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Financial Results 2018/19

1. 2018/19 was a challenging year for the OFCA Trading Fund. The
profit for the year fell to HK$30.8 million from HK$40.9 million in
2017/18. The rate of return on average net fixed assets (“ANFA")
decreased to -0.8% from 11.9% a year before. This was primarily
the result of increased operating expenditure and partly offset by an

increase in revenue.

. The total revenue at HK$499.7 million was higher than the amount
of HK$476.2 million last year due to increase in revenue from licence
fees and services provided to related parties as well as interest income

from the placement with the Exchange Fund and bank deposits.

On the expenditure side, the total expenditure rose by 7.7% to
HK$468.9 million in 2018/19 mainly due to increase in staff costs and

administrative expenses.

Looking ahead, with the anticipated launch of 5G mobile
communications services, in the short term we are optimistic that the
communications sector in Hong Kong will enter a new era and remain
vibrant and dynamic. With a dedicated and professional team in

OFCA, we are well placed to face the challenges in the coming year.
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Highlights of the financial performance:

2018/19 2017/18

BEEx BHEETT

HK$'m HK$'m

WA Revenue 499.7 476.2

T Expenditure 468.9 4353

22X Profit 30.8 40.9

B EETFERLR Return on ANFA -0.8% 11.9%
I A Revenue

HHABE Licence fees
85.4 % (87.9 %)

X il Expenditure

BT Staff

80.2 % (81.3 %)

* ERANAR201718EERT
In parentheses are 2017/18 figures

BR¥EE Service charges
6.7 % (5.9 %)

\ o\ FISUZA Interest income
\ 6.4 % (5.1 %)
\ #IE Miscellaneous

1.5% (1.1 %)

#3& Operation
17.2 % (15.0 %)

TE R Depreciation & amortisation

\ 22%G1%)
EARI Consultancy

0.4 % (0.6 %)

2018/19 TRADING FUND REPORT Chapter 7 Financial Results
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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

| certify that | have examined and audited the financial statements of
the Office of the Communications Authority Trading Fund set out on
pages 45 to 80, which comprise the statement of financial position as at
31 March 2019, and the statement of comprehensive income, 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
state of affairs of the Office of the Communications Authority Trading
Fund as at 31 March 2019, and of its results of operations 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 the manner provided in section 7(4) of the Trading
Funds Ordinance (Cap. 430).

Basis for opinion

| conducted my audit in accordance with section 7(5) of the Trading
Funds Ordinance 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 Office of the Communications
Authority Trading 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.
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Report of the Director of Audit

Responsibilities of the General Manager, Office
of the Communications Authority Trading Fund
for the financial statements

The General Manager, Office of the Communications Authority Trading
Fund 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 7(4) of the Trading Funds Ordinance, and for such internal control
as the General Manager, Office of the Communications Authority Trading
Fund 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 General Manager, Office of the
Communications Authority Trading Fund is responsible for assessing the
Office of the Communications Authority Trading 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.
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B BEBRASE Report of the Director of Audit
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skepticism throughout the audit. | also:

— identify and assess the risks 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 Office of the Communications Authority

Trading Fund’s internal control;

— evaluate the appropriateness of accounting policies used and the
reasonableness of accounting estimates and related disclosures
made by the General Manager, Office of the Communications
Authority Trading Fund;
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Report of the Director of Audit

conclude on the appropriateness of the General Manager, Office
of the Communications Authority Trading Fund’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 significant doubt on the Office of the
Communications Authority Trading Fund’s ability to continue as a
going concern. If | 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 Office of the
Communications Authority Trading 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.

