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Report of the Director of Audit

Audit Commission
The Government of the Hong Kong Special Administrative Region

Quality Education Fund

Independent Audit Report
To the Permanent Secretary for Education Incorporated

I certify that I have audited the financial statements of the Quality Education Fund set
out on pages 3 to 21, which comprise the statement of financial position as at
31 August 2013, and the statement of comprehensive income, statement of changes in
equity and statement of cash flows for the year then ended, and a summary of
significant accounting policies and other explanatory information.

Permanent Secretary for Education Incorporated’s
Responsibility for the Financial Statements

The Permanent Secretary for Education Incorporated is responsible for the preparation
of financial statements that give a true and fair view in accordance with section 8(3)
of the Permanent Secretary for Education Incorporation Ordinance (Cap. 1098) and
Hong Kong Financial Reporting Standards, and for such internal control as the
Permanent Secretary for Education Incorporated determines is necessary to enable the
preparation of financial statements that are free from material misstatement, whether
due to fraud or error.

Auditor’s Responsibility

My responsibility is to express an opinion 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 about whether the financial
statements are free from material misstatement.



An audit involves performing procedures to obtain audit evidence about the amounts
and disclosures in the financial statements. The procedures selected depend on the
auditor’s judgment, including the assessment of the risks of material misstatement
of the financial statements, whether due to fraud or error. In making those risk
assessments, the auditor considers internal control relevant to the entity’s preparation
of financial statements that give a true and fair view 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
reasonableness of accounting estimates made by the Permanent Secretary for
Education Incorporated, as well as evaluating the overall presentation of the financial
statements.

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

Opinion

In my opinion, the financial statements give a true and fair view of the financial
position of the Quality Education Fund as at 31 August 2013, and of its financial
performance and cash flows for the year then ended in accordance with Hong Kong
Financial Reporting Standards and have been properly prepared in accordance with
section 8(3) of the Permanent Secretary for Education Incorporation Ordinance.

LAU Sun-wo Audit Commission
Assistant Director of Audit 26th Floor
for Director of Audit Immigration Tower

7 Gloucester Road
24 February 2014 Wanchai, Hong Kong



QUALITY EDUCATION FUND
STATEMENT OF COMPREHENSIVE INCOME
FOR THE YEAR ENDED 31 AUGUST 2013
(Expressed in thousands of Hong Kong dollars)

Note 2013 2012
INCOME
Interest income 4 99,392 106,072
Dividend income 5 77,593 71,999
Net realised and revaluation gains/(losses) on:
—securities 463,747 25,953
—trading financial instruments (20,541) 94,037
—deposits with banks and other financial
institutions 12,801 (2,244)
456,007 117,746
Other income 6 288 581

633,280 296,398

EXPENDITURE

Grants and awards 7 (62,349) (64,329)
Operating expenses 8 (40,178) (40,172)

(102,527)  (104,501)

SURPLUSFOR THE YEAR 530,753 191,897

OTHER COMPREHENSIVE INCOME — —

TOTAL COMPREHENSIVE INCOME
FORTHE YEAR 530,753 191,897

The accompanying notes 1 to 17 form part of thesmntial statements.




QUALITY EDUCATION FUND
STATEMENT OF FINANCIAL POSITION
ASAT 31 AUGUST 2013
(Expressed in thousands of Hong Kong dollars)

Note 2013 2012
ASSETS
Cash at bank 3,468 10,759
Deposits with banks and other financial insitios
with original maturity within three months 9 602,941 315,077
Deposits with banks and other financial insitios
with original maturity over three months 9 716,820 485,288
Securities 10| 6,187,406 6,087,328
Trading financial instruments 11 9,217 12,886
Receivables and other assets 12 105,574 113,973
7,625,426 7,025,311
LIABILITIES
Trading financial instruments 11 (8,006) (26,580)
Payables and other liabilities 13 (162,534) (74,598)
(170,540) (101,178)
NET ASSETS 7,454,886 6,924,133
Representing:
FUND BALANCE
Accumulated surplus 7,454,886 6,924,133

The accompanying notes 1 to 17 form part of thiemm€ial statements.

