD)
Gain/Loss (S$ million)

Time Band 1: Assumed change in yield of 100 bp

-100 bp -66 bp -33 bp Current Yield +33 bp +66 bp +100 bp

Repeat the above table for each time band relevant to the interest rate option position

Other Currencies (Pls specify and itemise)

Repeat the analysis for other currencies, if applicable.

Total Interest Rate Options Capital Requirement K

3b. Equity Options

Singapore Gain/Loss (S$ million)

-8.00% -5.33% -2.67%  Current 
Equity Value +2.67% +5.33% +8.00%

Other National Markets (Pls specify and itemise)

Repeat the analysis for other national markets, if applicable.

Total Equity Options Capital Requirement L

3c. Foreign Exchange Options

Singapore Dollar / United States Dollar SGD/USD
Gain/Loss (S$million)

-8.00% -5.33% -2.67%
 Current 

Exchange 
Rate 

+2.67% +5.33% +8.00%

Other Currency Pairs (Pls specify and itemise)

Repeat the analysis for other currency pairs, if applicable.

Total Foreign Exchange Options Capital Requirement M

3d. Commodity Options

Brent
Gain/Loss (S$ million)

-15.00% -10.00% -5.00%
 Current 

Commodity 
Position 

+5.00% +10.00% +15.00%

Other Commodity Types (Pls specify and itemise)

Repeat the analysis for other commodity types, if applicable.

Total Commodity Options Capital Requirement N

3e. Total Options Capital Requirement SUM(K:N) O

+25%

Yield

Volatility

-25%

Current Volatility %
-25%

Equity Value

Volatility
+25%

Current Volatility %
-25%

Exchange Rate

Volatility
+25%

Current Volatility %

Commodity Position 
Value

Volatility
+25%

Current Volatility %
-25%

Monetary Authority of Singapore



MAS NOTICE 1111: OPERATIONAL RISK REPORTING SCHEDULES Annex 10D
SCHEDULE 4-1A

BIA , SA(OR)

Name of the Merchant Bank:

Statement as at:

Scope of Reporting:

(S$ million)

Banking Activities α and ß 
Factors First Year Second Year Third Year First Year Second Year Third Year  Average 

1. BIA 15% A

2. SA(OR)

Corporate Finance 18%

Trading and Sales 18%

Payment and Settlement 18%

Agency Services 15%

Asset Management 12%

Retail Brokerage 12%

Retail Banking 12%

Commercial Banking 15%

Total B

3. Operational Risk Capital Requirement A+B

Operational Risk Capital RequirementGross Income

Solo/Group (indicate as appropriate)

Monetary Authority of Singapore



MAS NOTICE 1111: OTHER REPORTING SCHEDULES Annex 10E
SCHEDULE 5A

OFF-BALANCE SHEET EXPOSURES 
(EXCLUDING DERIVATIVE TRANSACTIONS AND SECURITISATION EXPOSURES)

Name of Merchant Bank:

Statement as at:

Scope of Reporting:

(In S$ million)

Notional 
Amount CCF

Credit 
Equivalent 

Amount

1. Non-Retail Exposures
(a) Direct Credit Substitutes

General guarantees of indebtedness 100%

Standby letters of credit serving as financial 100%

guarantees for loans and securities

Acceptances (including endorsements with the 100%

character of acceptances)

Total

(b) Transaction-related Contingent Items
Performance bonds, bid bonds, warranties 50%

Standby letters of credit related to particular 50%

transactions

Total

(c) Short-term Self-Liquidating Trade-related Contingent Items and Underwriting Commitments
Documentary credits collateralised by underlying 20%

shipments

Commitments with an original maturity of one 20%

  year or less to underwrite debt and equity securities

(d) Note Issuance Facilities (NIF) & Revolving Underwriting Facilities (RUF)
NIFs 50%

RUFs 50%

Total

(e) Transactions, other than SFTs, involving the posting 
of securities held by the merchant bank 100%

as collateral

(f) Asset Sales with Recourse
Sale and repurchase agreements and asset sales with recourse 100%