Ms Hildy Chan
Assistant Director of Audit (Acting)
for Director of Audit

Audit Commission
26" Floor, Immigration Tower
7 Gloucester Road, Wanchai, Hong Kong

24 September 2019
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el EAES Statement of Comprehensive Income

HZE20195F3A831HLEE for the year ended 31 March 2019

(LUBHSF T F7) (Expressed in thousands of Hong Kong dollars)

RKEEFAHZWA Revenue from contracts with customers 4 460,888 447,129
BIERA Operating costs 5 (468,945) (435,287)
EfF (B8) BA (Loss) / Profit from operations (8,057) 11,842
HiA Other income 6 38,862 29,096
FERA Profit for the year 30,805 40,938
Hith 2T s Other comprehensive income - -
FEEZENE Total comprehensive income for the year 30,805 40,938
ElEEEEHRE Rate of return on fixed assets 7 -0.8% 11.9%

FA9E0EMME AR BIMEZAN—EED o The notes on pages 49 to 80 form part of these financial statements.
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Vg d TS Statement of Financial Position
2019%F3H31H as at 31 March 2019
(LB FTliiZ)r) (Expressed in thousands of Hong Kong dollars)
FERBEE Non-current assets
WEE ~ BN Property, plant and equipment 8 133,254 134,783
EEE Intangible assets 9 3,432 1,562
SNER S FR Placement with the Exchange Fund 10 510,322 487,880
647,008 624,225
mEEE Current assets
& WSR3k B L fih fE U 5k TE Trade and other receivables 11, 12(a) 120,191 3,445
FEWAMNEE SFRF S Interest receivable from placement with the
Exchange Fund 3,649 5,534
H bRl S Other interest receivable 3,640 711
IRITHER Bank deposits 520,900 713,500
RE MIRITHER Cash and bank balances 5,432 3,218
653,812 726,408
REBEE Current liabilities
T IRFR N B BT FRIE Trade and other payables 21,062 17,832
EERAEHE Provision for employee benefits 13 12,739 9,324
FESTBEE AT IRFR Amounts due to related parties 19 31,960 29,525
EIEW A Deferred income 12(b) 114,699 203,097
180,460 259,778
MENEEEE Net current assets 473,352 466,630
BEERERBEE Total assets less current liabilities 1,120,360 1,090,855
ERFERE Non-current liabilities
EERAEFE Provision for employee benefits 13 86,217 87,517
FEE NET ASSETS 1,034,143 1,003,338
=N CAPITAL AND RESERVES
BEASEAR Trading fund capital 14 212,400 212,400
BREER Development reserve 15 690,165 690,165
REEBAR Retained earnings 16 131,578 100,773
1,034,143 1,003,338
RMHE Chaucer Leung
BAELEERBAST General Manager,
BEETRKE Office of the Communications Authority Trading Fund
2019498 24H 24 September 2019

FAIZ0EMMEAART BIRMEZAN—ED o The notes on pages 49 to 80 form part of these financial statements.
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EREEE Statement of Changes in Equity

HE20195F3A310LEE for the year ended 31 March 2019

(LUCBHBEFTFIR) (Expressed in thousands of Hong Kong dollars)

FEWFEER Balance at beginning of year 1,003,338 962,400
FEHEZEWE Total comprehensive income for the year 30,805 40,938
FRRIEER Balance at end of year 1,034,143 1,003,338

FAIZ0EMME AR BIREZAN—ED ©  The notes on pages 49 to 80 form part of these financial statements.
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Financial Statements

Statement of Cash Flows

for the year ended 31 March 2019
(Expressed in thousands of Hong Kong dollars)

Cash flows from operating activities
(Loss) / Profit from operations
Sundry income

Loss on disposal of property, plant and
equipment

Depreciation of property, plant and equipment
Amortisation of intangible assets

(Increase) / Decrease in trade and other
receivables

Increase / (Decrease) in trade and other
payables

Increase in amounts due to related parties
(Decrease) / Increase in deferred income

Increase / (Decrease) in provision for employee
benefits

Notional profits tax paid

Net cash (used in) / from operating
activities
Cash flows from investing activities

(Increase) / Decrease in placement with the
Exchange Fund

Decrease / (Increase) in bank deposits with
original maturities over three months

Acquisition of property, plant and equipment
and intangible assets

Expenses for disposal of property, plant and
equipment

Interest received
Net cash from / (used in) investing activities
Net increase / (decrease) in cash and cash

equivalents

Cash and cash equivalents at beginning
of year

Cash and cash equivalents at end of year

The notes on pages 49 to 80 form part of these financial statements.

