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Report of the Director of Audit

Audit Commission
The Government of the Hong Kong Special Administrative Region

Self-financing Post-secondary Education Fund

Independent Audit Report
To the Permanent Secretary for Education Incorporated

I certify that I have audited the financial statements of the Self-financing
Post-secondary Education Fund set out on pages 3 to 20, which comprise the
statement of financial position as at 31 August 2016, 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 Self-financing Post-secondary Education Fund as at 31 August 2016,
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.
Kenneth Ho Audit Commission
Assistant Director of Audit 26th Floor
for Director of Audit Immigration Tower

7 Gloucester Road
24 February 2017 Wanchai, Hong Kong



SELF-FINANCING POST-SECONDARY EDUCATION FUND
STATEMENT OF COMPREHENSIVE INCOME
FOR THE YEAR ENDED 31 AUGUST 2016
(Expressed in thousands of Hong Kong dollars)

Note

INCOME
Interest income 3
Dividend income 4
Net realised and revaluation gains/(losses) on:
—securities
—trading financial instruments
—deposits with banks and other financial

institutions

Other income

EXPENDITURE
Grants 5
Operating expenses 6

SURPLUS/(DEFICIT) FOR THE YEAR

OTHER COMPREHENSIVE INCOME

TOTAL COMPREHENSIVE INCOME/(LOSS)
FORTHE YEAR

2016 2015
38,065 40,946
54,426 48,037

105,280 | | (148,601
(40) 13,103
(19,448)| | (34,982)
85,792  (170,480)
52 19
178,335  (81,478)

(101,255)  (102,250)
(8,636) (8,489)

(109,891)  (110,739)
68,444  (192,217)
68,444  (192,217)

The accompanying notes 1 to 16 form part of thesmntial statements.



SELF-FINANCING POST-SECONDARY EDUCATION FUND
STATEMENT OF FINANCIAL POSITION
ASAT 31 AUGUST 2016
(Expressed in thousands of Hong Kong dollars)

Note 2016 2015
ASSETS
Cash at bank 17,664 10,454
Deposits with banks and other financial insittos
with original maturity within three months 7 36,034 632,978
Deposits with banks and other financial insittos
with original maturity over three months 7 615,038 939,618
Securities 8 2,306,972 1,905,682
Trading financial instruments 9 1,802 1,039
Receivables and other assets 10 30,479 30,172
Placement with the Exchange Fund 11 580,900 -
3,588,889 3,519,943
LIABILITIES
Trading financial instruments 9 (785) (875)
Payables and other liabilities 12 (10,462) (9,870)
(11,247) (10,745)
NET ASSETS 3,577,642 3,509,198
Representing:
FUND BALANCE
Accumulated surplus 3,577,642 3,509,198

The accompanying notes 1 to 16 form part of thiemm€ial statements.

Permanent Secretary for Education Incorporated
Trustee of the Self-financing Post-secondary Edoedtund

(Mrs Marion Lai)
Permanent Secretary for Education
24 February 2017



SELF-FINANCING POST-SECONDARY EDUCATION FUND
STATEMENT OF CHANGESIN EQUITY
FOR THE YEAR ENDED 31 AUGUST 2016
(Expressed in thousands of Hong Kong dollars)

2016 2015
ACCUMULATED SURPLUS
Balance at beginning of year 3,509,198 3,701,415
Total comprehensive income/(loss) for the year 68,444 (192,217)
Balance at end of year 3,577,642 3,509,198

The accompanying notes 1 to 16 form part of thesmntial statements.



SELF-FINANCING POST-SECONDARY EDUCATION FUND
STATEMENT OF CASH FLOWS

FOR THE YEAR ENDED 31 AUGUST 2016

(Expressed in thousands of Hong Kong dollars)

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

NET CASH (USED IN)/FROM OPERATINGACTIVITIES

CASH AND CASH EQUIVALENTS
AT BEGINNING OF YEAR

EFFECT OF EXCHANGE RATE CHANGES

CASH AND CASH 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

2016 2015
68,444  (192,217)
(38,065)  (40,946)
(54,426)  (48,037)
324580 389,040
(401,290) 283,926
(580,900) —
(853) 129
(2,900) (3,171)
592 7,867
(24) 113
42,054 30,682
53,030 47,669
(589,758) 475,055
643432 168,490
24 (113)
53,608 643,432
36,034 632,978
17,664 10,454
53,608 643,432

