Audit Commission
The Government of the Hong Kong Special Administrative Region

HKSAR Government Scholarship Fund

Independent Audit Report
To the Permanent Secretary for Education Incorporated

1 certify that I have audited the financial statements of the HKSAR Government
Scholarship Fund set out on pages 3 to 20, which comprise the statement of fmancial
position as at 31 August 2010, and the statement of comprehensive Income, statemcent
of changes in cquity and statement of cash flows for the year then ended, and a
summary of significant accounting policies and other explanatory notes.

Permanent Scerctary for Education Incorporated’s
responsibility for the financial statements

The Permanent Secretary for Education Incorporated s responsible for the preparation
and the true and fair presentation of these financial statements in accordance with
section 8(3) of the Permanent Secrctary for Rducation Tncorpeoration Ordinance
(Cap. 1098) and Hong Kong Financial Reporting Standards. This responsibility
includes designing, implementing and maimaining internal control relevant to the
preparation and the true and [air presentation of financial statcments that arc free from
material misstatement, whether due to fraud or error; selecting and applying
appropriate accounting policies; and making accounting estimates that are reasonable
in the circumstances.

Auditor’s responsibility

My responsibility 1s to express an opinton on these financial statements based on my
audit. I conducted my audit in accordance with section 8(5) of the Permanent
Secretary for Education Incorporation Ordinance and the Audit Commission auditing
standards. Those standards require that I comply with ethical requirements and plan
and perform the audit to obtain reasonable assurance as to whether the financial
statements are {ree [rom matenal misstatement.




An audit involves performing procedures to obtain audit evidence about the amounts
and disclosures in the financial statements.  The procedares selected depend on the
auditor’s judgment, inchuding the assessment of the risks of malerial misstatement of
the financial statements, whether due to fraud or ervor.  In making those risk

assessments, the auditor considers intemal contral relevant to the entity’s preparation
and true and fair presentation of the financial statements in order to design audit
procedures that are appropriate in the circumstances, but not for the purpose of
expressing an opinion on the effectiveness of the entity’s internal control.  An audit
also includes evaluating the appropriateness of accounting policies used and the
rcasonableness of accounting estimates made by the Permanent Secretary for
Eduecation Incorporated, as well as evalualing ihe vverall presentation of the financial
statements.

I believe that the audit evidence T have oblained is sufficient and appropriate to
provide a basis for my audit opinion.

Opinion

In my opinion, the [nancial stalements give 4 irue and fair view ol the financial
postiion of the HKSAR Government Scholarshup Fund as at 31 Aupgust 2010 and of its
financial performance and cash flows for the vear then cended mn accordance wilh
Hong Kong Financial Reporting Standards and have heen properly prepared in
accordance with scction 8(3) of the Permanent Scerctary for Lducation Incorporation
Ordinance.

\4\/\,;//

(LAU Sun-wo) Audil Commission
Assistant Director of Audit 26th Floor
for Director of Audit Tmigration Tower

7 Gloucester Road
24 February 2011 Warnchat, Hong Kong
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HKSAR GOVERNMENT SCHOLARSHIP FUND
STATEMENT OF COMPREHENSIVE INCOME
FOR THE YEAR ENDED 31 AUGUST 2010

(Expressed in thousands of Hong Kong dollars)

Note 2010 2009
INCOME
Interest income 4 5,431 11,890
Dividend income 3 532 -
Net realised and revaluation gains 5,197 -
Net exchange gains 6,033 -
17,193 11,890
EXPENDITURE
Scholarship grants 6 (23,590) (11,970)
(Operating expenses 7 (1,411) -
(25,001) (11.970)
DEFICIT FOR THE YEAR (7,808) (80)
OTHER COMPREHENSIVE INCOME - -
TOTAL COMPREHENSIVE LOSS FOR THE YEAR {7.808) (80)

The accompanying notes 1 to 16 form part of these financial statoments.
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HKSAR GOVERNMENT SCHOLARSHIP FUND
STATEMENT OF FINANCJAL POSITION

AS AT 31 AUGUST 2010

(Expressed in thousands of Hong Konyg dollars)

