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Introduction

The Police Welfare Fund was established under Section 39 of the
Police Force Ordinance, Cap 232, which sets out the purposes of the Fund.
The Police Force (Welfare Fund) Regulation, Cap 232C, regulates its
administration.

Purposes

2. The major purposes of the Fund are to provide and maintain
amenities for the use and enjoyment of, and make loans, grants, allowances
and gifts to beneficiaries including police officers, civilian officers and any
other persons as specified in Section 39 of the Police Force Ordinance (Cap.
232).

Management and Control

3. The Commissioner of Police of Hong Kong is constituted as a
corporation solely for the management and control of the Police Welfare
Fund with the corporate name of “Commissioner of Police Incorporated”.
The corporation has delegated the day-to-day management of the Fund to
the Police Welfare Fund Management Committee chaired by the Deputy
Commissioner of Police, Management. The Director of Personnel and
Training (DPT), the Assistant Commissioner of Police, Personnel (ACP P),
the Chief Superintendent of Police, Personnel Services and Staff Relations
(CSP PS&SR) and the Financial Controller (FC) are members of the
Committee whilst the Executive Officer, Support Services 1, Personnel
Services and Staff Relations (EO SUP SEV 1 PS&SR) is the Secretary.

4, The Police Welfare Fund comprises five accounts; namely, the
General Fund Account, the Police Band Fund Account, the Sir Shiu-kin
TANG Donation Fund (1985) Account, the Music Bursary Fund Account
and the Further Education Fund Account. Although each account has its
own purposes and has to be kept under separate ledger, they form an
integral part of the Police Welfare Fund.



Performance for 2017/2018

5. The Police Welfare Fund had a surplus of $17.80 million at the
end of the 2017/2018 financial year with the breakdown as follows: -
Surplus/
Account Income Expenditure (Deficit)
$) (%) (%)
General Fund 49,809,214 30,487,860 19,321,354
Police Band Fund 1,544,900 1,339,645 205,255
Sir Shiu-Kin TANG 12,145 12,145 0
Donation Fund (1985)
Music Bursary Fund 17,980 215 17,765
Further Education Fund 0 1,745,000 (1,745,000)
51,384,239 33,584,865 17,799,374
6. The net assets of the Fund stood at $204.37 million as at 31 March

2018, which showed a net increase of 9.54% as compared with $186.57
million as at 31 March 2017.

Welfare Loans

7. In 2017/2018, a total sum of $0.11 million was loaned to members
of the Force. The total amount outstanding as at 31 March 2018 was
$0.06 million, which was the same as compared with the balance as at 31
March 2017 ($0.06 million).

General Fund Account

8. Surplus of this account for 2017/2018 was $19.32 million
comparing to the surplus of $33.08 million in 2016/2017.

Q. The total income for the year was $49.81 million, which
represented a decrease of $4.64 million (8.52%) from that of 2016/2017
($54.45 million). Changes in major items include:



Item Changes
Donations - $ 8,349,688 [- 21.39%]
Hire of police services + $ 990,798 [+ 11.90%)]
Interest income from fixed deposits |+ $ 565,325 [+ 26.24%)]
Miscellaneous receipt + $ 104,957 [+ 2.82%]
10. In 2017/2018, the total expenditure under this account was $30.49

million, which represented an increase of $9.12 million (42.68%) when
compared with 2016/2017 ($21.37 million). Major changes include: -

Item Changes
Formation welfare grants + $ 875,243 [+ 22.76%)]
Grants to various councils, + $ 849,177 [+ 39.30%]

associations, etc.