Permanent Secretary for Education Incorporated
Trustee of the Quality Education Fund

(Mrs Cherry TSE)

Permanent Secretary for Education

24 February 2014




QUALITY EDUCATION FUND
STATEMENT OF CHANGESIN EQUITY
FOR THE YEAR ENDED 31 AUGUST 2013

(Expressed in thousands of Hong Kong dollars)

2013 2012

ACCUMULATED SURPLUS
Balance at beginning of year 6,924,133 6,732,236
Total comprehensive income for the year 530,753 191,897
Balance at end of year 7,454,886 6,924,133

The accompanying notes 1 to 17 form part of thesmtial statements.



QUALITY EDUCATION FUND
STATEMENT OF CASH FLOWS

FOR THE YEAR ENDED 31 AUGUST 2013
(Expressed in thousands of Hong Kong dollars)

CASH FLOWSFROM OPERATING ACTIVITIES
Surplus for the year
Adjustments for:
Interest income
Dividend income
Increase in deposits with banks and other findncia
institutions with original maturity over threeomths
Increase in investments in securities
Change in trading financial instruments
Decrease/(Increase) in receivables and othersasset
Increase in payables and other liabilities
Elimination of foreign exchange differences in
revaluation of cash and cash equivalents
Interest received
Dividends received

NET CASH FROM/(USED IN)OPERATING ACTIVITIES

CASH AND CASH EQUIVALENTS
AT BEGINNING OF YEAR

EFFECTOF EXCHANGE RATE CHANGES

CASH ANDCASH EQUIVALENTS
AT END OF YEAR

ANALY SIS OF CASH AND CASH EQUIVALENTS

Deposits with banks and other financial institusion
with original maturity within three months
Cash at bank

2013 2012
530,753 191,897
(99,392)  (106,072)
(77,593)  (71,999)

(231,532) (336,810)
(100,078)  (180,011)
(14,905) 17,471

6,38  (8,736)

87,936 11,468
390 (965)
103,062 109,196
75936 72,143
280,963 (302,418)
325,836 627,289

(390) 965
606,400 325,836
602,941 315,077

3468 10,759
606,409 325,836

The accompanying notes 1 to 17 form part of thesmtial statements.



QUALITY EDUCATION FUND
Notesto thefinancial statements

(Amount expressed in thousands of Hong Kong dollars, unless otherwise stated.)

General

The Quality Education Fund (the Fund) was estabtidhy a declaration of trust made
on 2 January 1998 by the Permanent Secretary focdfidn Incorporated (the Trustee).
The Fund provides grants to fund projects that #onraise the quality of school
education, and to promote quality school educahdfong Kong.

Significant accounting policies

(@)

(b)

Statement of compliance

The financial statements have been prepared inrd&coe with section 8(3) of
the Permanent Secretary for Education Incorporativdinance (Cap. 1098),
accounting principles generally accepted in Hongndgcand all applicable Hong
Kong Financial Reporting Standards (HKFRSs), whgla collective term that
includes all applicable individual HKFRSs, Hong KoAccounting Standards
(HKASs) and Interpretations issued by the Hong Kdnstitute of Certified
Public Accountants (HKICPA). A summary of the sfgrant accounting
policies adopted by the Fund is set out below.

Basis of preparation of the financial statements

The measurement basis used in the preparationeofitiancial statements is
historical cost except that financial assets dedagph at fair value and trading
financial instruments are stated at their fair eahis explained in the accounting
policies set out below.

The preparation of financial statements in conftynwith HKFRSs requires
management to make judgements, estimates and assasnphat affect the
application of policies and the reported amountaigsfets and liabilities, income
and expenses. The estimates and associated asmsrgre based on historical
experience and various other factors that are \mali¢o be reasonable under the
circumstances, the results of which form the b&mignaking judgements about
the carrying values of assets and liabilities #ratnot readily apparent from other
sources. Actual results may differ from thesenestes.

The estimates and underlying assumptions are redesn an ongoing basis.
Revisions to accounting estimates are recognisethenperiod in which the
estimate is revised if the revision affects onlgttperiod, or in the period of the
revision and future periods if the revision affdotgh current and future periods.