Note 2010 2009
ASSETS
Cash at bank 23 14
Investments:
Deposits with banks and other b 125,837 1.007,440
financial institutions
Sceurities 9 882.961 -
Trading financial instruments 10 596 -
Receivables and other asscts 11 42,095 453
1,051,512 1,007,907
LIABILITIES
Trading financial instruments 10 (627) -
Payahles and other liabilitics (2 (50,786) -
(51,413) -
NET ASSETS 1,000,099 1,007,907
Representing:
FUND BALANCE
Accumulated surplus 1,000,099 1,007,507
The accompanying notes 1 10 16 form part of these financial slatements.
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(Mrs Cherry Tse)
Permanent Secretary {or Education Incorporated
Trustee of the HKSAR Government Scholarship Fund
24 february 2011




HKSAR GOVERNMENT SCHOLARSHIP FUND
STATEMENT OF CHANGES IN EQUITY
FOR THE YEAR ENDED 31 AUGUST 2010
(Expressed in thousands of Hong Kong doflars)

2010 2009

ACCUMULATED SURPLUS
Balance at beginning of year 1,007,907 1,007,987
Total comprehensive loss for the year (7,808) (80)
Ralance at end of year 1,000,099 1,007,907

The accompanying notes 1 to 16 form part of these financial statements.




HKSAR GOVERNMENT SCHOLARSHIP FUND
STATEMENT OF CASH FLOWS
FOR THE YEAR ENDED 31 AUGUST 2010
(Expressed in thousands of Hong Kong dollars)

2010 2009
CASH FLOWS FROM OPERATING ACTIVITIES
Deflicit for the year (7.808) (30)
Adjustments for:
Interest income (5,431) (11,890}
Dividend income (532) -
Increase In investments in securiiics {882,901) -
Change in trading financial insiruments 31 -
Increase in receivables and other assets {38,193 -
Increase in payables and other liabilities 50,786 -
Elimination of loreign cxchange ditferences 2{1 -
in revaluation of cash and cash equivalents
Interest received 2,150 11,612
Drividends received 364 -
NET CASII USED IN OPERATING ACTIVITIES (8581,393) {358)
CASH AND CASH EQUIVALENTS
AT BEGINNING OF YEAR 1,007,454 1,007,812
Effects of exchange rate changes on cash and (201) -
cash equivalents
CASH AND CASH EQUIVALENTS
AT END OF YEAR 125,860 1,007,454

ANALYSIS OF THE BALANCES OF CASH AND CASH EQUIVALENTS

2010 2009
Fixed deposits maturing within three months 100,460 1,007,440
Cash at bank 23,400 14
125,860 1,007,454

The accompanying notes 1 to 16 form part of these financial statements.
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HKSAR GOVERNMENT SCHOLARSHIP FUND
Notes to the financial statements

(Amounts expressed in thousands of Hong Kong dollurs, unless otherwise stated.}
1. General

The HKSAR Government Scholarship Fund (the Fund) was established by a declaration
ol trust made on 3 March 2008 by the Permanent Secretary for Education Incorporated
(the Trustce). The Fund provides scholarships to students studying in full-time
undergraduate degree or above programmes funded by the Government of the Hong
Kong Special Administrative Region in recognition of their achievements, to attract and
retain such students 1o pursuc their studies in Hong Kong.

b

Significant accounting policies
(a) Stalement of compliance

The financial statements have been prepared in accordance with section 8(3) of the
Permanent Scerctary for Education Incorporation Ordimance (Cap. 1098),
accounling principles generally accepted 1 llong Kong, and all applicable Hong
Kong Financial Reporting Standards (HKTRSs), which is a collective term that
includes all applicable individual HKIRSs, Iong Kong Accounting Standards
(HK ASs) and Interpretations issued by the TTong Kong Institute of Certified Public
Accountants (IIKICPA). A summary of the significant accounting policies
adopted by the Tund 1s sct out below.

(b) Basis of preparation of the financial statements

The measurement basis used in the preparation of the financial statements 1s
historical cost excepl that invesimenis in securities and trading {inancial
instruments arc stated at their fair value as explained in the accounting policies set
out below.