Grants to police/civilian officersin |+ $ 3,442,787 [+ 91.16%]
hardship

Refreshments for police officerson |+ $ 341,561 [+ 68.38%)]
special duties

Police sports activities expenses + % 379,843 [+ 99.62%)]
Staff relation expenses + $ 2,909,344 [+ 69.29%)]
Grants on death of serving + $ 772,850 [+ 47.59%]
police/civilian officers or pensioners

Healthy Lifestyle Strategy Activities [+ $ 939,275 [+ 57.19%)]

Police Band Fund Account

11. The main income for this account is derived from the hire of the
Police Band for public performances. Surplus of the year was $0.21
million. During the year, the total income was $1.54 million, an increase
of 41.28% as compared with $1.09 million for 2016/2017. The total
expenditure was $1.34 million, which was increased by 41.05%, compared
with $0.95 million in 2016/2017. The account has a net asset of $1.60
million as at 31 March 2018.
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Sir Shiu-kin TANG Donation Fund (1985) Account

12. In 1985, the late Sir Shiu-kin TANG donated $1 million to the
Force to establish the Sir Shiu-kin TANG Donation Fund. The only
income of this account is derived from the interest on a $1 million time
deposit. Interest income generated in 2017/2018 was $12,145 which was
increased by 10.41% if compared with $11,000 in 2016/2017. All income
was spent for general welfare purposes during the year.

Music Bursary Fund Account

13. The purpose of this account is to provide a fund to sponsor the
Bandsmen to attend musical training courses, and its income is derived
from the sale proceeds of Police Band compact discs. Whilst there was an
income of $17,980 in 2017/2018, an expenditure of $215 was recorded
resulting in a surplus of $17,765 in the year.

Further Education Fund Account

14. To promote life-long learning among the police officers, the Force
set up an account designated for educational purpose, namely Further
Education Fund, in May 2006. The account is to provide assistance to
police officers to pursue private academic studies relevant to their duties to
realize their full potential. Its income was donations designated for
educational purpose. In 2017/2018, a total of $1.75 million were
disbursed as grants for further education of police officers.

Audit of the Fund’s Final Accounts
15. The Director of Audit has audited the final accounts of the Fund

for 2017/2018. A copy of his certificate and the Fund’s final accounts for
2017/2018 are attached.

( LO Wai-chung )
Commissioner of Police Incorporated

28 November 2018
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Police Welfare Fund

Financial Statements for the year ended 31 March 2018



Report of the Director of Audit

Audit Commission
The Government of the Hong Kong Special Administrative Region

Independent Auditor’s Report
To the Legislative Council

Opinion

I certify that | have audited the financial statements of the Police Welfare Fund set out on
pages 4 to 17, which comprise the balance sheet as at 31 March 2018, and the income and
expenditure account, statement of changes in equity and statement of cash flows for the year
then ended, and notes to the financial statements, including a summary of significant
accounting policies.

In my opinion, the financial statements give a true and fair view of the financial position of
the Police Welfare Fund as at 31 March 2018, and of its financial performance and cash flows
for the year then ended in accordance with Hong Kong Financial Reporting Standards
(“HKFRSs”) issued by the Hong Kong Institute of Certified Public Accountants (“HKICPA”)
and have been properly prepared in accordance with section 10(1)(b) of the Police Force
(Welfare Fund) Regulation (Cap. 232 sub. leg. C).

Basis of opinion

I conducted my audit in accordance with section 11(3) of the Police Force (Welfare Fund)
Regulation and the Audit Commission auditing standards. My responsibilities under those
standards are further described in the Auditor’s responsibilities for the audit of the financial
statements section of my report. | am independent of the Police Welfare Fund in accordance
with those standards, and | have fulfilled my other ethical responsibilities in accordance with
those standards. | believe that the audit evidence | have obtained is sufficient and
appropriate to provide a basis for my opinion.

Responsibilities of the Commissioner of Police Incorporated for the financial statements

The Commissioner of Police Incorporated is responsible for the preparation of financial
statements that give a true and fair view in accordance with HKFRSs issued by the HKICPA



and section 10(1)(b) of the Police Force (Welfare Fund) Regulation, and for such internal
control as the Commissioner of Police Incorporated determines is necessary to enable the
preparation of financial statements that are free from material misstatement, whether due to
fraud or error.

In preparing the financial statements, the Commissioner of Police Incorporated is responsible
for assessing the Police Welfare Fund’s ability to continue as a going concern, disclosing, as
applicable, matters related to going concern and using the going concern basis of accounting.