(8,057) 11,842
6,967 206
15 20
9,440 12,382
926 995
(116,744) 15,426
1,656 (22,320)
1,668 2,006
(88,398) 31,210
2,115 (1,796)

- (2,197)
(190,412) 47,774
(22,442) 416,286
211,000 (497,100)
(8,368) (1,393)
(15) 3)
30,851 24,877
211,026 (57,333)
20,614 (9,559)
11,718 21,277
17 32,332 11,718
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BAFEER = Financial Statements

B F5 R M EE Notes to the Financial Statements
(BR45BYEEEES) © BT 2 BB LUBHEF TSR » ) (Amount expressed in thousands of Hong Kong dollars, unless otherwise stated.)
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1. General

The Office of the Telecommunications Authority (OFTA) Trading
Fund was established on 1 June 1995 under the Legislative Council
Resolution passed on 10 May 1995 pursuant to sections 3, 4 and
6 of the Trading Funds Ordinance (Cap. 430). By virtue of section
25 of the Communications Authority Ordinance (CAO) (Cap. 616)
which came into operation on 1 April 2012, the OFTA Trading Fund
was renamed as the Office of the Communications Authority (OFCA)
Trading Fund (the Fund) on the same date. The OFCA serves as the
executive arm of the Communications Authority (CA), which is a
statutory body set up under the CAO to administer and enforce the
Broadcasting Ordinance (Cap. 562), the Broadcasting (Miscellaneous
Provisions) Ordinance (Cap. 391), the CAQ, the Telecommunications
Ordinance (Cap. 106) and the Unsolicited Electronic Messages
Ordinance (UEMO) (Cap. 593), as well as the Trade Descriptions
Ordinance (Cap. 362) and the Competition Ordinance (Cap. 619),
and to perform any function under or by virtue of any Ordinance.
The Fund, which is under the policy portfolio of the Commerce and
Economic Development Bureau of the Government of the Hong
Kong Special Administrative Region (the Government), supports the
principal activities of the CA, as follows:

(@) licensing and regulating telecommunications services and
broadcasting services;

(b) managing Hong Kong's radio frequency spectrum;
(¢) providing advisory, planning and support services on

telecommunications, broadcasting, anti-spamming matters to
the Government;

(d) overseeing technical standards and representing the
Government on international affairs;

(e) enforcing the UEMO; and

(f) ensuring the enforcement of fair trading practices and fair
competition in relation to telecommunications and broadcasting
sectors.
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Financial Statements

Notes to the Financial Statements

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

2. Significant accounting policies

(a)

(b)

Statement of compliance

These financial statements have been prepared in accordance
with accounting principles generally accepted in Hong Kong and
all applicable Hong Kong Financial Reporting Standards (HKFRSs),
a collective term which includes all applicable individual HKFRSs,
Hong Kong Accounting Standards (HKASs) and Interpretations
issued by the Hong Kong Institute of Certified Public
Accountants (HKICPA). A summary of the significant accounting
policies adopted by the Fund is set out below.

The HKICPA has issued certain new and revised HKFRSs that
are first effective or available for early adoption for the current
accounting period of the Fund. Note 3 provides information on
the changes, if any, in accounting policies resulting from initial
application of these developments to the extent that they are
relevant to the Fund for the current and prior accounting periods

reflected in these financial statements.
Basis of preparation of the financial statements

The measurement basis used in the preparation of the financial
statements is historical cost.