The preparation of financial statements requires management Lo make judgements,
cstimates and assumptions that affect the application of policies and the reported
amounts of assets and liabilities, income and expenses. The estimates and
associated assumptions arc based on historical experience and various other factors
that are believed to be reasonable under the arcumstances, the results of which
form the basis for making judgements about the carrving values of assets and
liabilities that are not readily apparcent from other sources.  Actual results may
differ from these estimates,

The estimates and underlying assumptions are reviewed on an ongoing basis.
Revisions to accounting estimates are recognised in the period in which the
estimate 1s revised if the revision aifects only that period, or in the period of the
revision and future periods if the revision affects both current and future periods.

There are no critical accounting judgements involved in the application of the
Fund’s accounting policies. There are also no kev assumptions concerning the
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future, and other key sources of estimation uncertainty at the end of the reporiing
period, that have a significant risk of causing a material adjustment to the carrying
amounts of assets and liabilities in the next vear.

Financial assets and {inancial liabilities

()

(i)

Initial recognition

The Fund classifies its financial assets and financial Habilities into different
categories at inception, depending on the purpose for which the assets were
acquircd or the liabilities were incurred.  The categories are: trading financial
instruments, sccurities, loans and receivables, and other financial liabilities.

Financial assets and financial ljabilities are measured initially at fair value,
which normally cquals to the transaction prices, plus transaction costs for
loans and receivables and other [inancial liabilities that are directly altributable
to the acquisition of the financial assets or the issue of the financial liability.
Transaction costs on trading financial instruments and securities are cxpensed
immcdiately.

The Fund recogniscs financial assets and financial liabilities on the date 1t
becomes a party o the contractual provisions of the instruments. Rcgular
purchases and sales of financial assets are accounted for at trade date,

Categorisation
Trading financial insirwmnents

These comprise forward currency coniracts used by the Fund to manage its
risks associated with foreign currency fluctuations.  Such derivative financial
instruments do not qualify for hedge accounting and are categorised as
“trading”™ under HKAS 39 [Financial instruments:  Recognifion and
measurement.

Trading financial instroments are carried al fuir value, and presented as assets
when the fair value is positive and as liabilities when the fair value is negative.
Changes in the fair value are included in the statement of comprehensive
income 1n the period in which they arisc.

Secunties

Securities consist of equity and debt securities.  Under HKAS 39, these
investments are designated upon initial recognition as financial assels al fair
value, based on the fact that they are managed and their performance is
evaluated on a [alr value basis in accordance with a documenied risk
management and investment strategy.
Securities are carried at fair value under HKAS 39.  Changes in the fair value
are included in the statement of comprehensive incomce in the period in which
they arise.




(i)

(iv)

I oans and receivables

Loans and rccelvables are non-derivative financial assets with fixed or
determinable payments that are not quoted in an active market and which the
Fund has no intention of trading, other than those that the Fund, upon initial
recognition, designates at fair value. This category includes cash al bank,
deposits with banks and other financial institutions, and receivables and other
assets.

Loans and receivables are carried at amortised cost using the effective interest
method less impairment losses, if any (note 2(c)(vi}).

Other {inancial habilities

These are Nnancial liabilines other than trading financial instruments.  They
are carried at amortised cost using the effective interest method.

Fair value measurement principles

The fair value of financial instroments is based on their quoted market prices
at the end of the reporting period without any deduction for estimated future
sclling costs.  Financial assets are priced at current bid prices, while financial
liabilities are priced at current asking prices.

Tt there is no publicly available lalest traded price nor a quoted market price on
a recognised stock exchange or a price from a broker/dealer for
non-exchange-traded financial instruments, or it the market for it is not active,
the fair value of the financial assel or financial lability is estimated using
valuation techniques that provide a reliable estimate of prices which could be
obtained in actual market transactions.

Where discounted cash flow technigques are used, estimated future cash flows
are based on management’s best estimates and the discount rate used is a
market rate at the cnd of the reporting period applicable for an instrument with
similar terms and conditions.  Where other pricing models are used, mputs
are based on market data at the end of the reporting period.

Derecognition

A financial assct 15 derccognised when the contractual rights o receive the
cash flows from the financial asset expire, or where the financial asset together
with substantially all the risks and rewards of ownership huave been
transferred.

The Fund uses the weighted average method to determine realised gains and

losses to be recognised i the statement of comprehensive income on
derccognition.

A financial liability is derecognised when the obligation specified in the
contract 1s discharged, is cancclled or expires.




