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Liquidity Coverage Ratio Current Period 

Table 1: Average LCR for the quarter ended 30 June 2015 
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Table 2: Average LCR for the quarter ended 31 March 2015 
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Comparative Figures 

Since local implementation of Basel III LCR standard, Banking Liquidity Rules, only took 
effect from 1st of January 2015, there is no prior period comparative information on Liquidity 
Coverage Ratio. The bank provided below Liquidity Ratio information for 2014 which was 
replaced by LCR in 2015. 

 

 
1Q 2014 

% 
2Q 2014 

% 
3Q 2014 

% 
4Q 2014 

% 

     
Average Liquidity Ratio for the Quarter 36% 33% 33% 35% 
 

The average Liquidity Ratio was computed as the simple average of each calendar month’s 
average ratio and is in accordance with the Fourth Schedule to the Hong Kong Banking 
Ordinance.   
 
 

Key Drivers 

SCB has maintained a strong liquidity position in 2015, which was reflected in healthy short 
term and structural liquidity metrics. Since local inception of LCR, the Bank has remained 
well above the regulatory minimum requirement of 60%. 
 
Liquidity Coverage Ratio (LCR) measures the short-term resilience of the bank’s liquidity risk 
profile, and is sensitive to balance sheet movement and composition. The average LCR 
decreased 16%, from 167%, in the 1st quarter to 151% in the 2nd quarter. The LCR 
movement was mainly driven by a reduction of cash inflow from secured and unsecured 
loans that matured within LCR period from 1st Quarter to the 2nd Quarter, partially being 
offset by an increase in HQLA holdings in mainly Level 1 Assets. 

Composition of High Quality Liquid Asset (“HQLA”) 

The Bank holds significant levels of high quality unencumbered liquid assets that can be 
liquefied, repo-ed or used as collateral in the event of a liquidity stress. 

The liquid assets consist predominately of Level 1 assets, including mainly cash and central 
bank reserves, Hong Kong exchange fund bills and notes, US treasuries and other 
marketable debt securities issued or guaranteed by other central banks and governments. In 
addition, the bank also holds level 2 assets such as high quality covered bonds, corporate 
bonds and bonds issued by public sector entities. 

Concentration of Funding Sources 

A substantial portion of our assets are funded by customer deposits, largely made up of low 
cost and stable current and savings accounts. This forms a stable base for the bank’s 
funding requirement. In addition, wholesale funding is widely diversified by client type and 
maturity which represents another stable source of funds for the Bank.  
The ALCO monitors trends in the balance sheet and ensures that any concerns that might 
impact the stability of these deposits are addressed effectively and timely. The ALCO also 
reviews balance sheet plans to ensure that projected asset growth is matched by growth in 
customer deposits. 
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Derivatives Exposure 

The use of derivatives for hedging and sale to customers as risk management products is an 
important part of the Bank’s business activities. These instruments are also used to manage 
the Bank’s own exposures to market risk as part of its asset and liability management 
process. The principal derivative instruments used by the Bank are foreign exchange related 
and interest rate related contracts, which are primarily over-the-counter derivatives. The 
Bank largest derivative counterparty is SCB UK, and our derivative positions are marked-to-
market on a daily basis.  
 

Currency Mismatch on LCR 

Customer assets are as far as possible funded in the same currency. Where mismatch arise, 
they are controlled by limits on the amount of foreign currency that can be swapped to local 
currency and vice versa. Such limits are therefore a means of controlling reliance on foreign 
exchange markets, which minimizes the risk that obligations could not be met in the required 
currency in the event that access to foreign exchange markets becomes restricted.  
 
Majority of the Bank’s customer deposits are denominated in HKD, USD and CNY. However 
the bank holds more USD denominated HQLA due to its significant market depth and ease 
of conversion into other currencies in the event of liquidity stress. This is in line with the 
Alternative Liquidity Approach option prescribed by HKMA. 
 
Centralisation of liquidity management  

It is Bank’s policy is to manage liquidity without presumption of Group support.  ALCO is 

responsible for ensuring that the Bank is able to maintain adequate liquidity at all times and 

be in a position to meet all obligations as they fall due; repay depositors and fulfil all 

commitments to lend. 

 
Financial Markets is responsible for the day-to-day management of all the liquidity risk in the 
Bank, executing liquidity directives and operating within the liquidity policy and approved 
limits. All limits are reviewed at least annually, and more frequently if required, to ensure that 
they remain relevant given market conditions and business strategy. Compliance with limits 
is monitored independently on a regular basis. Limit excesses are escalated and approved 
under a delegated authority structure and reviewed by ALCO. 

 
 