Auditor’s responsibilities for the audit of the financial statements

My objectives are to obtain reasonable assurance about whether the financial statements as a
whole are free from material misstatement, whether due to fraud or error, and to issue an
auditor’s report that includes my opinion. Reasonable assurance is a high level of assurance,
but is not a guarantee that an audit conducted in accordance with the Audit Commission
auditing standards will always detect a material misstatement when it exists. Misstatements
can arise from fraud or error and are considered material if, individually or in the aggregate,
they could reasonably be expected to influence the economic decisions of users taken on the
basis of these financial statements.

As part of an audit in accordance with the Audit Commission auditing standards, | exercise
professional judgment and maintain professional skepticism throughout the audit. | also:

— Identify and assess the risk of material misstatement of the financial statements,
whether due to fraud or error, design and perform audit procedures responsive to
those risks, and obtain audit evidence that is sufficient and appropriate to provide a
basis for my opinion. The risk of not detecting a material misstatement resulting
from fraud is higher than for one resulting from error, as fraud may involve
collusion, forgery, intentional omissions, misrepresentations, or the override of
internal control;

— obtain an understanding of internal control relevant to the audit 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 Police Welfare Fund’s internal
control;

—  evaluate the appropriateness of accounting policies used and the reasonableness of
accounting estimates and related disclosures made by the Commissioner of Police
Incorporated,;

— conclude on the appropriateness of the Commissioner of Police Incorporated’s use

of the going concern basis of accounting and, based on the audit evidence obtained,
whether a material uncertainty exists related to events or conditions that may cast

-2-



significant doubt on the Police Welfare Fund’s ability to continue as a going
concern. If I conclude that a material uncertainty exists, | am required to draw
attention in my auditor’s report to the related disclosures in the financial statements
or, if such disclosures are inadequate, to modify my opinion. My conclusions are
based on the audit evidence obtained up to the date of my auditor’s report.
However, future events or conditions may cause the Police Welfare Fund to cease
to continue as a going concern; and

— evaluate the overall presentation, structure and content of the financial statements,
including the disclosures, and whether the financial statements represent the
underlying transactions and events in a manner that achieves fair presentation.

LIANG Kar-lun, Ken Audit Commission
Principal Auditor 26th Floor
for Director of Audit Immigration Tower

7 Gloucester Road
28 September 2018 Wanchai, Hong Kong



POLICE WELFARE FUND

BALANCE SHEET AS AT 31 MARCH 2018

Note 2018 2017
HK$ HK$
NON-CURRENT ASSETS
Loans receivable 3 - 4,000.00
CURRENT ASSETS
Inventories 2 () 122,730 125,563
Loans receivable 3 59,000 59,000
Sundry debtors, prepayments and others 4 7,898,121 6,121,283
Fixed deposits with banks 176,023,038 170,360,444
Cash and cash equivalents 5 27,041,788 15,259,085
211,144,677 191,925,375
CURRENT LIABILITIES
Sundry creditors, advance payments
and deposits received 6 (6,776,749) (5,360,821)
NET CURRENT ASSETS 204,367,928 186,564,554
NET ASSETS 204,367,928 186,568,554
CAPITAL ACCOUNT
Sir Shiu-kin TANG Donation Fund (1985) 7 1,000,000 1,000,000
ACCUMULATED FUND
General Fund 199,850,568 180,529,214
Police Band Fund 1,600,024 1,394,769
Sir Shiu-kin TANG Donation Fund (1985) 1,197,497 1,197,497
Music Bursary Fund 719,839 702,074
Further Education Fund - 1,745,000
203,367,928 185,568,554
TOTAL EQUITY 204,367,928 186,568,554

The accompanying notes 1 to 13 form part of these financial statements.