)

(v

Offzetiing

Financial assets and financial liabiliies are offset and the net amount is
reported in the statement of financial position where there 1s a legally
enforceable right Lo offset the recognised amounts and there is an intention 1o
settle on a net basis, or realise the assets and scttle the liabilities
simultaneously. '

Impairment of financial assets

The carrying amounts of loans and receivables are reviewed at the end of each
reporting period to deicrmine whether there is objective evidence of
impairment.  If any such evidence exists, an impairment loss is recognised in
the statement of comprehensive income as the diflference between the asset’s
carrying amount and the present value of estimated future cash flows
discounted at the asset’s original effective interest rate. If in a subscquent
period the amount of such impairment loss decrcases and the decrease can be
linked objectively to an event occurring alier the impairment loss was
recognised, the impairment loss is reversed through the statement of
comprehensive income.

(d) Cash and cash equivalents

(e)

For the purpose of the statement of cash flows, cash and cash equivalents include
cash at bank, deposits with banks and other financial institutions and short-term
highly liquid investments that are readily convertible to known amouats of cash and
subject to an insignificant risk of changes in value, having been within three
months of maturity when placed or acquired.

Revenue and expenditure recognilion

(i)

Interest income

Interest income 1s recognised 1n the statement of comprchensive Income on an
accrual basis, using the cifcctive 1aterest method,

The effective interest method is a method of calculating the amortised cost of a
[nancial assct or a financial liability and of aliocating the interest income or
intcrest expense over the relevant period. The effective inlerest rate 1s the
rate thal exactly discounts estimated future cash reccipts or payments through
the expected life of the financial instrument or, when appropriate, a shorter
period to the net carrying amount of the hinancial asset or financial liability.
When calculating the ellective interest rate, the Fund cstimates cash flows
considering all contractual terms of the financial instrument but does not
consider future credit losses. The calculation includes all {ves received or
paid between parties to the contract that are an infegral part of the effective
intcrest rate, transaction costs and all oither premuums or discounts.




(i) Dividend mcome

Dividend income rom listed equily sccurities 18 recognised in the statement of
comprehensive 1ncome when the share price 1s quoted ex-dividend.
Dividend income from unllsted equity securities 1s recognised in the statement
of comprehensive income when the shareholder’s right to receive payment is
established.

{11} Net realised and revaluation gainsfosscs

Realised gains or losses on financial instruments are recognised In the
statement of comprehensive incomc when the financial instruments are
derecognised.

Changgs in fair value of trading financial instruments and (inancial assets and
financial Habilities designated at fair value are recognised as revaluation gaing
or losses in the statement of comprehensive income in the period in which
they arise.

{iv) Scholarship grants recognition

Scholarship grants arc rocognised as expenditure when they are granted to the
recipients.

(fy TForeign currcney translation

Foreign currency transactions during the vear arc translated into Hong Kong
dollars at the spot exchange rates at the transaction dates.  Monetary asscts and
liabtlities denominated in foreign currencies are translated into Hong Kong dollars
al the spot exchange rates at the end of the reporting period.  Non-monctary assets
and liabilities that arc measured at fair value in a foreign currency are translated
into Hong Kong dollars using the exchange vates at the dates when the fair value
was determined.

All exchange differences are presemted in aggregate as “net exchange
gains/(losses)” in the statement of comprehensive income.  Although it is not
practicable (o disclose separately the net exchange gains/(losses) on financial assets
and financial liabilities designated at fair value or on trading financial instruments,
the majority of the exchange gains/(losscs) relate to these two categorics of
financial mstruments.

Changes in accounting policies

The HKICPA has issucd certain new and revised HKFRSs that are effective for the
current accounting period.  There have been no significant changes Lo the accounting
policies applied in these financial swatements for the vears presented as a result of these
developments. However, as a result of adopling HKAS 1 (Revised) and Amendments
0 HKERS 7, there are changes to the presentation of these financial statements.
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The Fund has not applied any new standard that is not vet effective for the current
accounting period (note 16).