There are no critical accounting judgements inviblve the application of the

Fund’s accounting policies. There are also no &ssumptions concerning the
future, and other key sources of estimation unggxtat the end of the reporting
period, that have a significant risk of causingatenal adjustment to the carrying
amounts of assets and liabilities in the next year.
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(c) Financial assets and financial liabilities

(i)

(ii)

Initial recognition

The Fund classifies its financial assets and fir@ni@bilities into different
categories at inception, depending on the purposeiiich the assets were
acquired or the liabilities were incurred. The ecatries are: trading
financial instruments, financial assets designaedair value, loans and
receivables, held-to-maturity securities and offmamcial liabilities.

Financial assets and financial liabilities are nueeg initially at fair value
plus, for loans and receivables, held-to-maturigcusities and other
financial liabilities, transaction costs that argedtly attributable to the
acquisition of the financial assets or the issuehef financial liabilities.
Transaction costs on trading financial instrumeatsl financial assets
designated at fair value are expensed immediately.

The Fund recognises financial assets and finafheiailities on the date it
becomes a party to the contractual provisions efitistrument. Regular
way purchases and sales of financial assets aoeiaisrl for at trade date.

Categorisation and subsequent measurement
Trading financial instruments

These comprise forward currency contracts usechéyrund to manage its
risks associated with foreign currency fluctuationsSuch derivative
financial instruments do not qualify for hedge aowing and are
categorised as “trading” under HKAS 39, Financiahsttuments:
Recognition and Measurement.

Trading financial instruments are carried at famlue, and presented as
assets when the fair value is positive and aslili@isi when the fair value is
negative. Changes in the fair value are incluaesurplus or deficit in the
period in which they arise.

Financial assets designated at fair value

Financial assets designated at fair value congistjoity and debt securities
that are managed and evaluated on a fair value lomasiccordance with a
documented risk management and investment strategy.

Financial assets designated at fair value areechati fair value. Changes
in the fair value are included in surplus or defigithe period in which they

arise.

Loans and receivables

Loans and receivables are non-derivative finanasdets with fixed or

determinable payments that are not quoted in aneactarket and which the

Fund has no intention of trading, other than thibsé the Fund, upon initial
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recognition, designates at fair value. This catggiecludes cash at bank,
deposits with banks and other financial institusioreceivables and other
assets.

Loans and receivables are carried at amortised wsisty the effective
interest method less impairment losses, if anyg(2¢¢)(vi)).

The effective interest method is a method of caltod the amortised cost
of a financial asset or a financial liability and allocating the interest
income or interest expense over the relevant periddhe effective interest
rate is the rate that exactly discounts estimatgdré cash receipts or
payments through the expected life of the finanaigtrument or, when

appropriate, a shorter period to the net carrymgunt of the financial asset
or financial liability. When calculating the eftee interest rate, the Fund
estimates cash flows considering all contractuamse of the financial

instrument but does not consider future credit dess The calculation
includes all fees received or paid between pataebe contract that are an
integral part of the effective interest rate, taoi®n costs and all other
premiums or discounts.

Held-to-maturity securities

Held-to-maturity securities are non-derivative finel assets with fixed or
determinable payments and fixed maturity which Fa@d has the positive
intention and ability to hold to maturity, otherath(a) those that the Fund,
upon initial recognition, designates as at fairuealand (b) those that meet
the definition of loans and receivables.

Held-to-maturity securities are carried at amodisest using the effective
interest method less impairment losses, if anyg(2¢¢)(vi)).

Other financial liabilities

These are financial liabilities other than tradiim@ncial instruments. This
category includes payables and other liabilitie§hey are carried at
amortised cost using the effective interest method.

(i) Fair value measurement principles

The fair value of financial instruments is basedimir quoted market prices
at the end of the reporting period without any didum for estimated future
selling costs. Financial assets are priced atenurbid prices, while

financial liabilities are priced at current askiogces.

If there is no publicly available latest tradedcprnor a quoted market price
on a recognised stock exchange or a price from akebidealer for
non-exchange-traded financial instruments, or & tharket for it is not
active, the fair value of the financial asset oficial liability is estimated
using valuation techniques that provide a relisdggémate of prices which
could be obtained in actual market transactions.



Where discounted cash flow techniques are usetmaisd future cash
flows are based on management’s best estimatethandiscount rate used
is a market rate at the end of the reporting peramgplicable for an

instrument with similar terms and conditions. Whether pricing models
are used, inputs are based on market data at thefe¢ine reporting period.

