Guidelines I11.1

MANDATORY PROVIDENT FUND SCHEMES AUTHORITY

I111.1 Guidelines on Debt Securities

INTRODUCTION

Section 7(2) of Schedule 1 to the Mandatory Provident Fund
Schemes (General) Regulation (“the Regulation™) provides that the funds of a

constituent fund of a registered scheme may be invested in, inter alia,
(@) adebt security issued by an exempt authority; or

(b) a debt security in respect of which the repayment of the principal
and the payment of interest is unconditionally guaranteed by an

exempt authority; or

(c) a debt security that satisfies a minimum credit rating set by the
Mandatory Provident Fund Schemes Authority (“the Authority”),
based on the credit rating of the security as determined by a credit
rating agency approved by the Authority for the purposes of the
Schedule.

2. Section 7(1)(d) of Schedule 1 to the Regulation defines “exempt
authority” as, inter alia, a government, the central or reserve bank of a country
or territory, or a multilateral international agency all with the highest possible

credit rating determined by a credit rating agency approved by the Authority.
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3. Section 37(2) of the Regulation provides that a capital preservation
fund may be invested in, inter alia, debt securities with a remaining maturity
period of 1 year or less and that satisfy the minimum short term credit rating set
by the Authority, based on the credit rating of the securities as determined by an

approved credit rating agency.

4, Section 2 of the Regulation defines approved credit rating agency
as a credit rating agency approved by the Authority for the purposes of the

Regulation.

5. Section 6H of the Mandatory Provident Fund Schemes Ordinance
(“the Ordinance”) provides that the Authority may issue guidelines for the
guidance of approved trustees, service providers and other persons concerned

with the Ordinance.
6. The Authority hereby issues guidelines to specify:
(@) the multilateral international agencies; and

(b) the approved credit rating agencies and minimum credit ratings

requirements with respect to debt securities.

MULTILATERAL INTERNATIONAL AGENCIES

7. The following is a list of multilateral international agencies

specified for the purpose of section 7(1) of Schedule 1 to the Regulation:
(@  The African Development Bank;
(b)  The Asian Development Bank;

(¢)  The European Investment Bank;
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(d)  The Inter-American Development Bank;

() The International Bank for Reconstruction and Development

(commonly known as the World Bank);

(f)  The International Finance Corporation (an affiliate of the World
Bank); and

(g) The European Bank for Reconstruction and Development.

CREDIT RATINGS
Debt Securities

8. The following is the minimum credit rating of debt securities as
determined by the approved credit rating agencies for the purposes of section
7(2)(c) of Schedule 1 to the Regulation:

Minimum Credit Ratings

Approved Credit Rating Agency Long-term Debt  Short-term Debt
(one year or over) (less than one year)

Fitch IBCA Inc./Fitch IBCA, Ltd. BBB F2

Japan Rating & Investment A- a-1
Information, Inc.

Moody’s Investors Service, Inc. Baa2 Prime-2
Standard & Poor’s Corporation BBB A-2
Thomson BankWatch, Inc. A- TBW-1/LC-1
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Debt Securities for Capital Preservation Fund

9. The following is the minimum credit rating of debt securities,
qualified for investment by capital preservation fund, as determined by the
approved credit rating agencies for the purpose of section 37(2) of the

Regulation:

Minimum Credit Ratings

Approved Credit Rating Agency Long-term Debt  Short-term Debt
(one year or over) (less than one year)

Fitch IBCA, Inc./Fitch IBCA Ltd. A F1
Japan Rating & Investment AA- a-1+
Information, Inc.

Moody’s Investors Service, Inc. A2 Prime-1
Standard & Poor’s Corporation A A-1
Thomson BankWatch, Inc. AA- TBW-1/LC-1

DEFINITIONS OF TERMS

10. Except where otherwise specified in the Guidelines, the terms
common to the Ordinance and the subsidiary legislation of the Ordinance carry
the same meanings as defined in the Ordinance and the subsidiary legislation.
References should be made to the Ordinance and the subsidiary legislation,

where necessary.
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