(credit risk remains with the Merchant Bank)

(g) Other Commitments with Certain Drawdown
Forward purchase 100%

Forward deposits 100%

Partly-paid securities 100%

Others 100%

Total

(h) Other Commitments (credit lines, formal standby facilities)
Unconditionally cancellable at any time 0%

Original maturity up one year or less 20%

Original maturity of more than one year 50%

Total

(g) Total Non-Retail Off-Balance Sheet Exposures
(Excluding derivative transactions and securitisation exposures)

2.  Retail Exposures 
(a) Undrawn Commitments

Unconditionally cancellable at any time 0%

Original maturity up to one year or less 20%

Original maturity of more than one year 50%

Total

(b) Standby letters of credit

(c) Others (Pls itemise and specify)

(d) Total Retail Off-Balance Sheet Exposures
(Excluding derivative transactions and securitisation exposures)

Solo/Group (indicate as appropriate)

SA(CR)

Monetary Authority of Singapore



MAS NOTICE 1111: OTHER REPORTING SCHEDULES Annex 10E
SCHEDULE 5B

OTC DERIVATIVE TRANSACTIONS
(Notional Amounts and E) - CURRENT EXPOSURE METHOD

- CCR STANDARDISED METHOD

Name of Merchant Bank:

Statement as at:

Scope of Reporting:

(In S$ million)
Foreign 

Exchange 
Contracts and 

Gold

Interest Rates 
Contracts

Equity 
Contracts

Precious 
Metals 

Contracts

Other 
Commodities 

Contracts

Credit 
Derivative 
Contracts

Total 
Contracts

1. Current Exposure Method
a. Maturity of One Year or Less
i. Notional Amount

ii. Contracts Subject to Netting

Replacement Cost

Potential Future Exposure

iii. Contracts Not Subject to Netting

Replacement Cost

Potential Future Exposure

iv. Credit Equivalent Amount  (E)

v. Incurred CVA

vi. Credit Equivalent Amount  (E), less incurred CVA

b. Maturity of Over One Year and Up To 5 Years
i. Notional Amount

ii. Contracts Subject to Netting

Replacement Cost

Potential Future Exposure

iii. Contracts Not Subject to Netting

Replacement Cost

Potential Future Exposure

iv. Credit Equivalent Amount  (E)

v. Incurred CVA

vi. Credit Equivalent Amount  (E), less incurred CVA

c. Maturity of Over Five Years / All Maturity for Credit Derivatives
i. Notional Amount

ii. Contracts Subject to Netting

Replacement Cost

Potential Future Exposure

iii. Contracts Not Subject to Netting

Replacement Cost

Potential Future Exposure

iv. Credit Equivalent Amount  (E)

v. Incurred CVA

vi. Credit Equivalent Amount  (E), less incurred CVA

Total E

Total E, less incurred CVA

2. CCR Standardised Method

(a) Contracts subject to Current Market Value of the 

Hedging Sets

(b) Contracts subject to the CCF-weighted Absolute

Amounts of Risk Positions

(c) Total subject to ß of 1.4

Total E

Total E, less incurred CVA

Solo/Group (indicate as appropriate)

Monetary Authority of Singapore



MAS NOTICE 1111: OTHER REPORTING SCHEDULES Annex 10E
SCHEDULE 5C

INFLOWS INTO AND OUTFLOWS FROM ASSET SUB-CLASSES DUE TO CREDIT PROTECTION

Name of the Merchant Bank:

Statement as at:

Scope of Reporting:

(In S$ million)

Asset Class
Central Government 
& Central Bank Asset 

Class
PSE Asset Class MDB Asset Class Bank Asset Class Corporate Asset 

Class

(a) (b) (c) (d) (e) (f) (g=a-b-c-d-e-f) (h=-SUM(b:f)) (i) (j=a+h+i)