The preparation of financial statements in conformity with
HKFRSs requires management to make judgments, estimates
and assumptions that affect the application of policies and
reported amounts of assets and liabilities, income and expenses.
The estimates and associated assumptions are based on historical
experience and various other factors that are believed to be
reasonable under the circumstances, the results of which form
the basis for making judgments about carrying values of assets
and liabilities that are not readily apparent from other sources.
Actual results may differ from these estimates.
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Financial Statements

Notes to the Financial Statements

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

2. Significant accounting policies (continued)

(b) Basis of preparation of the financial statements (continued)

(0

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 judgments involved in the
application of the Fund’s accounting policies. There are also no
key assumptions concerning the future, or other key sources
of estimation uncertainty at the reporting date, that have a
significant risk of causing a material adjustment to the carrying
amounts of assets and liabilities in the next year.

Certain comparative figures for the year ended 31 March
2018 have been reclassified to conform to the current year's
presentation of the Fund’s financial statements.

Fixed assets

The fixed assets appropriated to the Fund on 1 June 1995 were
measured initially at deemed cost equal to the value contained
in the Resolution of the Legislative Council passed on 10 May
1995. Fixed assets acquired since 1 June 1995 are capitalised at
the actual costs of acquisition or installation.

(i)  Property, plant and equipment

The following items of property, plant and equipment
are stated at cost less accumulated depreciation and any
impairment losses (note 2(d)):

- land classified as held under a finance lease and building
held for own use situated thereon; and
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Financial Statements

Notes to the Financial Statements

(Amount expressed in thousands of Hong Kong dollars, unless otherwise stated.)
2. Significant accounting policies (continued)
() Fixed assets (continued)

(i) Property, plant and equipment (continued)

- plant and equipment, including telecommunications and
broadcasting equipment, computer systems, furniture,
fixtures and motor vehicles.

Depreciation is calculated to write off the cost of items of
property, plant and equipment, less their estimated residual
value, on a straight-line basis over their estimated useful
lives as follows:

- Land classified as held over the unexpired term
under a finance lease of lease

- Buildings situated on over the shorter of the
leasehold land unexpired term of lease

and their useful lives

- Equipment 5to 12 years
- Computer systems 5 years
- Furniture and fixtures 5 years
- Motor vehicles 5 years

Gains or losses arising from the disposal of property, plant
and equipment are determined as the difference between
the net disposal proceeds and the carrying amount of the
asset and are recognised in the statement of comprehensive
income on the date of disposal.
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Financial Statements

Notes to the Financial Statements

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

2. Significant accounting policies (continued)

(0

(d)

(e)

Fixed assets (continued)
(i) - Intangible assets

Intangible assets include acquired computer software
licences and capitalised development costs of computer
software programs. Expenditure on development of
computer software programs is capitalised if the programs
are technically feasible and the Fund has sufficient resources
and intention to complete development. The expenditure
capitalised includes direct labour and cost of materials.
Intangible assets are stated at cost less accumulated
amortisation and any impairment losses (note 2(d)).

Amortisation of intangible assets is charged to the statement
of comprehensive income on a straight-line basis over the
assets’ estimated useful lives of 5 to 12 years.

Impairment of fixed assets

The carrying amounts of fixed assets, including property, plant
and equipment and intangible assets, are reviewed at the
reporting date to identify any indication of impairment.

If any such indication exists, an impairment loss is recognised in
the statement of comprehensive income whenever the carrying
amount of an asset exceeds its recoverable amount. The
recoverable amount of an asset is the greater of its fair value less
costs to sell and value in use.

Financial assets and financial liabilities
(i) Initial recognition and measurement

The Fund’s financial assets comprise placement with the
Exchange Fund, trade and other receivables, interest
receivables, bank deposits, and cash and bank balances.
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Financial Statements

Notes to the Financial Statements

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

2. Significant accounting policies (continued)

(e) Financial assets and financial liabilities (continued)

(i)

Initial recognition and measurement (continued)

The Fund’s financial liabilities comprise trade and other
payables, provision for employee benefits and amounts due
to related parties.

The Fund recognises financial assets and financial liabilities
on the date it becomes a party to the contractual provisions
of the instrument. At initial recognition, financial assets
and financial liabilities are measured at fair value plus or
minus transaction costs that are directly attributable to the
acquisition of the financial assets or the issue of the financial
liabilities.

