Annex 2

Features of the 3-Year Extendable Notes

What are the key terms of the 3-year Extendable Notes (Tranche C)?

Issue Date:
8 December 2003



Original Maturity Date:
8 December 2006 (3 years)



Extended Maturity Date:
8 December 2008 (5 years)



Issuer’s right, not obligation, to extend the Maturity:
Issuer (HKMC) has one time right (not obligation) on the Original Maturity Date of the Extendable Notes to extend the whole amount of notes of maturity for another 2 years to December 2008



Notice for Extension: 
Issuer will give notice of extension (if so decided) to the Placing Banks at least 7 business days before the Original Maturity Date of the Extendable Notes

 

Under what circumstances will the Notes not be extended?

· The HKMC, like any issuer, will consider several factors when deciding whether or not to extend an Extendable Note.  The HKMC may decide not to extend the maturity in certain circumstances, for example:

(a)
the prevailing yield of HKMC’s 2-year Notes at the end of the third year is lower than the yield of the Extendable Notes;

(b)
the HKMC has surplus funds; 

(c)
the HKMC needs funds of maturities other than 2 years.

What are the benefits of the Extendable?

· The Extendable Notes offer retail investors an additional choice of an investment product that is available mainly to private banking and institutional investors.  

· Priced at the yield of the HKMC’s 5-year Notes, the Extendable Notes offer an immediate yield pick up which will be realized if the HKMC decides not to extend the maturity at the end of the third year.

· If the bond is extended, the investor will still enjoy the same yield as a plain vanilla 5-year HKMC Notes i.e. no sacrifice of yield for the potential enhancement in return.

· For the Issuer, the Extendable Notes will help the HKMC to better manage its funding and the prepayment of its retained mortgage portfolio.  In addition, the HKMC can diversify its investor base as well as broadening the retail bond market.
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