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NOTE  FOR  FINANCE  COMMITTEE 
 
 

The Budget of the Securities and Futures Commission 
for the Financial Year 2008-09 

 
 
 
PURPOSE 
 
 In accordance with the consultation procedures agreed with the 
Legislative Council (LegCo) when the Securities and Futures Commission (SFC) 
was established1, this paper briefs Members on the main features of the budget of 
the SFC for 2008-092.   
 
 
BACKGROUND 
 
2. Section 13(2) of the Securities and Futures Ordinance (Cap. 571) 
(SFO) requires the SFC to submit estimates of its income and expenditure (the 
budget) for each financial year to the Chief Executive for approval.  The Chief 
Executive has delegated the authority to the Financial Secretary.  In accordance 
with section 13(3) of the SFO, the Financial Secretary shall cause the budget to be 
laid on the table of LegCo.  On 28 February 2008, the Administration and the SFC 
briefed the Panel on Financial Affairs (FA Panel) on the SFC’s proposed budget for 
2008-09.  A copy of the budget for 2008-09 is at the Enclosure. 
 
 
FUNDING  OF  THE  SFC 
 
3. Section 14 of the SFO provides that the Government shall allocate 
funding to the SFC as appropriated by the LegCo.  In practice, the SFC has not 
sought government appropriation since 1993-943.  The funding of the SFC basically  
comes from the market in the form of transaction levies, and fees and charges on 
services rendered to market operators and participants. 
 
 

/4. ..... 

                                                 
1  Members may wish to refer to FCR(89-90)12 for details. 
 
2 The financial year of the SFC starts on 1 April and ends on 31 March. 
 
3 The SFC has not sought appropriation since 1993-94 although the SFC ran into deficits in 1998-99, 

2001-02 and 2002-03. 

 

 
Encl. 



FCRI(2008-09)1  Page 2 
 
 
4. Over the years, levies on securities and futures contracts trading have 
been the main source of income for the SFC.  The current rate of levy4 on securities 
transactions is 0.004% while the levy on futures/options contracts is $0.8 or $0.16 
per leviable transaction, depending on the type of contracts.  As regards fees and 
charges, the SFC adopts, to the extent possible, the principle of full cost recovery.  
The rates of SFC fees and charges have not been revised since 19945. 
 
 
BUDGET  FOR  2008-09 
 
5. The SFC has projected a surplus budget of $1,996.46 million for 
2008-09.  With the projected budget surplus and a reasonable size of reserves, for 
the sixteenth year in a row, the SFC does not request any appropriation from the 
LegCo for the 2008-09 budget.  The main features of the 2008-09 budget are set out 
in paragraphs 6 to 13 below. 
 
 
Estimated Revenue 
 
6. The estimated revenue for 2008-09 is $2,776.14 million, which is 
12% above the revised estimates for 2007-08, taking into account the following 
factors – 
 

(a) levy income from securities and futures/options contracts is projected 
to increase by $224.93 million (10.7%), on the basis that the 
transaction levy for securities will remain at 0.004% throughout 
2008-09, and assuming the average daily turnover is $114 billion for 
securities and 174 000 contracts for futures/options; and 
 

(b) income from fees and charges will be $49 million (18.6%) lower than 
the 2007-08 revised estimates arising from a change in the charging 
policy in respect of waiver fees for derivative warrant from a per 
warrant basis to a per issuer basis. 
 
 

Estimated Operating Expenditure 
 
7. The estimated operating expenditure for 2008-09 is $779.68 million, 
which is $174.84 million (28.9%) higher than the 2007-08 revised estimates.  The 
increase is mainly attributable to – 
 

/(a) ..... 

                                                 
4  Under section 394 of the SFO, the Chief Executive in Council may specify the rates of levy for sale and 

purchase of securities recorded on a recognised securities market or futures contracts traded on a 
recognised futures market. 