The accompanying notes 1 to 16 form part of thesmtial statements.
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SELF-FINANCING POST-SECONDARY EDUCATION FUND
Notesto thefinancial statements

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

General

The Self-financing Post-secondary Education Fuhe Rund) was established by a declaration
of trust made on 26 August 2011 by the Permanetrte&ay for Education Incorporated (the

Trustee) to support worthwhile initiatives and soles that aim to enhance the quality of
self-financing post-secondary education in Hong ¢ion

Significant accounting policies

(@)

(b)

Statement of compliance

The financial statements have been prepared inrda&eoe with section 8(3) of the
Permanent Secretary for Education Incorporationir@rice (Cap. 1098), accounting
principles generally accepted in Hong Kong, andaglplicable Hong Kong Financial
Reporting Standards (HKFRSs), which is a collectimen that includes all applicable
individual HKFRSs, Hong Kong Accounting Standard$KASs) and Interpretations
issued by the Hong Kong Institute of Certified RubAccountants (HKICPA). A

summary of the significant accounting policies addgby the Fund is set out below.

Basis of preparation of the financial stateraent

The measurement basis used in the preparationeofithncial statements is historical
cost except that financial assets designated mvéfie and trading financial instruments
are stated at fair value as explained in the adaogipolicies set out below.

The preparation of financial statements in confeymiith HKFRSs requires management
to make judgements, estimates and assumptionaffeat the application of policies and
the reported amounts of assets and liabilitieyrime and expenses. The estimates and
associated assumptions are based on historicatierpe and various other factors that
are believed to be reasonable under the circumestatize results of which form the basis
for making judgements about the carrying valuesagdets and liabilities that are not
readily apparent from other sources. Actual resulay differ from these estimates.

The estimates and underlying assumptions are redem an ongoing basis. Revisions
to accounting estimates are recognised in the g@miavhich the estimate is revised if the
revision affects only that period, or in the permfcthe revision and future periods if the
revision affects both current and future periods.

There are no critical accounting judgements invdlue the application of the Fund’s
accounting policies. There are also no key assomgptoncerning the future, and other
key sources of estimation uncertainty at the endhef reporting period, that have a
significant risk of causing a material adjustmemtthie carrying amounts of assets and
liabilities in the next year.



(c) Financial assets and financial liabilities

(i)

Initial recognition

The Fund classifies its financial assets and firntabilities into different
categories at inception, depending on the purpaseliich the assets were acquired
or the liabilities were incurred. The categories: drading financial instruments,
financial assets designated at fair value, loart raceivables and other financial
liabilities.

Financial assets and financial liabilities are nuead initially at fair value plus, for
loans and receivables and other financial liabsititransaction costs that are directly
attributable to the acquisition of the financiakeis or the issue of the financial
liabilities. Transaction costs on trading finahdrestruments and financial assets
designated at fair value are expensed immediately.

The Fund recognises financial assets and finahalalities on the date it becomes a
party to the contractual provisions of the instraime Regular way purchases and
sales of financial assets are accounted for a¢ triade.

(i) Categorisation and subsequent measurement

Trading financial instruments

These comprise forward currency contracts usedhbyFRund to manage its risks
associated with foreign currency fluctuations. tsderivative financial instruments
do not qualify for hedge accounting and are caisgdras “trading” under HKAS 39,
Financial Instruments: Recognition and Measurement.

Trading financial instruments are carried at fatue, and presented as assets when
the fair value is positive and as liabilities whee fair value is negative. Changes
in the fair value are included in surplus or defigithe period in which they arise.

Financial assets designated at fair value

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

Financial assets designated at fair value areechat fair value. Changes in the
fair value are included in surplus or deficit ire tberiod in which they arise.

Loans and receivables

Loans and receivables are non-derivative finarasakts with fixed or determinable
payments that are not quoted in an active market \@hich the Fund has no
intention of trading, other than those that the dsunpon initial recognition,
designates at fair value. This category includeshcat bank, deposits with banks
and other financial institutions, placement witle taxchange Fund, receivables and
other assets.