( LO Wai-chung)
Commissioner of Police Incorporated
28 September 2018




2018

Income

Expenditure

Surplus/(Deficit) for
the year

Other comprehensive
income

Total comprehensive
income/(loss)
for the year

2017

Income

Expenditure

Surplus/(Deficit) for
the year

Other comprehensive
income

Total comprehensive
income/(loss)
for the year

Note

9

9

POLICE WELFARE FUND

INCOME AND EXPENDITURE ACCOUNT
FOR THE YEAR ENDED 31 MARCH 2018

Sir Shiu-kin
TANG
General Police Band Donation Music Bursary Further
Fund Fund Fund (1985) Fund Education Fund Total
HK$ HK$ HK$ HK$ HK$ HK$
49,809,214 1,544,900 12,145 17,980 - 51,384,239
(30,487,860) (1,339,645) (12,145) (215) (1,745,000) (33,584,865)
19,321,354 205,255 - 17,765 (1,745,000) 17,799,374
19,321,354 205,255 - 17,765 (1,745,000) 17,799,374
54,454,855 1,091,600 11,000 14,180 - 55,571,635
(21,370,560) (953,565) (11,000) (8,000) (655,000) (22,998,125)
33,084,295 138,035 - 6,180 (655,000) 32,573,510
33,084,295 138,035 - 6,180 (655,000) 32,573,510

The accompanying notes 1 to 13 form part of these financial statements.



Balance at 1 April 2016

Total comprehensive
income/(loss) for 2016/17

Balance at 31 March 2017

Total comprehensive
income/(loss) for 2017/18

Balance at 31 March 2018

POLICE WELFARE FUND

STATEMENT OF CHANGES IN EQUITY

FOR THE YEAR ENDED 31 MARCH 2018

Capital Account

Accumulated Fund

Sir Shiu-kin Sir Shiu-kin
TANG TANG Music Further
Donation Fund General Police Band Donation Bursary Education
(1985) Fund Fund Fund (1985) Fund Fund Total
HK$ HK$ HK$ HK$ HK$ HK$ HK$
1,000,000 147,444,919 1,256,734 1,197,497 695,894 2,400,000 153,995,044
- 33,084,295 138,035 - 6,180 (655,000) 32,573,510
1,000,000 180,529,214 1,394,769 1,197,497 702,074 1,745,000 186,568,554
- 19,321,354 205,255 - 17,765 (1,745,000) 17,799,374
1,000,000 199,850,568 1,600,024 1,197,497 719,839 - 204,367,928

The accompanying notes 1 to 13 form part of these financial statements.



POLICE WELFARE FUND

STATEMENT OF CASH FLOWS

FOR THE YEAR ENDED 31 MARCH 2018

Cash flows from operating activities
Operating surplus/(deficit) from:

General Fund
Police Band Fund
Music Bursary Fund

Further Education Fund

Exchange (gain)/loss

Interest income from fixed deposits

Decrease in inventories

Decrease in loans receivable

(Increase)/Decrease in sundry debtors, prepayments and others

Increase in sundry creditors, advance payments
and deposits received

Net cash from operating activities

Cash flows from investing activities

Net increase in bank deposits

Interest received from fixed deposits

Net cash used in investing activities

Net increase in cash and cash equivalents

Cash and cash equivalents at beginning of year

Cash and cash equivalents at end of year

The accompanying notes 1 to 13 form part of these financial statements.

Note

2018 2017
HK$ HK$
19,321,354 33,084,295
205,255 138,035
17,765 6,180
(1,745,000) (655,000)
17,799,374 32,573,510
(2,146,412) 1,236,268
(2,732,148) (2,165,678)
2,833 18,788
4,000 5500
(1,781,842) 505,240
1,415,928 3,630,440
12,561,733 35,804,068
(3,515,019) (35,932,286)
2,735,989 2,114,316
(779,030) (33,817,970)
11,782,703 1,986,098
15,259,085 13,272,987
27,041,788 15,259,085




POLICE WELFARE FUND
NOTES TO THE FINANCIAL STATEMENTS

General information

The Police Welfare Fund (the Fund) was established mainly for providing and maintaining
amenities for the use and enjoyment of, and making loans, grants, allowances and gifts to
beneficiaries including police officers, civilian officers and any other persons as specified in
section 39 of the Police Force Ordinance (Cap. 232). The address of the Fund's principal place
of business is Police Headquarters, No. 1 Arsenal Street, Wan Chai, Hong Kong.