(iv) Derecognition

A financial asset is derecognised when the contehatghts to receive the
cash flows from the financial asset expire, or \ehére financial asset
together with substantially all the risks and redgaof ownership have been
transferred.

The Fund uses the weighted average method to deterealised gains and
losses to be recognised in surplus or deficit aeaw®gnition.

A financial liability is derecognised when the galtion specified in the
contract is discharged, cancelled or when it espire

(v) Offsetting

Financial assets and financial liabilities are efffand the net amount is
reported in the statement of financial position whéhere is a legally
enforceable right to offset the recognised amoant$ there is an intention
to settle on a net basis, or realise the assetssatite the liabilities

simultaneously.

(vi) Impairment of financial assets

The carrying amounts of loans and receivables agftl-tto-maturity
securities are reviewed at the end of each rempieriod to determine
whether there is objective evidence of impairment.any such evidence
exists, an impairment loss is recognised in surptugeficit as the difference
between the asset’s carrying amount and the presdoe of estimated
future cash flows discounted at the asset’s origiffactive interest rate. If
in a subsequent period the amount of such impairioea decreases and the
decrease can be linked objectively to an eventroioguafter the impairment
loss was recognised, the impairment loss is redeteeough surplus or
deficit. A reversal of impairment losses is linditéo the asset’s carry
amount that would have been determined had no mmpai loss been
recognised in prior years.

(d) Revenue recognition
(i) Interestincome

Interest income is recognised in surplus or de6aitan accrual basis, using
the effective interest method.
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(e)

(f)

(9)

(i) Dividend income

Dividend income from equity securities is recogdise surplus or deficit
when the share price is quoted ex-dividend.

(i) Net realised and revaluation gains/losses

Realised gains or losses on financial instrumer@secognised in surplus or
deficit when the financial instruments are derecsgph Changes in fair
value of trading financial instruments and finaheassets designated at fair
value are recognised as revaluation gains or laesg&splus or deficit in the
period in which they arise.

(iv) Other income
Other income is recognised in surplus or deficibaraccrual basis.
Grants recognition

Grants are payable to schools, educational bowfisstutions or individuals who
are permanent residents in Hong Kong. Grants eregnised as expenditure
when they are approved by the Trustee except isetitases where the release of
grant is subject to certain conditions, such graats only recognised as
expenditure when the conditions are met.

Foreign currency translation

Foreign currency transactions during the year amestated into Hong Kong
dollars at the spot exchange rates at the traosadates. Monetary assets and
liabilities denominated in currencies other thamgld&ong dollars are translated
into Hong Kong dollars at the closing exchangegatethe end of the reporting
period. All foreign currency translation differeascare recognised in surplus or
deficit.

Cash and cash equivalents
For the purpose of the statement of cash flowd) easl cash equivalents include

cash at bank and deposits with banks and othemdiakinstitutions with original
maturity within three months.

Changesin accounting policies

The HKICPA has issued certain new and revised HK&-Rfat are first effective or
available for early adoption for the current acdammperiod. Of these, the following
is relevant to the Fund’s financial statements:

Amendments to HKAS 1, Presentation of Financiales8tants — Presentation of Iltems
of Other Comprehensive Income
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The amendments to HKAS 1 require entities to prieseparately the items of other
comprehensive income that would be reclassifiedutgplus or deficit in the future if
certain conditions are met from those that wouldenée reclassified to surplus or
deficit. There is no impact on the Fund’s finahctements as the Fund does not
have items of other comprehensive income.

The amendments also introduce a new terminology tloe “Statement of
Comprehensive Income” to be renamed as the “StateaidProfit or Loss and Other
Comprehensive Income”. The use of this new tertomis not mandatory. The
Fund has chosen to retain the title of “Statemé&@amnprehensive Income”.

The Fund has not applied any new standard or irg&on that is not yet effective for
the current accounting period (note 17).