Loans and receivables are carried at amortised usisig the effective interest
method less impairment losses, if any (note 2(B)(vi

The effective interest method is a method of calind) the amortised cost of a
financial asset or a financial liability and ofadhting the interest income or interest
expense over the relevant period. The effectiter@st rate is the rate that exactly
discounts estimated future cash receipts or payrtermugh the expected life of the
financial instrument or, when appropriate, a shigregiod to the net carrying amount
of the financial asset or financial liability. Wealculating the effective interest

rate, the Fund estimates cash flows consideringoaitractual terms of the financial

instrument but does not consider future creditdess The calculation includes all

fees received or paid between parties to the continat are an integral part of the
effective interest rate, transaction costs andtakr premiums or discounts.

Other financial liabilities

These are financial liabilities other than tradifigancial instruments. This
category includes payables and other liabilitieShey are carried at amortised cost
using the effective interest method.

(iif) Fair value measurement principles

The Fund measures its investments in securitiedradehg financial instruments at
fair value at the end of each reporting period. ir #alue is the price that would be
received to sell an asset or paid to transfer lilily in an orderly transaction
between market participants at the measurement datee fair value measurement
is based on the presumption that the transactiosetiothe asset or transfer the
liability takes place either (a) in the principahrket for the asset or liability, or (b)
in the absence of a principal market, in the mdstatageous market for the asset or
liability; and the Fund has access to these magktdtse measurement date.

The fair value of an asset or a liability is measuwith those assumptions that
market participants would use when pricing the tasseliability, assuming that
market participants act in their best economicragge

The Fund uses valuation techniques that are agptepn the circumstances and for
which sufficient data are available to measure ¥@lue, maximising the use of
relevant observable inputs and minimising the useirmbservable inputs. The
Fund measures fair values using the following Yailue hierarchy that reflects the
significance of inputs used in making the measurgse

Level 1 — fair values are quoted prices (unadjystedactive markets for identical
assets or liabilities;

Level 2 — fair values are determined with inputseotthan quoted prices included in
Level 1 that are observable for the asset or ligb#ither directly (i.e. as
prices) or indirectly (i.e. derived from priceshda

Level 3 — fair values of financial instruments determined with inputs that are not
based on observable market data (unobservablesinput



(iv)

(v)

(vi)

For assets and liabilities that are recognisetienfinancial statements on a recurring
basis, the Fund determines whether transfers batlesels in the hierarchy should
be reflected in the financial statements by resseg categorisation (based on the
level of input that is most significant and relevemthe fair value measurement as a
whole) at the end of the reporting period.

Derecognition

A financial asset is derecognised when the contehatights to receive the cash
flows from the financial asset expire, or where flmancial asset together with
substantially all the risks and rewards of ownegrdtave been transferred.

The Fund uses the weighted average method to datemnealised gains and losses
to be recognised in surplus or deficit on derectgmi

A financial liability is derecognised when the @aliion specified in the contract is
discharged, cancelled or when it expires.

Offsetting

Financial assets and financial liabilities are @ffand the net amount is reported in
the statement of financial position where thera isgally enforceable right to offset
the recognised amounts and there is an intentigettte on a net basis, or realise the
assets and settle the liabilities simultaneously.

Impairment of financial assets

The carrying amounts of loans and receivables eveewed at the end of each
reporting period to determine whether there is dbje evidence of impairment. If
any such evidence exists, an impairment loss grésed in surplus or deficit as the
difference between the asset’s carrying amountthadpresent value of estimated
future cash flows discounted at the asset’s origifi@ctive interest rate. If in a
subsequent period the amount of such impairmeist desreases and the decrease
can be linked objectively to an event occurringeafthe impairment loss was
recognised, the impairment loss is reversed thraugplus or deficit. A reversal of
impairment losses is limited to the asset’s cagyamount that would have been
determined had no impairment loss been recognrspdar years.

(d) Revenue recognition

(i)

(ii)

Interest income

Interest income is recognised in surplus or deficitan accrual basis, using the
effective interest method.

Dividend income

Dividend income from equity securities is recogdige surplus or deficit when the
share price is quoted ex-dividend.
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(e)

(f)

(¢))

(h)

(i) Net realised and revaluation gains/losses

Realised gains or losses on financial instrumerggecognised in surplus or deficit
when the financial instruments are derecognisechan@es in fair value of trading

financial instruments and financial assets deseghat fair value are recognised as
revaluation gains or losses in surplus or deficihie period in which they arise.