Classification and subsequent measurement from 1 April 2018

After the adoption of HKFRS 9 "Financial Instruments" (note
3(a)), the Fund classifies all financial assets as subsequently
measured at amortised cost using effective interest method,
on the basis that they are held within a business model
whose objective is to hold them for collection of contractual
cash flows and the contractual cash flows represent solely
payments of principal and interest. The measurement of
loss allowances for financial assets is based on the expected
credit loss model as described in note 2(e)(v).
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2. Significant accounting policies (continued)

2. XEBECER ()
() SMEEREMER ()

(e) Financial assets and financial liabilities (continued)

Classification and subsequent measurement from 1 April 2018
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(continued)

The effective interest method is a method of calculating
the amortised cost of a financial asset or a financial liability
and of allocating and recognising the interest income or
interest expense over the relevant period. The effective
interest rate is the rate that exactly discounts estimated
future cash payments or receipts through the expected
life of the financial asset or financial liability to the gross
carrying amount of the financial asset or to the amortised
cost of the financial liability. When calculating the effective
interest rate, the Fund estimates the expected cash flows by
considering all contractual terms of the financial instrument
but does not consider the expected credit losses. The
calculation includes all fees paid or received between parties
to the contract that are an integral part of the effective
interest rate, transaction costs and all other premiums or
discounts.

The Fund classifies all financial liabilities as subsequently
measured at amortised cost using effective interest method.

The Fund reclassifies a financial asset when and only when
it changes its business model for managing the asset. A
financial liability is not reclassified.
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Financial Statements

Notes to the Financial Statements

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

2. Significant accounting policies (continued)

(e) Financial assets and financial liabilities (continued)

(iif)

(iv)

Classification and subsequent measurement prior to
1 April 2018

Under HKAS 39 "Financial Instruments: Recognition and
Measurement", the Fund’s financial assets, which were
non-derivative financial assets with fixed or determinable
payments that were not quoted in an active market and
which the Fund had no intention of trading, were classified
as loans and receivables and were carried at amortised cost
using the effective interest method less impairment losses, if
any (note 2(e)(vi)).

The classification of the Fund’s financial liabilities and their
subsequent measurement prior to 1 April 2018 were the
same as those from 1 April 2018 (note 2(e)(ii)).

Derecognition

A financial asset is derecognised when the contractual rights
to receive the cash flows from the financial asset expire, or
where the financial asset together with substantially all the
risks and rewards of ownership have been transferred.

A financial liability is derecognised when the obligation
specified in the contract is discharged or cancelled, or when
it expires.
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Financial Statements

Notes to the Financial Statements

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

2. Significant accounting policies (continued)

(e) Financial assets and financial liabilities (continued)

(v)

Impairment of financial assets from 1 April 2018

After the adoption of HKFRS 9 (note 3(a)), the Fund applies
a three-stage approach to measure expected credit losses
on financial assets (other than trade receivables) measured
at amortised cost and to recognise the corresponding loss
allowances and impairment losses or reversals, with the
change in credit risk since initial recognition determining the
measurement bases for expected credit losses:

Stage 1: 12-month expected credit losses

For financial instruments for which there has not been a
significant increase in credit risk since initial recognition, the
portion of the lifetime expected credit losses that represent
the expected credit losses that result from default events
that are possible within the 12 months after the reporting
date are recognised.

Stage 2: Lifetime expected credit losses — not credit impaired

For financial instruments for which there has been a
significant increase in credit risk since initial recognition but
that are not credit impaired, lifetime expected credit losses
representing the expected credit losses that result from all
possible default events over the expected life of the financial
instrument are recognised.
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2. Significant accounting policies (continued)

(e) Financial assets and financial liabilities (continued)
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(v)

Impairment of financial assets from 1 April 2018 (continued)

Stage 3: Lifetime expected credit losses — credit impaired

For financial instruments that have become credit impaired,
lifetime expected credit losses are recognised and interest
income is calculated by applying the effective interest rate to
the amortised cost rather than the gross carrying amount.

