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The Chief Executive
All authorized institutions

Dear Sir/Madam,

Half-yearly surveys on debt securities and derivatives and
securitization activities
The current market turmoil has highlighted the need for supervisors to strengthen their
oversight of banks' exposures to structured credit products and off-balance sheet entities
such as conduits and SIVs. Against this backdrop, the HKMA has reviewed how the data
currently collected under the prudential returns and surveys could be enhanced and as a
result, decided to implement the following revised reporting arrangements.

Survey on off-balance sheet exposures in derivatives and securitizations

To monitor effectively developments in the credit risk transfer markets and the involvement
of authorized institutions ("AIs") in these markets, the HKMA has been conducting an annual
survey of the credit derivative and securitization activities of all licensed banks and
restricted licence banks since 2003. Data on other forms of derivatives are collected through
the Capital Adequacy Ratio Return (for locally-incorporated AIs) and the Assets and
Liabilities Return (for overseas-incorporated AIs). These data are collected to support capital
adequacy ratio computation or indicate the level of the reporting institution's activities,
which are not ideal for risk monitoring purposes. Therefore, a new survey to centralize
reporting of all types of off-balance sheet exposures in derivatives based on their notional
amounts as well as current market values will be adopted. This survey also covers off-
balance sheet exposures in securitizations held by an institution as an originator or investor.

This survey should be completed by all AIs on a semi-annual basis. The survey and its
completion instructions are attached at Annex A.

Survey on selected debt securities held

Since the emergence of the sub-prime crisis, some selected AIs have been required to
submit data on their investment in debt securities on an ad hoc basis, as the current
prudential returns only provide very limited analysis. The impact on AIs arising from holdings
in SIV notes and CDOs etc. (whether in the banking book or the trading book) indicates that
we need more detailed information on the credit risk profile of institutions' securities
portfolio for on-going supervision purposes. More comprehensive and granular data on debt
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securities exposures are also necessary for strengthening the HKMA's supervisory stress-
testing in this respect. Therefore, we have decided to conduct a survey on debt securities
held by AIs, covering on-balance sheet exposures arising from both securitization and non-
securitization transactions.

This survey should be completed by all licensed banks and restricted licence banks on a
semi-annual basis. The survey and its completion instructions are attached at Annex B.

In introducing the above reporting requirements, we have trimmed down the detailed
information on credit derivatives and securitization exposures as required under the
previous annual survey to relieve AIs' reporting burden.

First reporting

The first submission of the above two surveys should cover AIs' positions as at 30
September 2008 and should be made via STET on or before 31 December 2008. The second
submission should cover positions as at 31 December 2008 and should be made within
January 2009. Subsequent submissions should be made for positions as of the end of June
and December each year, within one month after the position date.

As disclosure and supervisory reporting requirements for off-balance sheet exposures and
structured products are still evolving, the HKMA is inclined to collect the data in the form of
a survey at this stage. We will keep in view best practices and guidance issued by
international standard-setters such as the Basel Committee on Banking Supervision, the
implementation experience gained from these surveys and market development so as to
consider whether further refinements to the surveys (including their reporting frequency) are
required or there is any need to convert the surveys into banking returns in the long run.

We are in the course of developing the STET templates of the surveys and will inform you
when they are available for downloading. If you have any questions about the surveys,
please contact Mr. W L Cheng at 2878-1683 or Miss Samantha Yau at 2878-8284.

Yours faithfully,

Karen Kemp
Executive Director (Banking Policy)

The Chairman, The Hong Kong Association of Banks
The Chairman, The DTC Association

Annex A - Survey on Off-balance Sheet Exposures in Derivatives and
Securitization Transactions (PDF file, 90KB)
Annex B - Survey on Selected Debt Securities Held (PDF file, 94KB)
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