Grants recognition

Grants are recognised as expenditure when thepmoved by the Trustee except in
those cases where the release of grant is subjeettain conditions, such grants are only
recognised as expenditure when the conditions ate m

Foreign currency translation

Foreign currency transactions during the year ramstated into Hong Kong dollars at the
spot exchange rates at the transaction dates. tilgressets and liabilities denominated
in currencies other than Hong Kong dollars arediated into Hong Kong dollars at the
closing exchange rates at the end of the reporgagod. All foreign currency
translation differences are recognised in surptudedcit.

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 other financ&iltitions with original maturity within
three months.

Impact of new and revised HKFRSs

The HKICPA has issued certain new and revised HKSRtat are first effective or
available for early adoption for the current acdaou period. There have been no
changes to the accounting policies applied in thantial statements for the years
presented as a result of these developments. O s not applied any new HKFRSs
that are not yet effective for the current accaumperiod (note 16).
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| nterest income

This represents interest income from:
— placement with the Exchange Fund

— debt securities designated at fair value
denominated in:
— Hong Kong dollar
— other currencies

— deposits denominated in:

— Hong Kong dollar
— othercurrencie

Dividend income

This represents dividend income from equity
securities listed:

— in Hong Kong

— outside Hong Kong

Grants

Grants to institutions
Refund of unused grants

12

2016 2015
9,166 —
912 94¢
5,507 3,860
6,419 4,808
2,133 4,02¢
20,347 32,113
22,480 36,138
38,065 40,946
2016 2015
26,657 27,126
27,769 20,911
54,426 48,037
2016 2015
101,504 102,250
(249) —
101,255 102,250




Operating expenses

Fees for investment managers
Investment transaction costs
Fees for custodian

Staff costs

Others

Depositswith banks and other financial institutions

Fixed deposits denominated in:
— Hong Kong dollar
— other currencies

Call deposits and balances with the custodian
denominated in currencies other than
Hong Kong dollar

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

13

2016 2015
5,644 5,393
973 1,121
910 940
1,084 993
25 42
8,636 8,489
2016 2015
114,776 600,088
500,262 939,618
36,034 32,890
651,072 1,572,596
(615,038) (939,618)
36,034 632,978




Securities

2016 2015

Financial assets designated at fair value
Equity securities listed:
— in Hong Kong 805,298 736,729
— outside Hong Kong 1,041,011 882,231
Debt securities denominated in:
— Hong Kong dollar 57,701 55,263
— other currencies 402,962 231,459

2,306,972 1,905,682
Trading financial instruments

2016 2015

Assets Liabilities Assets Liabilities

Forward currency contracts,
at fair value 1,802 785 1,039 875

All these forward currency contracts would matutighim one year and had a total notional
amount of HK$307.7 million as at 31 August 2016120HK$136.1 million). The notional
amounts of these contracts indicate the volume w$tanding transactions and do not
represent the amounts at risk.

Receivables and other assets

2016 2015
Proceeds receivable from investments sold 6,242 2,115
Accrued interest from placement with
the Exchange Fund 9,166 —
Other interest and dividends receivable 12,151 23,910
Other receivables 2,920 4,147
30,479 30,172
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12.

13.

14.

Placement with the Exchange Fund

The balance of the placement with the Exchange anmolinted to HK$580.9 million (2015:
nil), being the principal sum placed in March 201@he term of the placement is six years
from the date of placement, during which the amadiprincipal sum cannot be withdrawn.

Interest on the placement is payable at a fixed datermined every January. The rate is
the average annual investment return of the Exahd&nmd’s Investment Portfolio for the
past six years or the average annual yield of tiieee government bond for the previous
year subject to a minimum of zero percent, whicheseghe higher. The interest rate has
been fixed at 3.3% per annum for the year 2016.

Payables and other liabilities

2016 2015

Unsettled purchases of investments 8,377 7,978
Amount due to the Government 182 155
Other payables and accruals 1,903 1,737
10,462 9,870

Commitments

As at 31 August 2016, grants approved but not yetfdr payment (note 2(e)) amounted to
HK$91.8 million (2015: HK$73.7 million).