Interest income

2013 2012
This represents interest income from:
— held-to-maturity debt securities 1,558 1,844
— debt securities designated in fair value
denominated in:
— Hong Kong dollar 20,032 29,10¢
— other currencies 57,325 62,779
77,357 91,888
— deposits denominated in:
— Hong Kong dollar 1,636 1,04¢
— othercurrencie 18,841 11,294
20,477 12,340
Total 99,392 106,072
Dividend income
2013 2012
This represents dividend income from equity se@sit
listed:
— in Hong Kong 31,844 30,607
— outside Hong Kong 45,749 41,392
77,593 71,999
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Other income

2013 2012
Securities lending income — 103
Sale of materials developed from projects 228 393
Commission recapture income 56 85
Miscellaneous 4 —
288 581
Grantsand awards
2013 2012
Grants paid/due for payment 62,138 65,029
Refund of unused grants (7,059) (6,067)
55,079 58,962
Awards under the teaching excellence scheme 7,270 5,367
62,349 64,329
Operating expenses
2013 2012
Fees for investment managers 16,138 15,207
Publicity costs 12,410 13,713
Investment transaction costs 8,761 8,775
Fees for custodians 2,866 2,475
Others 3 2
40,178 40,172
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10.

Depositswith banks and other financial institutions

Hong Kong dollar fixed deposits

Foreign currency fixed deposits

Foreign currency call deposits
and balances with custodians

Less: Deposits with banks and other financial
institutions with original maturity
over three months

Deposits with banks and other financial
institutions with original maturity
within three months

Securities

Held-to-maturity securities at amortised cost

Debt securities denominated in currencies
other than Hong Kong dollar

— maturing within one year

— maturing after one year

Financial assets designated at fair value
Equity securities listed:

— in Hong Kong

— outside Hong Kong

Debt securities denominated in:
— Hong Kong dollar
— other currencies

Total

14

2013 2012
216,495 115,465
1,018,412 591,473
84,854 93,427
1,319,761 800,365
(716,820) (485,288)
602,941 315,077
2013 2012

— 53,722

51,203 49,433
1,108,146 991,944
2,405,564 2,031,688
508,716 845,343
2,113,687 2,115,198
6,187,406 6,087,328




12.

13.

14.

15.

Trading financial instruments

2013 2012
Assets Liabilities Assets Liabilities

Forward currency contracts,
at fair value 9.217 8.006 12,886 26,580

All these forward currency contracts would maturéhin one year and had a total
notional amount of HK$3,541.8 million as at 31 Asgu2013 (2012:
HK$3,939.1 million). The notional amounts of thesatracts indicate the volume of
outstanding transactions and do not representtioeiats at risk.

Receivables and other assets

2013 2012
Proceeds receivable from investments sold 62,757 61,529
Interest and dividends receivable 35,523 37,536
Other debtors 7,294 14,908
105,574 113,973

Payables and other liabilities
2013 2012
Unsettled purchases of investments 153,015 57,652
Other creditors and accruals 9,519 16,946
162,534 74,598

Commitments

As at 31 August 2013, grants approved but not yet for payment (see note 2(e))
amounted to HK$67.0 million (2012: HK$67.7 million)

Financial risk management

(&) Investment management and control
The Trustee may invest moneys of the Fund in aecme with section 5 of the
Permanent Secretary for Education Incorporationr@rice. She has appointed
the Director of Accounting Services to manage tivestments of the Fund.

The Steering Committee, established under the @#ida of trust, may advise the
Trustee on policies and procedures governing tleeadipn of the Fund and on the
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(b)

assessment of applications for the funding from Fumd. Members of the
Steering Committee are appointed by the Secretarigducation.

The Fund’s investment objective is to generateaaarable growth in the value of
the funds whilst producing recurrent income to mregiular funding requests in
order to support the development of quality edecain Hong Kong and to fund

activities that aim to raise the quality of scheducation, and to promote quality
school education in Hong Kong.

The investment performance of the Fund is monitdtedugh the Investment
Committee which meets regularly to review investtn@ports prepared by the
Director of Accounting Services and to intervieve thund’s external investment
managers. The Investment Committee also formulat@isielines on asset
allocation in order to meet the investment objextivMembers of the Investment
Committee are appointed by the Secretary for Edurcat

The investment management and control of the Fuadet out in a documented
risk management and investment strategy and arewedl on a regular basis by
the Investment Committee.

Market risk

Market risk is the risk that changes in market afales such as equity prices,
interest rates and currency exchange rates magt dlfffe fair value or cash flows
of a financial instrument.