 
5  Under section 395 of the SFO, the Chief Executive in Council may, after consultation with the SFC, 

make rules to prescribe fees. 
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(a) increase in personnel expenses by $101.13 million (21.6%) arising 

mainly from –  
 

(i)  creation of 29 new posts in various divisions to cope with 
increase in workload in priority projects and to strengthen 
SFC’s enforcement capabilities ($44 million);  

(ii)  upgrading of eight posts in various divisions to cope with 
increasing complexities of work and responsibilities  
($7.9 million); 

(iii)  provision for an average of 6% pay increase ($22.9 million) 
based on market pay trend surveys which suggest that the 
average pay increase projected for 2008 ranges from 5% to 
7%; 

(iv)  increase in provision for variable pay ($8.3 million); and 

(v)  higher salary costs for new recruits to cope with the continual 
upward adjustment in the pay package for professionals in the 
financial services sector ($14 million); 

 
(b) increase in premises expenses by $38.06 million (94.2%) in 

anticipation of an increase in rental of the existing office and due to 
the leasing of a second office from February 2008; 

 
(c) increase in professional and other expenses by $5.77 million (20.7%) 

due to increase in legal fees and external professional services in 
anticipation of an increase in the number of judicial proceedings 
involving the SFC; and  

 
(d) a provision of $20 million for implementing new investor education 

initiatives.  
 
 
Staff Establishment 
 
8. The SFC currently has 470 established posts.  Upon the creation of 
the 29 new posts as mentioned in paragraph 7(a)(i) above, the total establishment 
will become 499 by the end of 2008-09.  The new posts are required mainly for the 
Enforcement Division (12 posts) and the Intermediaries and Investment Products 
Division (ten posts) to cope with increase in workload arising from – 
 
 
 

/(a) ..... 
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(a) increase in policy work concerning new products and regulatory 
policies and issues relating to Supplement IV to the Mainland and 
Hong Kong Closer Economic Partnership Arrangement, the planned 
Through Train Scheme and other Mainland China related work, and 
regulation of commodity exchanges;  

 
(b) a decision-making panel to be set up in the Enforcement Division to 

ensure a proper segregation of investigative and adjudicative 
functions; and 

 
(c) increase in complexity and size of investigation and surveillance work, 

increase in licensing applications, and stepping up of monitoring of 
brokers in the light of the increasingly volatile market. 

 
The detailed justifications are described in paragraphs 4.1 to 4.10 of the budget at 
the Enclosure. 
 
 
9. The eight posts to be upgraded comprise five Manager Grade posts, 
one Counsel post and two non-executive posts in various divisions.  In view of the 
significant growth in the volume and complexity of work over the past few years, 
the SFC considers it necessary to strengthen its manpower to ensure that its 
capacity meets market expectations in the regulatory and market development 
aspects.   
 
 
Surplus and Reserves 
 
10. As at end December 2007, the reserves of the SFC reached 
$3,510.05 million, which are 5.9 times of its approved operating expenditure for 
2007-08 ($596.76 million).  The SFC estimated that by 31 March 2008, the reserves 
will reach $3,852.89 million, which are 6.5 times of the approved operating 
expenditure for the year.  
 
 
11. According to section 396 of the SFO, the SFC may consult the 
Financial Secretary with a view to recommending to the Chief Executive in Council 
that the rate of levy be reduced if the reserves of the SFC are more than twice its 
estimated operating expenses for that financial year.  The SFC has carried out a 
review on this.  In view of the uncertainties in market performance, it is considered 
that a reduction in levy should not be pursued for the time being.  The SFC will 
continue to consider new initiatives to make better use of the reserves.  In this 
connection, the SFC has engaged consultancy service to embark on a process 
review project to identify areas of possible improvement and to design and 
implement more modern and efficient processes to meet the rising expectation and 
needs of the market. 
 

/Estimated ..... 
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Estimated Capital Expenditure 
 
12. The capital expenditure budget proposed for 2008-09 is 
$52.47 million, including provisions for – 
 

(a) re-configuration of the existing office ($15 million) and new 
equipment for the second office ($2.5 million); 

 
(b) implementation of the recommendations of a process review project 

in relation to process improvement and change management 
initiatives for the licensing process ($15 million); and 

 
(c) enhancement in technological support to information process  

($8.2 million) as well as replacement of obsolete computer 
equipment ($6.5 million) and a Commission car ($0.5 million). 