Financial risk management

(@) Investment management and control

The Trustee may invest moneys of the Fund in aerurel with section 5 of the
Permanent Secretary for Education Incorporationir@rice. She has appointed the
Director of Accounting Services to manage the ibwesits of the Fund.

The Steering Committee, established under the dea of trust, may advise the
Secretary for Education on policies and procedugeserning the operation and
development of the Fund. The Investment Committestablished under the
declaration of trust, may advise the Trustee onfdneulation of policies for and the
monitoring of the investment of the Fund. Membefdoth the Steering Committee
and the Investment Committee are appointed by ¢oecEary for Education.

The Fund’s investment objective is to generate lstafvestment returns to support
worthwhile initiatives and schemes that aim to emeathe quality of self-financing
post-secondary education in Hong Kong.

The investment performance of the Fund is monitotertbugh the Investment
15



(b)

Committee which meets regularly to review investtmeports prepared by the Director
of Accounting Services and to interview the FureXgernal investment managers. The
Investment Committee also formulates guidelineagset allocation in order to meet the
investment objective.

The investment management and control of the Fuadset out in a documented risk
management and investment strategy and are reviemead regular basis by the
Investment Committee.

Market risk

Market risk is the risk that changes in market atales such as equity prices, interest
rates and currency exchange rates may affect thgdie or cash flows of a financial
instrument.

() Equity price risk

Equity price risk is the risk of loss arising frochanges in equity prices. The
Fund’'s equities are subject to the equity prick mdherent in all equity securities
i.e. the value of holdings may fall as well as risés at 31 August 2016, the
equities were included in securities as shown iter® The risk is primarily

addressed through diversification of investmenttfpbo in accordance with a

documented risk management and investment straa@gythe Fund monitors the
risk on a continuous basis.

It was estimated that, as at 31 August 2016, a il@¥ease/decrease in the market
bid prices of the equities, with all other variabldeld constant, would
increase/decrease the surplus for the year by H&$18million (2015:
decreasel/increase the deficit for the year by HR&4million based on a 15%
increase/decrease. The change in assumption mdkd sensitivity analysis was
due to less volatile fluctuation in global equitarkets).

(i) Interest rate risk

Interest rate risk refers to the risk of loss agsfrom changes in market interest
rates. This can be further classified into failueainterest 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 interates. Since a substantial
portion of the Fund’s debt securities and all sfdeposits with banks and other
financial institutions bear interest at fixed ratdseir fair values will fall when
market interest rates increase. Investments int delburities are made in
accordance with a documented risk management amstment strategy, and the
Fund monitors the fair value interest rate riskaczontinuous basis.

It was estimated that, as at 31 August 2016, abB38@s points increase/decrease in
interest rates, with all other variables held canstwould decrease/increase the
surplus for the year by HK$32.4 million (2015: iease/decrease the deficit for the
year by HK$16.2 million). As regards deposits withnks and other financial
institutions, since they are all stated at amaditisest, their carrying amounts will
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not be affected by changes in market interest.rates

Cash flow interest rate risk is the risk that fetuwrash flows of a financial
instrument will fluctuate because of changes inketamterest rates. The Fund
does not have a significant exposure to cash fiaerest rate risk because only a
small portion of its debt securities bear inteastates determined by reference to
market interest rates.

(i) Currency risk

Currency risk is the risk that the fair value otule cash flows of a financial

instrument will fluctuate due to changes in curgeegchange rates. The Fund’s
non-Hong Kong dollar investments are exposed toecgy risk. The Fund only

makes investments denominated in Hong Kong ddl&,dollar, Renminbi and

currencies of countries whose foreign currency {texgh debt has a high credit
rating. The Fund’s exposure to currency risk isdked in accordance with a
documented risk management and investment straa@gythe Fund monitors the
risk on a continuous basis.

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

2016 2015

Hong Kong dollar 1,809,529 1,522,861
US dollar 994,951 852,879
Renminbi 261,028 717,285
Japanese yen 120,269 119,769
Euro 159,792 116,791
Pound sterling 111,347 69,663
Others 120,726 109,950
3,577,642 3,509,198

It was estimated that, as at 31 August 2016, witbther variables held constant:

* a 0.5% increase/decrease in the exchange rate ofldl& against Hong
Kong dollar would increase/decrease the surplus foe year by
HK$5.0 million (2015: decrease/increase the defifot the year by
HK$4.3 million); and

* a 5% increase/decrease in the exchange ratesefaittrencies against Hong
Kong dollar would increase/decrease the surplus fioe year by
HK$38.7 million (2015: decreasel/increase the defior the year by
HK$56.7 million).