(2)

(b)

HKAS 1 (Revised) Presentation of Financial Stalements

The rcvised standard introduces the statement of comprehensive income and
presents all items of recognised mcome and cxpense, cither in one single statement,
or in two linked statements. The Fund has clected to present one statement. The
standard also introduces terminology changes to titles for the financial statements.
The Fund has changed the “Income and Expenditure Account” to the “Statement of
Comprehensive Income™, the “Balance Sheet” 1o the “Statement of Financial
Position™ and the “Cash [low Statement™ to the “Statement of Cash Flows”.

Amendments to HKFRS 7 Financial Instruments: Disclosures — Improving
Disclosures about Financial Tnstruments

The amendments require cnhanced disclosures about fair value measurcments.
The amendments iniroduce a three-level hierarchy (note 13(b)) for fair value
measurement disclosures about financial instruments and require some specific
quantitative disclosures for those instruments classified in the lowest level in the
hierarchy. These disclosures will help improve comparability between entities
about the effects of fair value measurements, The amendments do not require the
provision of comparative figures.

Interest income

2010 2009
Debt securities:
- Hong Kong 232 -
- Overseas 3,621 -

3,853 -
Ilong Kong dollar deposits 1,578 11,890

3,431 11,890
bPividend income

2010 2009
Dividend income from overseas listed equities 332 -
Scholarship grants

2010 2009
Scholarship grants to institulions 23,590 11,970




10.

Opcrafing expenses

2010 2009
Fees for investment managers 337 -
Fees for custodian 157 -
Investment transaction costs 487 -
Consultancy fees 230 -
1,411 -
Deposits with banks and other financial institutions
2010 2009
Hong Kong dollar fixed deposits 104,460 1,007,440
Foreign currency call deposits and balances with 25,377 -
custodian S S
125,837 [,007,440
Securities
2010 2009
Equity securittes:
Hong Kong listed cquitics 150,6371 | -
Overseas listed equities . 215,842 | -
366,479 -
Debt securities:
Hong Kong listed debt securities : 30,1201 _
Overseas debt securities: _ ' :
- Listed 314,900 -
- Unlisted 151,462 . -
516,482 -
882,961 -
Trading financial instruments
2010 2009
Assets Liabilities Assets Liabilities

Forward currency contracts, 596 627 - -
at fair value

All these forward currency contracts will mature within onc vear and had a total
notional amount of HK$483.3 million as at 31 August 2010 (2009: nil). The notional
amounts of these contracts indicate the volume of outstanding transactions and do not
represent the amounts at risk.

—
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11. Receivables and other assets

12,

13.

14.

2010 2009
Proceeds {rom investments sold 38,193 -
Interest and dividends receivablc o 3,902 453
42,095 453
Payables and other liabilitics
2810 2009
Cost of investments bought 47,680 -
Other creditors and accruals 3,106 -
o 50,786
Commitments

As at 31 August 2010, scholarship grant commitments not provided for in the financial
statements amounted to HKS$29.3 million (2009: HKS23.6 million}). Once awarded, a
scholarship will be tenable for the normal duration of the programme concerned and

renewable annually subject to satisfactory academic performance of the recipicnts.

Financial risk management

(a) Investment management and control

The Trusiee may invest moneys of the Fund in accordance with scction 3 of the
Permanent Secretary for Education Incorporaiion Ordinance. She has appointed
the Director of Accounting Services to manage the investments of the Fund.

The Steering Committee, established under the Trust Deed, may advise the Trustee
on policies and procedures governing the operation and development of the Fund.
The Tnvestment Committee, established under the Trust Deed, may advise the
Trustee on the formulation of policies for and the monitoring of the invesiments of
the Fund.  Proposals endorsed by the Investment Committee are forwarded to the
Stecring Committee for comments and reference, and submitted to the Trustee for
approval.  Members of both the Steering Comumittee and the Investment
Commitiee arc appointed by the Secrctary [or Education.

The Fund's investment aims {o maintain capital and generate recurrent income to
support the annual grant of scholarships.

The investment performance of the Fund is monilored through the Investment
Committee which meets periodically to revicw investment reporls prepared by the
Director of Accounting Services and to interview the Fund’s external investment
managers, The Investment Committec also formulates guidelines on asset
allocation in order to meet the investment objective.
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(b)

The investment management and control of the Fund are set out in a documented
risk management and investment strategy and are reviewed on a regular basis by
the Investment Committee.