(i) Equity price risk

Equity price risk is the risk of loss arising frothanges in equity prices.
The Fund’s equities are subject to the equity prisle inherent in all equity

securities, i.e. the value of holdings may fall wsell as rise. As at

31 August 2013, the equities were included in ggearas shown in note 10.
The risk is primarily addressed through diversiima of investment

portfolio in accordance with a documented risk ngemaent and investment
strategy, and the Fund monitors the risk on a naotis basis.

It was estimated that, as at 31 August 2013, a ite¥ease/decrease in the
market bid prices of the equities, with all otharigbles held constant,
would increase/decrease the revaluation gains fbe tyear by
HK$351.4 million (2012: HK$302.4 million).

(i) Interest rate risk

Interest rate risk refers to the risk of loss agsfrom changes in market
interest rates. This can be further classified fatr value interest rate risk
and cash flow interest rate risk.

Fair value interest rate risk is the risk that faeg value of a financial

instrument will fluctuate because of changes inkatinterest rates. Since
a substantial portion of the Fund’s debt securitied all of its deposits with
banks and other financial institutions bear intesdsfixed rates, their fair
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values will fall when market interest rates inceeasinvestments in debt
securities are made in accordance with a documeiglednanagement and
investment strategy, and the Fund monitors thevilire interest rate risk on
a continuous basis.

It was estimated that, as at 31 August 2013, aldd&¥is points increase/
decrease in interest rates, with all other varmlield constant, would
decrease/increase the revaluation gains on thesgebrities designated at
fair value for the year by HK$146.2 million (2012K$161.1 million). As
regards deposits with banks and other financialtitut®ons and
held-to-maturity securities, since they are altexstaat amortised cost, their
carrying amounts will not be affected by changesarket interest rates.

Cash flow interest rate risk is the risk that fetwash flows of a financial
instrument will fluctuate because of changes inkatimterest rates. The
Fund does not have a significant exposure to clst ihterest rate risk
because only a small portion of its debt securibear interest at rates
determined by reference to market interest rates.

(iif) Currency risk

Currency risk is the risk that the fair value otufe cash flows of a financial
instrument will fluctuate due to changes in curseegchange rates. The
Fund’s non-Hong Kong dollar investments are expagedurrency risk.
The Fund only makes investments denominated in H¢mgg dollar, US
dollar, Renminbi and currency of a country whoseeifgn currency
long-term debt has a high credit rating. The FsireXposure to currency
risk is handled in accordance with a documentek menagement and
investment strategy, and the Fund monitors thearsk continuous basis.

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

2013 2012

Hong Kong dollar 2,861,024 2,959,280
US dollar 2,182,443 2,110,749
Euro 792,964 650,916
Japanese yen 537,104 391,357
Renminbi 722,232 361,312
Pound sterling 174,376 177,845
Others 184,743 272,674
7,454,886 6,924,133

It was estimated that, as at 31 August 2013, a Gris%¢ase/decrease in the
exchange rate of US dollar against Hong Kong dollaith all other
variables held constant, would increase/decreaseeithange gains as
included in revaluation gains for the year by HK®ilfillion (2012:
HK$10.6 million).
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It was estimated that, as at 31 August 2013, ar@ease/decrease in the
exchange rates of other currencies against Hongy Klafiar, with all other
variables held constant, would increase/decreaseeifthange gains as
included in revaluation gains for the year by HK$B million (2012:
HK$92.7 million).

(c) Creditrisk

Credit risk is the risk that an issuer or a coypaery will cause a financial loss to
the Fund by failing to discharge an obligation. vestments in debt securities,
trading financial instruments, and loans and redd@es are potentially subject to
credit risk. The Fund selects issuer or countéyparth good credit standing,

strong financial strength and sizeable capital. e Fhind also limits the individual

exposure, in accordance with a documented risk ganant and investment
strategy, and monitors credit risk on a continubasis. Hence the Fund does
not have significant exposure to or concentratiberedit risk.