(c) Credit risk

Credit risk is the risk that an issuer or a coyvdely will cause a financial loss to the
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(d)

Fund by failing to discharge an obligation. Inweshts in debt securities, trading
financial instruments and loans and receivablespatentially subject to credit risk.
The Fund selects issuer or counterparty with goadlit standing, strong financial
strength and sizeable capital. The Fund alsotdintiie individual exposure, in
accordance with a documented risk management aredtment strategy, and monitors
credit risk on a continuous basis.

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

2016 2015
Cash at bank and deposits with
banks and other financial institutions, by
credit rating:
Aa3 to Aal 53,698 428,232
A3 to Al 615,038 1,154,818
668,736 1,583,050
2016 2015
Debt securities, by credit rating:
Aaa 180,018 100,814
Aa3 to Aal 97,068 64,775
A3toAl 148,943 102,374
Baa3 to Baal 34,634 18,759
460,663 286,722

For the placement with the Exchange Fund, the tristtiis considered to be low.

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

Liquidity risk

Liquidity risk is the risk that the Fund will enaoter difficulty in meeting obligations
associated with financial liabilities. The Fundnitors the liquidity requirements on a
continuous basis and maintains a level of shomtéeposits and cash to pay grants and
operating expenses as necessary. Hence the Feadchdbhave significant exposure to
liquidity risk.

As at 31 August 2016, the remaining contractualunizés of all financial liabilities,

based on contractual undiscounted cash flows amcbdinliest date on which the Fund
can be required to pay, were three months or B&ES three months or less).
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15.

(e) Other financial risk

The Fund is exposed to financial risk arising frahrange in the interest rate on the
placement with the Exchange Fund which is deterchiesery January (Note 11). It
was estimated that, as at 31 August 2016, a 5G lpasnts increase/decrease in the
interest rates, with all other variables held canstwould increase/decrease the surplus
for the year by HK$1.4 million (2015: nil).

Fair values of financial instruments

The fair value of financial instruments classifi@ader Level 1 is based on the quoted market
prices of these financial instruments at the enthefreporting period, without any deduction
for estimated future selling costs.

In the absence of such quoted prices, the fairevafufinancial instruments classified under
Level 2 is estimated using present value or otladwation techniques which maximise the
use of observable data, using inputs based on medkelitions existing at the end of the
reporting period.

(a) Financial instruments measured at fair value agcarmring basis

The carrying value of financial instruments meadua¢ fair value at the end of the
reporting period according to the fair value hiekgris shown below:

2016 Level 1 Level 2 Total
Assets
Financial assets designated
at fair value 2,090,586 216,386 2,306,972
Trading financial instruments - 1,802 1,802
2,090,586 218,188 2,308,774
Liabilities
Trading financial instruments - 785 785
2015 Level 1 Level 2 Total
Assets
Financial assets designated
at fair value 1,800,464 105,218 1,905,682
Trading financial instruments — 1,039 1,039
1,800,464 106,257 1,906,721
Liabilities
Trading financial instruments — 875 875

No financial assets or liabilities were classifigtter Level 3. There were no transfers
between Level 1 and Level 2 during the year.
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16.

(b) Financial instruments not measured at fair valua oecurring basis

All other financial instruments are stated in thatement of financial position at
amounts equal to or not materially different frdmit fair values.

Possible impact of amendments, new standards and interpretations issued but not yet
effective for the year ended 31 August 2016

Up to the date of issue of the financial statemetits HKICPA has issued a number of
amendments, new standards and interpretations vainechot yet effective for the year ended
31 August 2016 and which have not been early adaptthe financial statements.

The Fund is in the process of making an assessohavtiat the impact of these amendments,
new standards and interpretations is expected to tiee period of initial adoption. So far,
it has concluded that the adoption of them is w@hjiko have a significant impact on the
Fund’s results of operations and financial position

The following development may result in new or adweth disclosures in future financial
statements:

Effective for
accounting periods
beginning on or after

HKFRS 9,Financial Instruments 1 January 2018

20



