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PURPOSE 
 
  This paper highlights the main features of the budget of the 
Securities and Futures Commission (“SFC”) for 2018-19. 
 
 
BACKGROUND 
 
2. Section 13(2) of the Securities and Futures Ordinance (Cap. 571) 
(“SFO”) requires the SFC to submit the estimates of its income and 
expenditure (“the budget”) for each financial year to the Chief Executive 
(“CE”) for approval.  The CE has delegated the authority to the 
Financial Secretary (“FS”).  In accordance with section 13(3) of the SFO, 
the FS shall cause the budget to be laid on the table of the Legislative 
Council (“LegCo”).  In line with past practice, the Government has 
prepared this paper to brief Members on the main features of the SFC’s 
budget for 2018-19, a copy of which is attached at Annex. 
 
 
FUNDING OF THE SFC 
 
3. Section 14 of the SFO provides that the Government shall 
provide funding to the SFC as appropriated by LegCo.  In practice, the 
SFC has not requested appropriation from LegCo since 1993-94.  Its 
funding basically comes from the market in the form of levies, fees and 
charges. 
 
4. Over the years, levies on securities transactions and futures and 
options contracts have been the main source of income for the SFC.  The 
current rate of levy on securities transactions is 0.0027%, while that on 
futures and options contracts is $0.54 or $0.10 per contract, depending on 
the type of contracts. 
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BUDGET FOR 2018-19 
 
5. The SFC has projected a budget deficit of $127.61 million for 
2018-19.  As in past years, the SFC does not request any appropriation 
from LegCo for the 2018-19 budget.  The main features of the 2018-19 
budget are set out in paragraphs 6 to 14 below. 
 
Income 
 
6. The estimated income for 2018-19 is $1,870.85 million, which is 
$34.99 million (1.9%) above the forecast income for 2017-18 ($1,835.86 
million).  The SFC has adopted the following assumptions in projecting 
the estimated income –  
 

(a) the average securities market turnover will be $109 billion 
per day and the average futures/options market turnover 
will be 410,000 contracts per day; and 

 
(b) the annual licence fee waiver will continue for one year in 

2018-19.   
 
Expenditure 
 
7. The estimated expenditure for 2018-19 is $1,998.46 million, 
which is $118.05 million (6.3%) above the forecast expenditure for 
2017-18 ($1,880.41 million).  The increase is mainly attributable to –  
 

(a) increase in staff cost by $99.56 million (7.7%), arising 
mainly from – 

 
(i) a provision of $25.20 million for 21 new headcount to 

ensure that the SFC is adequately staffed to discharge 
its responsibilities in response to market development 
and the changes in the regulatory environment.  
Details are set out in paragraph 8 below; 

 
(ii) a provision of $45.05 million budgeted for the annual 

pay adjustment.  This amount is approximately 
equivalent to an average of 3.8% pay increase; and 

 
(iii) a provision of $7.75 million for the upgrade of 19 

positions to reflect the change in the scope of work 
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and the increase in regulatory responsibilities, and to 
provide a career path for high performing staff; 

 
(b) increase in expenses on information and system services by 

$8.03 million (12.6%) due to higher maintenance costs for 
software and hardware to cater for the need of more 
software subscription and higher backup data centre related 
charges, and to pay for subscription of more market data 
and news to support enforcement and supervision activities; 
and 

 
(c) increase in funding to external parties such as the Investor 

Education Centre (by $6.71 million or 8.7%) for investor 
education; expenses on internship programme (by $1.20 
million or 24.7%) to build up a pipeline of talent; expenses 
on regulatory and external engagement activities (by $1.16 
million or 7.0%); and expenses on staff learning and 
development programmes (by $0.99 million or 11.6%). 

 
Manpower Plan 
 
8. The SFC proposes 21 new headcount in the budget of 2018-19, 
bringing its total headcount to 965, with details as follows – 
 

(a) Intermediaries Division (8 posts) – to support the 
initiative to promote Hong Kong as a booking hub for 
Asian derivatives, to handle the continued growth in the 
regulated activities carried out by licensed corporations, 
and to cope with the workload arising from the SFC’s 
adoption of a front-loaded regulatory approach, the growth 
in licensees and the introduction of the Manager-In-Charge 
regime; 

 
(b) Enforcement Division (6 posts) – to handle the growing 

number of large and serious cases that require urgent 
regulatory actions, to handle the continued growth in 
large-scale litigation, and to assist in handling 
policy-related initiatives that have been increasing both in 
number and complexity as well as the work related to the 
International Organization of Securities Commissions and 
cross-border enforcement co-operation between 
international regulators; 
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(c) Corporate Finance Division (4 posts) – to handle the 

workload related to the Stock Market Listing Rules 
regulation that has been the SFC’s strategic focus and 
priority, and to handle the substantial increase in the 
number of Initial Public Offering applications submitted 
under the Dual Filing regime and the increase in workload 
in relation to the takeovers code; and 

 
(d) Corporate Affairs Division (3 posts) – to provide expertise 

on specific information technology (“IT”) areas, to support 
and implement various IT systems being rolled out across 
the SFC, to handle the increased workload in relation to the 
human resources management, and to provide additional 
resources for system and analytics related work.  