Loss allowances for trade receivables are always measured
at an amount equal to lifetime expected credit losses.

Determining significant increases in credit risk

At each reporting date, the Fund assesses whether there
has been a significant increase in credit risk for financial
instruments since initial recognition by comparing the
risk of default occurring over the remaining expected life
as at the reporting date with that as at the date of initial
recognition. The assessment considers quantitative and
qualitative historical information as well as forward-looking
information. A financial asset is assessed to be credit
impaired when one or more events that have a detrimental
impact on the estimated future cash flows of that financial
asset have occurred.
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2. Significant accounting policies (continued)

2. XEBECER ()
() SMEEREMER ()

(e) Financial assets and financial liabilities (continued)

Impairment of financial assets from 1 April 2018 (continued)
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The Fund assesses whether there has been a significant
increase in credit risk since initial recognition on an individual
or collective basis. For collective assessment, financial
instruments are grouped on the basis of shared credit risk
characteristics, taking into account investment type, credit

risk ratings and other relevant factors.

Placements with banks with an external credit rating of
investment grade are considered to have a low credit
risk. Other financial instruments are considered to have
a low credit risk if they have a low risk of default and the
counterparty or borrower has a strong capacity to meet
its contractual cash flow obligations in the near term. The
credit risk on these financial instruments is assessed as not
having increased significantly since initial recognition.

When a financial asset is uncollectible, it is written off
against the related loss allowance. Such assets are written
off after all the necessary procedures have been completed
and the amount of the loss has been determined.
Subsequent recoveries of amounts previously written off are
recognised in the statement of comprehensive income.



SRR
BTSRRI

(BR¥FBIGLEAS) » BB 28RS LUBHS FITL SR )

2. EEEEIR ()

(e) EHMEEMEMRE (F)

(v) 2018F4R1HEESME ENRE

(#&)

FEFRHIEEER

TR TENFAREEBRRYZ
SR TRAERMAE R ANAF
REBEMEGTNEESER
(BIFTERRIREMIIRE) -8
RRE/ZRENENTEER
TNRENEHLEEESTAHS
WEIMESRERMEBNER -
AERMEEERERFHEER
B EEESREZEENKRE
RERZEERRERN XA
BANFEATRRREREN
RECENERTERREES

B/

(vi) 2018F4R 1 HeT& B ERRIE

CREENKREERESERSH
ETEHE - LRESBAIRES
RELHFE - ARESEER
BEREE L EENIREERR
BERKREBRAN AT
B ARRERENREZA
NEBREZEBRRAER - &
BERBERERBERD - M
ZREBERD T E LEBEE
BERRBENSEHEE > AT
DHEHBHERAFHEE -

Financial Statements

Notes to the Financial Statements

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

2. Significant accounting policies (continued)
(e) Financial assets and financial liabilities (continued)

(v) Impairment of financial assets from 1 April 2018 (continued)

Measurement of expected credit losses

Expected credit losses of a financial instrument are an
unbiased and probability-weighted estimate of credit
losses (i.e. the present value of all cash shortfalls) over the
expected life of the financial instrument. A cash shortfall is
the difference between the cash flows due to the Fund in
accordance with the contract and the cash flows that the
Fund expects to receive. For a financial asset that is credit
impaired at the reporting date, the Fund measures the
expected credit losses as the difference between the asset's
gross carrying amount and the present value of estimated
future cash flows discounted at the asset's original effective
interest rate.