Significant accounting policies

(@)

(b)

Statement of compliance

The financial statements of the Fund have been prepared in accordance with section
10(1)(b) of the Police Force (Welfare Fund) Regulation (Cap. 232 sub. leg. C) and all
applicable Hong Kong Financial Reporting Standards (HKFRSSs) issued by the Hong Kong
Institute of Certified Public Accountants.

Basis of preparation

The financial statements have been prepared on an accrual basis and under the historical
cost convention.

The preparation of financial statements in conformity with HKFRSs requires management
to make judgements, estimates and assumptions that affect the application of policies and
reported amounts of assets, liabilities, income and expenditure. The estimates and
associated assumptions are based on experience and various other factors that are believed
to be reasonable under the circumstances, the results of which form the basis for making
judgements about the carrying values of assets and liabilities that are not readily apparent
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 is revised if the
revision affects 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 neither key assumptions concerning the future nor other key
sources of estimation uncertainty at the balance sheet date that have a significant risk of
causing a material adjustment to the carrying amounts of assets and liabilities in the next
year.



(©)

(d)

(€)

()

9)

Adoption of new/revised HKFRSs

The Fund has adopted all new/revised HKFRSs which are effective and relevant to the
Fund for the current accounting period.

The Fund has not early adopted any amendments, new standards and interpretations which
are not yet effective for the current accounting period. 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 initial adoption. So far, it has concluded
that the adoption of them is unlikely to have a significant impact on the Fund's results of
operations and financial position.

Financial assets and financial liabilities

The Fund's financial assets and financial liabilities include loans receivable, sundry
debtors, deposits with banks, cash and cash equivalents, sundry creditors and deposits
received. They are intially measured at fair value plus transaction costs that are directly
attributable to the acquisition of financial assets or issue of financial liabilities. Financial
assets are subsequently measured at amortised cost using the effective interest method, less
impairment loss, if any (note 2(e)). Financial liabilities are subsequently measured at
amortised cost using the effective interest method.

A financial asset is derecognised when the rights to receive cash flows from the asset have
expired or the Fund has transferred substantially all the risks and rewards of ownership of
the asset. A financial liability is derecognised when the relevant obligation is discharged,
cancelled or expires.

Impairment of financial assets

The Fund assesses at each balance sheet date whether there is objective evidence that a
financial asset is impaired. The impairment loss is recognised in the income and
expenditure account.

Inventories

(i) Inventories consist of the Police Band 55th Anniversary Commemorative Postal
Covers and the 170th Anniversary DVDs and Blu-ray discs.

(if)  Inventories are valued on a first-in-first-out basis. The inventories are stated at the
lower of cost and net realisable value. Net realisable value is the estimated selling
price in the ordinary course of business less the estimated selling expenses.

Revenue recognition

(i)  Fees for hire of police services are recognised upon provision of services.



(ii) Donation income is recognised once cash is received and the approval for acceptance
is obtained.

(iii) Interest income is recognised as it accrues using the effective interest method.

(iv) Government grant is recognised when there is a reasonable assurance that the Fund
will comply with the conditions attaching to it and that the grant will be received.
Government grant is recognised in the income and expenditure account over the
period necessary to match it with the costs it is intended to compensate.

(h) Foreign currency translation

Hong Kong dollar is the currency of the primary economic environment in which the Fund
operates. Foreign currency transactions during the year are translated into Hong Kong
dollars at the exchange rates ruling at the transaction dates. Monetary assets and liablilities
denominated in foreign currencies are translated into Hong Kong dollars at the exchange
rates ruling at the balance sheet date. Exchange gains and losses are dealt with in the
income and expenditure account.

(i) Cash and cash equivalents

Cash and cash equivalents comprise cash on hand, demand deposits and other short-term
highly liquid investments that are readily convertible to a known amount of cash and are
subject to an insignificant risk of changes in value, having been within three months of
maturity when acquired.

