
25 November 2003

Ms Connie Szeto
Clerk to Financial Affairs Panel
Legislative Council
3/F, Citibank Tower
3 Garden Road
Hong Kong

Dear Ms Szeto,

I refer to your letter of 7 November 2003.  Our reply to your questions is
as follows:

(a) HKMA’s new accommodation in Two International Financial Centre

To provide information on the disposal of surplus office space in
HKMA’s new accommodation, including the list of organisations which have
rented the office space from HKMA and the details of rentals involved.

The list of organisations which have rented office space from the
HKMA and their rental details are set out in the table below:

Organisation Area Term Rent
Hong Kong Mortgage Corporation 24,000 sq.ft. 6 years $30 per sq.ft.
Bank for International Settlements 10,000 sq.ft. 5 years $32 per sq.ft.
Super City Services Ltd.* 20,000 sq.ft. 4 years $30 per sq.ft.

* Note: Super City Services Ltd is the registered tenant, and the premises will be used by Victor Chu
& Co., Solicitors and First Eastern Investments Limited and related companies.

In addition, in accordance with relevant agreements, the HKMA will
provide office accommodation to the International Monetary Fund (2,000 sq. ft.)
and International Finance Corporation / International Bank for Reconstruction
and Development (9,000 sq.ft.).
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(b) Debt papers held by authorised institutions

To provide information on the analysis conducted by HKMA on the
holding of debt papers by AIs, including charts showing changes in recent
years and information about when HKMA commenced the analysis and the
follow-up actions taken.

The HKMA has been providing analysis on the holding of debt paper by
authorized institutions (AIs) in the HKMA Quarterly Bulletin and the HKMA
Annual Report since 1994.

In the light of plentiful liquidity and limited lending opportunities, banks
have been diverting their surplus funds into negotiable debt instruments (NDIs).
Total holdings of NDIs of the retail banks as a percentage of their total assets
increased significantly to 22% at end-June 2003 from 8% at end-1997.  Nearly
50% of the NDIs held are in low risk paper, issued by governments and banks.
About 65% of the NDIs are denominated in foreign currencies.  The following
charts show the trend of NDIs held by retail banks by currency breakdown, and
the breakdowns by instruments and counterparties.
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The HKMA has been monitoring the trend of NDIs held by the banks,
and reminding individual banks to take account of the effects of rising interest
rates on their debt holdings (including those being held to maturity) through its
regular contacts with them.  The HKMA conducts regular stress tests to
monitor the impact of adverse interest rate movements on banks’ fixed income
debt securities.  On the basis of the statistical analyses and stress-testing
information, the HKMA may take follow-up actions with individual banks as
necessary.
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For the purpose of credit risk monitoring, banks also have to include
their debt holding exposures in the reporting of large exposures to the HKMA.

(c) Insurance and securities business of AIs

(i) To provide a copy of the Memorandum of Understanding signed
between HKMA and the Insurance Authority on 19 September 2003
  

A copy of the Memorandum of Understanding signed between the
HKMA and the Insurance Authority (English only) is at Annex A.  It is also
available from the websites of the HKMA and the Insurance Authority.

(ii) To provide information on the number and outcome of inspections
conducted by HKMA on AIs’ securities business since the commencement of
the Securities and Futures Ordinance (Cap.571) on 1 April 2003.

Since the commencement of the Securities and Futures Ordinance (SFO)
on 1 April 2003, the HKMA has conducted on-site securities inspections on 11
AIs.  The findings of these on-site inspections indicated no major contravention
of the applicable legal and regulatory requirements under the SFO.  Areas of
concerns identified during the inspections, together with the required
improvements in internal controls, have been brought to the attention of the
senior management of these inspected AIs for necessary action.  In general, it is
considered that the regulated activities of these AIs have been conducted in
compliance with the applicable legal and regulatory requirements under the
new securities regime.

We hope you find the above information useful.

Yours sincerely,

(Osbert Lam)
for Chief Executive

Hong Kong Monetary Authority
