(vi) Impairment of financial assets prior to 1 April 2018

The carrying amount of financial assets was reviewed
at each reporting date to determine whether there was
objective evidence of impairment. If any impairment
evidence existed, an impairment loss was recognised in
the statement of comprehensive income as the difference
between the asset’s carrying amount and the present value
of estimated future cash flows discounted at the asset’s
original effective interest rate. If in a subsequent period, the
amount of such impairment loss decreased and the decrease
could be linked objectively to an event occurring after the
impairment loss had been recognised, the impairment loss
was reversed through the statement of comprehensive
income.
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Notes to the Financial Statements

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

2. Significant accounting policies (continued)

)

(9)

Deferred income

If a customer pays consideration, or the Fund has an
unconditional right to consideration, before the Fund transfers a
service to the customer, the Fund recognises its contract liability
as deferred income. The Fund derecognises the deferred income
and recognises revenue when the Fund transfers the service and,
therefore, satisfies its performance obligation.

Notional profits tax

The Fund has no tax liability under the Inland Revenue Ordinance
(Cap. 112).
Government had required the Fund to pay to the Government an

However, prior to 27 December 2017, the

amount in lieu of profits tax (i.e. notional profits tax) calculated
on the basis of the provisions of the Inland Revenue Ordinance.
The accounting policies adopted by the Fund for notional profits
tax were as follows:

(i)  Notional profits tax expense for the year comprised current
tax and movements in deferred tax assets and liabilities.

(i) Current tax was the expected tax payable on the taxable
income for the year, using tax rates enacted or substantively
enacted at the reporting date, and any adjustment to tax
payable in respect of previous years.
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Notes to the Financial Statements

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

2. Significant accounting policies (continued)
(g) Notional profits tax (continued)

(iii) Deferred tax assets and liabilities arose from deductible
and taxable temporary differences respectively, being the
differences between the carrying amounts of assets and
liabilities for financial reporting purposes and their tax bases.
Deferred tax assets also arose from unused tax losses and
unused tax credits.

All deferred tax liabilities, and all deferred tax assets to the
extent that it was probable that future taxable profits would
be available against which the assets could be utilised, were
recognised.

The amount of deferred tax recognised was measured
based on the expected manner of realisation or settlement
of the carrying amounts of the assets or liabilities, using tax
rates enacted or substantively enacted at the reporting date.
Deferred tax assets and liabilities were not discounted.

The carrying amount of a deferred tax asset was reviewed
at each reporting date and was reduced to the extent that
it was no longer probable that sufficient taxable profit
would be available to allow the related tax benefit to be
utilised. Any such deduction was reversed to the extent that
it became probable that sufficient taxable profit would be
available.

However, the Fund is no longer required to pay notional profits
tax with effect from 27 December 2017. The balance of notional
profits tax payable and the balance of deferred tax liabilities as
at 27 December 2017 were derecognised, with corresponding
income recognised in the statement of comprehensive income
for the year ended 31 March 2018 (note 6).
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Notes to the Financial Statements

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

2. Significant accounting policies (continued)

(h) Revenue recognition

0)

From 1 April 2018, after the adoption of HKFRS 15 “Revenue
from Contracts with Customers” (note 3(b)), the Fund recognises
revenue from contracts with customers when it satisfies a
performance obligation by transferring a promised service to a
customer, at the amount of consideration to which the Fund
expects to be entitled in exchange for the service. Prior to
1 April 2018, licence fees received were credited to deferred
income and amortised to profit and loss over the validity period
of the licences. Service income was recognised when services
had been provided.

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

Other income is recognised on an accrual basis.
Employee benefits

The employees of the Fund comprise civil servants and contract
staff. Salaries, staff gratuities, and annual leave entitlements are
accrued and recognised as expenditure in the year in which the
associated services are rendered by the staff. For civil servants,
staff on-costs, including pensions and housing benefits provided
to the staff by the Government, are charged as expenditure in
the year in which the associated services are rendered.

For civil servants employed on pensionable terms, their pension
liabilities are discharged by reimbursement of the staff on-cost
charged by the Government. For other staff, contributions
to the Mandatory Provident Fund Scheme are charged to the
statement of comprehensive income as incurred.
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Notes to the Financial Statements

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

2. Significant accounting policies (continued)

0

(k)

)

(m)

Related parties

The Fund is a separate accounting entity within the Government
established under the Trading Funds Ordinance. During the
year, the Fund has entered into transactions with various related
parties, including government bureaux and departments, other
trading funds and financially autonomous bodies controlled
or significantly influenced by the Government, in the ordinary
course of its business.