 
9. The SFC considers that given the highly uncertain environment 
in which it operates, there is a need to recognise the possibility of urgent 
unanticipated additional resource requirements in response to new or 
expanded regulatory mandates.  Should any such matters arise, they will 
be dealt with through a separate interim budget request. 
 
Capital Expenditure 
 
10. The total capital expenditure proposed for 2018-19 is $56.96 
million, which is broadly the same level of the forecast expenditure for 
2017-18 ($56.98 million), comprises the following key items –  
 

(a) computer system development – adoption of front-end 
technology to streamline the business process; upgrade of 
market surveillance capabilities; improvement of the access 
and the exchange of information between stakeholders and 
the SFC; and enhancement of various IT systems ($36.35 
million); 

 
(b) office equipment – investment in storage technology and 

data base capacity, as well as software upgrade; 
replacement of the resources system plus costs relating to 
the normal replacement of obsolete servers; purchase of 
computer equipment for the additional headcount; and 
replacement of obsolete office equipment due to normal 
wear and tear ($18.61 million); and 
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(c) office furniture and fixtures – minor alternation of office 

configuration and replacement of obsolete furniture due to 
normal wear and tear ($2.00 million). 

 
Reserves 
 
11. The SFC estimates that by 31 March 2018, the reserves (after 
ring-fencing $3,000 million for possible acquisition of office premises as 
reported in its 2016-17 budget1) will be $3,877.35 million, which is 2.06 
times of the forecast expenditure for 2017-18 ($1,880.41 million). 
 
12. According to section 396 of the SFO, the SFC may, after 
consultation with the FS, recommend to the CE-in-Council that the rate or 
amount of levy be reduced if the reserves of the SFC are more than twice 
its estimated operating expenses for that financial year.  The SFC 
effected a levy reduction of 20% in December 2006, 25% in October 
2010 and a further 10% in November 2014.  The SFC considers that the 
levy rate should remain the same in 2018-19, but it will continue to 
review the situation annually and include its recommendations to the FS 
in each future budget for any changes that it considers necessary. 
 
13. The SFC will continue to offer an annual licence fee waiver for 
one year in 2018-19.  The SFC will review the situation again next year 
and depending on the operating environment of the securities industry, it 
may reinstate the annual licence fee in 2019-20. 
 
14. The SFC estimates that by 31 March 2019, the non-ring-fenced 
reserves will be reduced to $3,749.75 million, which is 1.88 times of the 
projected expenditure for 2018-19 ($1,998.46 million).  The SFC will 
continue to keep its reserves level under review in accordance with 
section 396(1) of the SFO, taking into consideration the prevailing market 
conditions, the SFC’s expected resource requirements and its financial 
projections for the near to medium term. 

 
  

                                                 
1  The SFC’s current lease will expire in 2022.  The SFC is open to all cost effective 

accommodation options and is conducting a detailed assessment of the various 
property strategy options before deciding how to make the best use of the amount 
ring-fenced.  
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COMPARISON OF THE 2017-18 ORIGINAL BUDGET WITH THE 
FORECAST BUDGET  
 
Income 
 
15. The forecast income for 2017-18 is $1,835.86 million, which is 
$417.33 million (29.4%) more than the original budget of $1,418.53 
million.  The higher income is mainly due to a higher-than-budgeted 
market turnover2 and a higher net investment income.  
 
Expenditure 
 
16. The forecast expenditure is $1,880.41 million, which is $72.65 
million (3.7%) below the original budget of $1,953.06 million.  The 
underspending is mainly due to the time lag experienced in filling 
vacancies, a lower depreciation cost owing to delays in the 
implementation of capital projects during the year, lower legal fees, and 
lower-than-expected costs for system contract services and software 
maintenance contracts. 
 
Capital Expenditure 
 
17. The forecast capital expenditure is $56.98 million, which is 
roughly the same level of the original budget ($57.41 million). 
 
 
THE GOVERNMENT’S VIEWS 
 
18. We are studying in detail the SFC’s proposed budget for 2018-19.  
We note that the regulator has not requested appropriation from LegCo 
despite the fact that it has projected a deficit budget. 
 
19. It is a public commitment of the SFC, as a publicly funded 
organisation, to deploy its resources and control its expenditures in a 
prudent manner.  The SFC’s income is subject to market fluctuation.  
We therefore agree that the SFC should review its waiver arrangement to 

                                                 
2 The revised income for 2017-18 is projected based on the prevailing market 

performance and the assumption that the average daily turnover of securities 
transactions and futures/options contracts transactions is $93 billion and 377,000 
contracts respectively for the year.  The original budget is made based on 
assumptions of a turnover of $81 billion per day and 433,000 contracts per day.  
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ensure that its resources can be used in a more targeted manner.  
Meanwhile, the SFC should continue to exercise stringent cost control 
and make its best effort to cope with extra workload and new regulatory 
initiatives through redeployment of existing resources. 
 
 
ADVICE SOUGHT 
 
20. Members are invited to note the proposed budget of the SFC for 
2018-19. 
 
 
 
Financial Services Branch 
Financial Services and the Treasury Bureau 
January 2018  
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