1. SA(CR)

(i) Central Government & Central Bank Asset Class (k) A

(ii) PSE Asset Class (l) B

(iii) MDB Asset Class (m) C

(iv) Bank Asset Class (n) D

(v) Corporate Asset Class (o) E

(vi) Regulatory Retail Asset Class (p)

(vii) Residential Mortgage Asset Class (q)

(viii) CRE Asset Class (r)

(ix) Securitisation Exposures (s)

(x) Other Exposures (t)

Total Inflows into Asset Class u=SUM(k:t)

A B C D E

[MAS Notice 1111 (Amendment) 2013]

(Outflows) 
from Asset 

Class

Inflows into 
Asset Class

Total 
Exposures in 
Asset Class

Solo/Group (indicate as appropriate)

Pre-CRM Net 
Exposure By 

Original Asset 
Class

Exposures with Credit Protection by Following Asset Classes

Exposure Not 
Guaranteed

Monetary Authority of Singapore



MAS NOTICE 1111: OTHER REPORTING SCHEDULES Annex 10E
SCHEDULE 5D

CREDIT VALUATION ADJUSTMENTS

Name of the Merchant Bank:

Statement as at:

Scope of Reporting:

(In S$ million)

1. CVA Standardised Method

a. Weight (wi) E
total 

of each weight Number of 

counterparties

Total Notional of Single 

Name CDS Hedges

Total Notional of Index 

CDS Hedges

0.7%

0.8%

1.0%

2.0%

3.0%

10.0%

b. Total  CVA RWA (Portfolio)

Solo/Group (indicate as appropriate)

Monetary Authority of Singapore



MAS NOTICE 1111: OTHER REPORTING SCHEDULES Annex 10E
SCHEDULE 5E

ELIGIBLE FINANCIAL COLLATERAL

Name of the Merchant Bank:

Statement as at:

Scope of Reporting:

Table 5E-Collateral for the SA(CR) and SA(SE)
(In S$ million)

SA(SE)
Central 

Government & 
Central Bank 
Asset Class

PSE Asset Class MDB Asset Class Bank Asset Class Corporate Asset 
Class

Regulatory Retail 
Asset Class

Residential 
Mortgage Asset 

Class
CRE Asset Class Other Exposures 

Asset Class Securitisation

(a) (b) (c) (d) (e) (f) (g) (h) (i) (j) (k = a+b+c+d+e+f+g+h+i+j)

1. Eligible Financial Collateral under FC(SA)

(a) Cash (including certificates of deposit and other similar 

instruments) on deposit with the Merchant Bank

(b) Gold

(c) Debt Security (excluding structured note)

(fd) Debt security which is a structured note

(de) Equity Security (including convertible bonds)

(e) Structured deposit issued by and on deposit with the Merchant Bank cancelled cancelled cancelled cancelled cancelled cancelled cancelled cancelled cancelled cancelled cancelled

(f) Structured note cancelled cancelled cancelled cancelled cancelled cancelled cancelled cancelled cancelled cancelled cancelled

(gf) Unit in a collective investment scheme

Sub-Total for Eligible Financial Collateral under FC(SA)

2. Eligible Financial Collateral under FC(CA)

(a) Cash (including certificates of deposit and other similar 

instruments) on deposit with the Merchant Bank

(b) Gold

(c) Debt Security (excluding structured note)

(fd) Debt security which is a structured note

(de) Equity Security (including convertible bonds)

(e) Structured deposit issued by and on deposit with the Merchant Bank cancelled cancelled cancelled cancelled cancelled cancelled cancelled cancelled cancelled cancelled cancelled

(f) Structured note cancelled cancelled cancelled cancelled cancelled cancelled cancelled cancelled cancelled cancelled cancelled

(gf) Unit in a collective investment scheme

Sub-Total for Eligible Financial Collateral under FC(CA)

Total for Collateral for the SA(CR) and SA(SE)

[MAS Notice 1111 (Amendment) 2013]

Solo/Group (indicate as appropriate)

SA(CR) Asset Class

Subtotal

Monetary Authority of Singapore
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