Market risk

Market risk is the risk that changes in market variables such as cquity prices,
nterest rates and currency cxchange rates may affect the fair value or cash flows of
a financial instrument.

(1)

(i)

Equity price risk

Equity price risk is the risk of loss arising from changes in equity prices. The
Fund’s equities arc subject to the equity price risk inherent in all cquily
securities i.e. the value of holdings may fall as well as rise. As at
31 August 2010, the equities were included in securitics as shown In note 9.
The risk is primarily addressed through diversification of investment portfolio
in accordance with a documented risk management and investment strategy,
and the Fund monitors the risk on a continucus basis.

It was estimated that, as at 31 August 2010, a 10% increase/decrease in the
market bid prices of the equities, with all other variables held constant, would
mcrease/decrease the revaluation gains for the year by HKS$36.6 million.  As
at 31 August 2009, there was no holding ol equities.

Interest rate risk

Interest rate risk refers to the risk of loss arising from changes in market
mterest rates.  This can be further classified into fair value interest rate rigk
and cash flow interest rate risk,

Fair value intercsi rate risk is the risk that the fair value of a financial
instrument will flucluate because of changes in market interest rates.  Since a
substantial portion of the und’s debt securities and all of its deposits with
banks and other financial institutions bear inlerest at fixed rates, their fair
values will fall when market interest rates increase. Investments in debt
securifics are made in accordance with a documented risk management and
Investment strategy. and the Fund monitors the fair value interest rate risk on a
continuous basis.

It was estmated that, as at 31 August 2010, a 100 basis points
increase/50 basis points decrease 1n Intercst rates, with all other variables held
constant, would decrease/increase the revaluation gains on the debt sceurities
for the year by HKS323.8 milllon/HKSI1.9 million. TFor the year ended
31 August 2009, no such scnsitivity analysis was performed since there was no
holding of debt securities,  As regards deposits with banks and other financial
institutions, since they are all stated at amortised cost, their carrying amounts
will not be affected by changes in market interest rates.

—
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2010

Cash flow interest rale risk is the risk that {uture cash flows of a [inancial
instrument will fluctuate because of changes in market intercst rates. The
Fund does not have a significant exposure to cash flow interest rate risk
because only a small portion of its debt securities bear interest at rates
determined by reference to market interest rates.

The Fund’s exposure to iaterest rale risk, based on the major interest bearing
assets stated at carrying amounts at the end of the reporting period and
catcgorised by the earlier of contractual repricing dates or maturity dates, is
shown below:

Reprieing period

Depaosits with banks and
other financial
institutions

1debt securities

2009

Deposits with banks and other
financial institutjons

Debl securities

More than More than
3 months 1 year
3 months but not but not Over
or less more than mare than 5 years
I vear 5 vears
125,837 - - - 125,837
7,183 0,220 199,359 203,720 516,482
133,020 0,220 299,355 203,720 642,319
1,007,440 - - - 1,007,440
1,007,440 - - - 1,007,440

(111) Currency risk

Currency risk is the risk that the fair value or future cash flows of a financial
mmstrument will fluctuate duc to changes in currency exchange rates. The
Fund’s non-Hong Kong investments are exposed to currency risk.  The Fund
only makes investments denominated in Hong Kong dollar, US dollar and
currency of a country whosc foreign currency long-term debt has a high credit
rating.  Asscts denominated in foreign currencics and the exposure to
non-Hong Kong dollar are handled in accordance with a documented risk
management and investment strategy, and the Fund monitors the currency risk
on a continuous basis.

The net exposure to each currency at the end of the reporting period arising
from recognised assets and liabilities after taking into account the effect of
forward currency contracts is shown below:




2010 2009

Hong Kong dollar 547,908 1,007,807
US dollar 250,287 -
Euro 85,085 -
Japanese Yen 63,442 -
Great British Pound 23,881 -
Others 29,496 -

1,000,099 1,007,907

It was esumated that, as ar 31 August 2010, a 50 basis points
merease/decrease in the exchange rate of the US dollar against the Hong Kong
dollar, with all other variables held constant, would increase/decrease the
exchange gains as included in revaluation gains for the vear by
HKS3$1.3 million. As at 31 August 2009, there was no holding of US dollar
assets.