3. Loans receivable

2018 2017

HK$ HK$
Balance at beginning of year 63,000 68,500
Loans made during the year 110,000 90,000
Repayments received during the year (114,000) (95,500)
Balance at end of year 59,000 63,000
Classified as :
Non-current asset - 4,000
Current asset 59,000 59,000

59,000 63,000

As at 31 March 2018, there were no approved loans (2017: Nil) with payments effected after the
balance sheet date.

-10 -



4. Sundry debtors, prepayments and others
2018 2017
HK$ HK$
Sundry debtors 3,456,101 2,905,340
Prepayments 568,440 414,564
Others 3,873,580 2,801,379
7,898,121 6,121,283
Others represents the costs of retirement souvenirs purchased but not yet allocated to eligible
retiring officers at the balance sheet date.
5. Cash and cash equivalents
2018 2017
HK$ HK$
Deposit with the Treasury 22,991,567 14,389,466
Cash at bank 2,850,221 869,619
Cash in hand 1,200,000 -
27,041,788 15,259,085
6. Sundry creditors, advance payments and deposits received
2018 2017
HK$ HK$
Amount due to Police Band members 524,789 423,101
Sundry creditors 6,107,648 4,757,825
Advance payments received 43,026 85,455
Deposits received 101,286 94,440
6,776,749 5,360,821
7. Capital account

A sum of HK$1,000,000 was donated by the late Sir Shiu-kin TANG in honor of Mr. Roy
HENRY's retirement in 1984-85. In accordance with the donor's wishes, this amount has to be
deposited with bank and the income earned therefrom should be used for general welfare
purposes.

-11 -



(@ General Fund

Donations

Government grant

Hire of police services

Hire of police holiday facilities
Interest income from fixed deposits

Commission on sale of souvenirs
by contractor

Miscellaneous receipts

Commission from Staff
Purchase Scheme contractor

Exchange gain

(b) Police Band Fund

Hire of Police Band

Donation

(c) Sir Shiu-kin TANG Donation Fund (1985)

Interest income from fixed deposit

(d) Music Bursary Fund

Sale of compact discs

-12 -

2018 2017

HK$ HK$
30,685,927 39,035,615
141,261 132,980
9,315,312 8,324,514
41,300 27,545
2,720,003 2,154,678
753,962 872,184
3,825,037 3,720,080
180,000 187,259
2,146,412 -
49,809,214 54,454,855
1,519,900 1,089,600
25,000 2,000
1,544,900 1,091,600
12,145 11,000
17,980 14,180
51,384,239 55,571,635




9. Expenditure

Note 2018 2017
HK$ HK$
(a) General Fund

Formation welfare grants 10 4,721,293 3,846,050
Grants to Police Tactical Units 207,859 129,502
Grants to various councils, associations, etc. 3,010,139 2,160,962
Recurrent expenses on police holiday

facilities 354,926 483,356
Grants to police/civilian officers in hardship 7,219,613 3,776,826
Refreshments for police officers on special

duties 841,101 499,540
Police sports activities expenses 761,152 381,309
Staff relation expenses 7,108,201 4,198,857
Grants on death of serving police/civilian

officers or pensioners 2,396,850 1,624,000
Summer scholarships for police officers' children 144,876 128,873
Healthy Lifestyle Strategy Activities 2,581,592 1,642,317
Seminars and Resettlement Training Courses 40,665 56,988
Grants to junior police officers for

further education 125,000 -
Others 974,593 1,205,712
Exchange loss - 1,236,268

30,487,860 21,370,560
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(b) Police Band Fund

Distribution of band fees
Purchase and repair of musical instruments

Royalties to Composers and Authors Society
of Hong Kong Limited

Laundry expenses for bandsmen engaged in
private functions

Miscellaneous expenses

Entertainment expenses

(c) Sir Shiu-kin TANG Donation Fund (1985)

General welfare expenses

(d) Music Bursary Fund

Expenses on training bandsmen

Miscellaneous expenses

(e) Further Education Fund

Further education grants to police officers
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2018 2017
HK$ HK$
991,363 716,190
281,593 189,549
3,923 6,426
2,205 2,450
42,719 33,081
17,842 5,869
1,339,645 953,565
12,145 11,000
- 8,000
215 -
215 8,000
1,745,000 655,000
33,584,865 22,998,125




10.

