Annex 1
Exchange Fund Investment Results for the First Half (1H) of 2007
	
	1H 2007
(HK$ bn)
	1H 2006
(HK$ bn)
	Full year 2006
(HK$ bn)

	Gain on Hong Kong equities ^
	15.1
	10.7
	35.9

	Gain on other equities ^
	12.1
	3.5
	18.7

	Exchange gain
	7.5
	12.3
	17.3

	Return from bonds #
	12.3
	4.2
	31.9

	Investment income
	47.0
	30.7
	103.8

	Other income
	0.1
	0.1
	0.2

	Interest and other expenses
	(5.2)
	(5.0)
	(10.5)

	Net Investment income
	41.9
	25.8
	93.5

	Payment to Treasury (1)
	(13.3)
	(8.7)
	(28.9)

	Increase in EF accumulated surplus


	28.6
	17.1
	64.6


^   Including dividends

#   Including interest

Note 1:
Prior to 1 April 2007, the Treasury’s share of the investment income of the Exchange Fund in a given period was calculated by applying the rate of return of the Fund as a whole for that period to the fiscal reserves deposited with the Fund by the Government.  A new arrangement was announced by the Financial Secretary in his budget speech on 28 February 2007.  With effect from 1 April 2007, the Treasury will collect a fee on the fiscal reserves placed with the Exchange Fund based on a fixed rate for the year determined every January.  The rate is the average investment return of the Exchange Fund’s investment portfolio for the past 6 years or the average annual yield of 3-year Exchange Fund Notes for the previous year, whichever is the higher.  For 2007, starting from 1 April, this rate has been fixed at 7 per cent.


The return to the Treasury for the first quarter of 2007 was HK$6.4 billion under the old arrangement, and for the second quarter of 2007, it was HK$6.9 billion under the new arrangement.