It was estimated that, as at 31 August 2010, a 300 basis points
increase/decrease in the exchange rates of the other foreign currencies against
the Hong Kong dollar, with all other variables held constant, would
Increase/decrease the exchange gains as included in revaluation gains for the
year by HK$10.1 million.  As at 31 August 2009, there was no holding of
assels in other forcign currencies.

(¢y Credit risk

Credit risk is the risk that an issuer or a counterparty will cause a financial loss to
the Fund by failing to discharge an obligation. Investments m debt securities,
trading financial instruments, and loans and receivables are potentially subject to
credit risk. The Fund selects issuer or counterparty with good credit standing,
strong [inancial strength and sizeable capital.  The Fund also Iimits the individual
exposure, in accordance with a documented risk management and investment
strategy. Hernce the Fund does not have significant exposures to credit risk and
monitoring is done on a continuous basis.

The Fund does not have significant concentrations of credit risk. The Fund’s
maximum exposure to credit risk at the end of the reporting period without taking
account of collateral held or other credit enhancements, 1f any, is shown below:




2010 2009

Cash at bank 23 14
Deposits with banks and other 125,837 1,007,440

financial institutions
Debt securities 516,482 -
Trading financial instruments 596 -
Recelvables and other assets 42,095 453
685,033 1,007,907

The credit quality of cash at bank and deposits with banks and other financial
institutions and debt securities, analyscd by the ratings designated by Moody’s or
their equivalents, at the end of the reporting period is shown below:

2016 2009
Cash at bank and deposits with banks
and other financial institutions, by
credit rating:
Aaa 25,384 -
Aa3 to Aal 25,016 410,994
A3 1Al 75,460 596,460
125,860 1,007,454
2010 2009
Debts securities, by credit rating:
Aaa 378,289 -
Aa3 to Aal 102,352 -
A3to Al 31,522 -
Below A3 4,319 -
516,482 -

(d) Ligudity risk

Liquidity risk is the risk that the Fund will encounter difficulty in meeting
obligations associated with financial Jiabilities. The Fund monitors the liquidity
requirements on a continuous basis and maintains a level of short-term deposits and
cash to pay scholarships and operating expenses as necessary.  1lence the Fund
does not have significant exposures to liquidity risk.
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15. Fair values of financial instruments

(a)

(b)

Fair values

The fair values of financial instruments quoted in active markets are their quoted
prices at the end of the reporting period. In the abscnce of such quoted market
prices, fair values are estimated using prescent value or other valuation techniques,
using inputs based on market conditions existing at the end of the reporting period.

All financial instruments are stated in the statement of financial position at amounts
equal to or not materially different from their fair valucs.

The carrying value of [inancial instruments, mcasured at fair value as at
31 August 2010 according o three levels of fair value hicrarchy, is shown below:

Level 1: fair values of financial instruments are guoted prices (unadjusted) in
active markets for identical assets or liabilities;

Level 2: fair values of financial instruments arc determined involving inputs other
than quoted prices included in Level 1 that are observable for the asset or
liability, either directly (as prices) or indirectly (derived from prices); and

Level 3: fair values of financial instruments are determined with inputs that are
not based on observable market data (unobservable inputs).

Level 1 Level 2 Total
Assels
Securities at fair value 366479 316,482 882,961
Trading financial insiruments - 556 596
366,479 517,078 883,557
Liabilitles )
Trading financial instruments - (627) (627)

No financial assets or liabilitics were classified ynder Level 3.

16. Possible impact of amendments, new standards and interpretations issned but not

vet effective for the year ended 31 August 2010

Up to the date of 1ssue of the financial statements, the HKICPA has issued a number of
amendments, new standards and interpretations which arc not vet cilective for the vear
ended 31 August 2010 and which have not been early adopted in the financial
statements,
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The Fund is in the process of making an assessment of what the impact of these
amendments, new standards and Interpretations is expected to be in the
period of mitial adoption. So far, it has concluded that the adoption of them is
unlikely fo have a significant impact on the Fund’s results of operations and [inancial

position.

The following developments may resull in new or amended disclosures in future
financial statements:

Effective for accounting
periods beginning on or after

Amendment to IIKI'RS 7 Financial Instruments: 1 July 2011

Disclosures

- Disclosures - Transfers of Financial Assets

HKFRS 9 Financial Insirumenis I January 2013