11.

Formation welfare grants

All formation welfare grants distributed to the Formations are charged to the income and
expenditure account of the Fund in the year of distribution. As at the balance sheet date, the
accumulated surplus grants held by the Formations were as follows:

Note 2018 2017

HK$ HK$
Balance at beginning of year 209,387 238,944
Grants received during the year 9 4,721,293 3,846,050
4,930,680 4,084,994
Expenses paid during the year (4,602,915) (3,875,607)
Balance at end of year 327,765 209,387

Financial risk management

The Fund's major financial instruments include bank deposits and loans receivable. The major
risks associated with these financial instruments are set out below.

(@ Creditrisk

Credit risk is the risk that one party to a financial instrument will fail to discharge an
obligation and cause the other party to incur a financial loss.

The Fund's maximum exposure to credit risk as at the balance sheet date in relation to the
financial instruments is the carrying amount of these assets as stated in the balance sheet.
The Fund limits its exposure to credit risk arising from the bank deposits by transacting
with well established banks with high credit ratings.

For loans receivable, the Fund closely monitors the granting of credit and the repayment of
loans. The Fund considers that adequate provision has been made, where necessary, for
amounts which are expected to be irrecoverable as at the balance sheet date. There were
no loan repayments past due as at 31 March 2018 (2017: Nil).

-15 -



12.

(b)

(©)

(d)

Interest rate risk

Interest rate risk is the risk of loss arising from changes in market interest rates. This can
be further classified into fair value interest rate risk and cash flow interest rate risk. Fair
value interest rate risk is the risk that the value of a financial instrument will fluctuate
because of changes in market interest rates. Since the Fund's bank deposits bear interest at
fixed rates, their fair value will fall when market interest rates increase. However, as they
are stated at amortised cost, changes in market interest rates will not affect their carrying
amounts and the Fund's total comprehensive income and equity.

Cash flow interest rate risk is the risk that future cash flows of a financial instrument will
fluctuate because of changes in market interest rates. The Fund is not exposed to material
cash flow interest rate risk because it has no major financial instruments bearing interest at
a floating rate.

Foreign currency risk

As at the balance sheet date, the Fund maintained financial assets denominated in
Renminbi totalling CNY18,687,822 (2017: CNY17,981,298).

It is estimated that, if the Renminbi strengthens/weakens by 5% (2017: 5%) against the
Hong Kong dollar as at the balance sheet date, with all other variables being held constant,
the total comprehensive income for the year and equity would increase/decrease by
HK$1,164,000 (2017: HK$1,014,000).

The sensitivity analysis above has been determined assuming that the change in foreign
exchange rate had occurred at the balance sheet date and for financial instruments in
existence at that date. The 5% (2017: 5%) strengthening/weakening in Renminbi
represents the assessment by the Fund of a reasonably possible change in foreign exchange
rate over the period until the end of next year.

Liquidity risk

The Fund maintains a level of cash and cash equivalents that is considered adequate to
finance its operations and mitigate the effect of fluctuations in cash flows.

Capital management

The capital structure of the Fund consists of capital and accumulated funds. The Fund's
objectives when managing capital are :

-16 -



13.

(@ to comply with the Police Force Ordinance and the Police Force (Welfare Fund)
Regulation; and

(b) to maintain a capital base for carrying out the purposes of the Fund as stated in note 1
above.

The Fund manages capital to ensure that its level is sufficient to fund future loan payments and

expenditure, taking into account its projected cash flow requirements, future financial
obligations and commitments.

Fair values of financial assets and liabilities

All financial assets and liabilities are stated in the balance sheet at amounts equal to or not
materially different from their fair values.
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