 
A contingency equal to 10% of the estimated capital expenditure ($4.77 million) is 
also included. 
 
 
13. The projected income and expenditure statement for 2008-09 is on  
page 18 of the budget at the Enclosure. 
 
 
COMPARISON  OF  THE  APPROVED  ESTIMATES  WITH  THE 
REVISED  ESTIMATES  FOR  2007-08 
 
14. The table on page 9 of the budget at the Enclosure provides a 
comparison of the approved estimates and the revised estimates for 2007-08.  The 
main features are set out in paragraphs 15 to 18 below. 
 
 
Revenue 
 
15. The SFC’s revenue in 2007-08 has grown significantly as a result of a 
substantial increase in levy income due to robust market activities.  The revised 
estimated revenue for 2007-08 is $2,477.77 million, representing an increase  
of $1,402.49 million (130.4%) over the approved estimates.  The revised estimated 
average daily turnover of the stock market is $108.3 billion, which is 185% higher 
than the $38 billion average daily turnover assumed in the approved estimates.  As 
for futures/options contracts, the revised estimated daily turnover of the Futures 
Exchange is 172 500 contracts, which is 91.7% higher than the estimated daily 
turnover of 90 000 contracts assumed in the approved estimates.   
 
 

/Operating ..... 
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Operating Expenditure 
 
16. The revised estimated operating expenditure is $604.83 million, 
which is slightly above the approved estimates by $8.07 million (1.3%).  The 
increase is mainly attributable to – 
 

(a) increase in premises expenses arising from the leasing of a second 
office from February 2008 ($2.1 million); 

(b) creation of seven new posts mainly in the Intermediaries and 
Investment Products Division to cope with the increase in workload 
($1.8 million); 

(c) engagement of consultancy service to conduct a process review 
project to review the efficiency of the SFC’s current operating model 
and its operational objectives ($1.5 million); and 

(d) set-up costs to support investor education initiative ($5 million) and 
contribution to the International Accounting Standards Committee 
Foundation ($0.4 million). 

 
The increase is partly offset by lower-than-expected expenses in other areas of 
expenditure.  
 
 
Surplus 
 
17. The estimated surplus for the year is now revised upward  
to $1,872.94 million, which is about 3.9 times of the approved estimates. 
 
 
Capital Expenditure 
 
18. The total capital expenditure estimate is increased from $17.6 million 
to $26.46 million (50.4%) to provide for fitting-out of the second office as 
mentioned in paragraphs 7(b) and 16(a) above. 
 
 
CONSULTATION  WITH  THE  FA  PANEL  
 
19. The Administration and the SFC briefed the FA Panel on the SFC’s 
2008-09 budget on 28 February 2008. Members generally welcomed the SFC’s 
budget and suggested that the SFC should closely monitor the accumulated reserves, 
and that where situation permitted, the levy rate should be reduced.  
 
 
 

/ADMINISTRATION’S ..... 
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ADMINISTRATION’S  VIEWS 
 
20. The Administration has examined the SFC’s budget for 2008-09 and 
is pleased to note that the SFC has projected a rich surplus in the budget, and that 
the SFC, as in the past years, has not sought appropriation from the LegCo.  
 
 
21.  Having regard to the volatile changes in the securities market, we 
concur with the SFC that the levy rate should not be revised for the time being.  
That said, we note that the SFC has introduced new initiatives to streamline its 
operation and is considering possible new initiatives to make better use of the 
reserves. 
 
 
22. On personnel expenses, we note that the rapid growth of the market 
and increase in policy work relating to the regulation of new products have put 
pressure on the SFC’s staff resources.  The SFC has assured us that the increase in 
staff establishment is necessary to cope with the increase in workload and 
responsibilities and to address staff retention problem.  The SFC is mindful of the 
need to continue to exercise vigilant control on staff resources. 
 
 
 
 

-------------------------------- 
 
 
Financial Services and the Treasury Bureau 
April 2008 














