The credit quality of cash at bank, deposits wiinks and other financial
institutions and debt securities at the end ofrédporting period, analysed by the
ratings designated by Moody’s or their equivalerstshown below:

2013 2012
Cash at bank and deposits with
banks and other financial institutions, by
credit rating:
Aa3 to Aal 982,075 495,893
A3 to Al 341,154 315,231
1,323,229 811,124
2013 2012
Debt securities, by credit rating:
Aaa 1,333,292 1,445,202
Aa3 to Aal 754,932 689,013
A3toAl 410,130 637,906
Baa3 to Baal 78,382 243,363
Ba3 to Bal 89,218 18,820
Below Ba3 7,742 29,392
2,673,696 3,063,696

The maximum exposure to credit risk of the finahassets of the Fund is equal
to their carrying amounts at the end of the repgrperiod.

(d) Liquidity risk

Liquidity risk is the risk that the Fund will enaoter difficulty in meeting
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obligations associated with financial liabilitiesThe Fund monitors the liquidity
requirements on a continuous basis and maintaieseh of short-term deposits
and cash to pay grants and operating expensescassagy. Hence the Fund
does not have significant exposure to liquiditkris

As at 31 August 2013, the remaining contractual umizs of all financial
liabilities, based on contractual undiscounted démks and the earliest date on

which the Fund can be required to pay, were threaths or less (2012: three
months or less).

16. Fair values of financial instruments

(a) Fair values

(b)

(€)

The fair values of financial instruments quotedaative markets are their quoted
prices at the end of the reporting period. Indbsence of such quoted market
prices, fair values are estimated using presentevat other valuation techniques,

using inputs based on market conditions existinghat end of the reporting
period.

The carrying amount and fair value of held-tatamity securities at the end of the
reporting period are shown below:

2013 Carrying Fair value
amount
Assets
Held-to-maturity debt securities 51,293 50,282
2012 Carrying Fair value
amount
Assets
Held-to-maturity debt securities 103,155 103,158

All other financial instruments are stated in th&ement of financial position at
amounts equal to or not materially different frdmeit fair values.

The carrying amount of financial instrumentsas@ed at fair value at the end of
the reporting period according to the fair valuerarchy is shown below:

2013 Level 1 Level 2 Total
Assets
Financial assets designated
at fair value 4,022,426 2,113,687 6,136,113
Trading financial instruments — 9,217 9,217
4,022,426 2,122,904 6,145,330
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17.

2013
Liabilities
Trading financial instruments

2012

Assets

Financial assets designated
at fair value

Trading financial instruments

Liabilities
Trading financial instruments

Leve 1 Leve 2 Total
— 8,006 8,006

Level 1 Level 2 Total
3,868,975 2,115,198 5,984,173
— 12,886 12,886
3,868,975 2,128,084 5,997,059
— 26,580 26,580

No financial assets or liabilities were classifigier Level 3.

The three levels of the fair value hierarchy are:

Level 1:

active markets for identical assets or liabilities;

Level 2:

fair values of financial instruments ayeoted prices (unadjusted) in

fair values of financial instruments afetermined involving inputs

other than quoted prices included in Level 1 tmatabservable for the
asset or liability, either directly (as prices)indirectly (derived from

prices); and

Level 3:

fair values of financial instruments aetermined with inputs that are
not based on observable market data (unobservgtnlsi).

Possible impact of amendments, new standards and interpretationsissued but not
yet effectivefor theyear ended 31 August 2013

Up to the date of issue of the financial statemeahts HKICPA has issued a number of
amendments, new standards and interpretations vain&chot yet effective for the year
ended 31 August 2013 and which have not been estbpted in the financial

statements.

The Fund is in the process of making an assessofenthat the impact of these
amendments, new standards and interpretationgected to be in the period of initial

adoption.

So far, it has concluded that the adaptf them is unlikely to have a
significant impact on the Fund’s results of openasi and financial position.

The following developments may result in new or adesl disclosures in future

financial statements:
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Amendments to HKAS 32,
Financial Instruments: Presentation
— Offsetting Financial Assets and Financial
Liabilities
Amendments to HKFRS 7,
Financial Instruments: Disclosures

— Disclosures — Offsetting Financial Assets and
Financial Liabilities

HKFRS 9,Financial Instruments

HKFRS 13,Fair Value Measurements
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Effective for
accounting periods
beginning on or after

1 January 2014

1 January 2013
Unspecified

1 January 2013