Foreign currency translation

Foreign currency transactions during the year are translated
into Hong Kong dollars using the spot exchange rates at the
transaction dates. Monetary assets and liabilities denominated
in currencies other than Hong Kong dollars are translated into
Hong Kong dollars using the closing exchange rate at the
reporting date. All foreign currency translation differences are
recognised in the statement of comprehensive income.

Cash and cash equivalents

Cash and cash equivalents include cash and bank balances,
and other short-term, highly liquid investments that are readily
convertible to known amounts of cash and subject to an
insignificant risk of changes in value, having been within three
months of maturity when placed or acquired.

Provisions and contingent liabilities

Provisions are recognised for liabilities of uncertain timing or
amount when there is a legal or constructive obligation arising
as a result of a past event, it is probable that an outflow of
economic benefits will be required to settle the obligation and a
reliable estimate can be made.

Where the time value of money is material, provisions are stated
at the present value of the expenditure expected to settle the
obligation.
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2. Significant accounting policies (continued)
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(m) Provisions and contingent liabilities (continued)

Where it is not probable that an outflow of economic benefits
will be required, or the amount cannot be estimated reliably,
the obligation is disclosed as a contingent liability, unless the
probability of outflow of economic benefits is remote. Possible
obligations, whose existence will only be confirmed by the
occurrence or non-occurrence of one or more future events, are
also disclosed as contingent liabilities unless the probability of
outflow of economic benefits is remote.

3. Changes in accounting policies

The HKICPA has issued certain new or revised HKFRSs that are effective
for the current accounting period. None of them impact on the

accounting policies of the Fund except for the adoption of HKFRS 9
and HKFRS 15 as set out below.

The Fund has not applied any new standard or interpretation that is

not yet effective for the current accounting period (note 22).

(a)

HKFRS 9 “Financial Instruments”

HKFRS 9 replaces HKAS 39. It sets out the requirements for
recognising and measuring financial assets, financial liabilities
and some contracts to buy or sell non-financial items.

The Fund has applied HKFRS 9 retrospectively to items that
existed as at 1 April 2018 in accordance with the transition
requirements without restating comparative information. The
carrying amounts of the items as at 1 April 2018 have not been
impacted by initial application of HKFRS 9. The nature and effect
of the changes to previous accounting policies are set out below.
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3. Changes in accounting policies (continued)

(@) HKFRS 9 “Financial Instruments” (continued)

Classification of financial assets

HKFRS 9 classifies financial assets into three principal categories:
measured at (i) amortised cost; (ii) at fair value through other
comprehensive income, and (iii) at fair value through profit or
loss. These supersede HKAS 39's categories of held-to-maturity
investments, loans and receivables, available-for-sale financial
assets and financial assets at fair value through profit or loss.
The classification of financial assets under HKFRS 9 is based on
the business model under which the financial asset is managed
and its contractual cash flow characteristics.

The Fund’s financial assets previously classified as loans and
receivables (carried at amortised cost) were reclassified to
financial assets measured at amortised cost (note 2(e)(ii)). The
carrying amounts as at 31 March 2018 were the same as those
as at 1 April 2018.

Impairment of financial assets

HKFRS 9 replaces the “incurred loss” model in HKAS 39 with the
“expected credit loss” model. The expected credit loss model
requires an ongoing measurement of credit risk associated with
a financial asset and therefore recognises expected credit losses
earlier than under the “incurred loss” accounting model in
HKAS 39. The Fund applies the new expected credit loss model
to the financial assets measured at amortised cost (note 2(e)(v)).
The initial application of the new impairment requirements had
no impact on the carrying amounts of the financial assets as at 1
April 2018.
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3. Changes in accounting policies (continued)

(b) HKFRS 15 “Revenue from Contracts with Customers”

HKFRS 15 establishes a comprehensive framework for
recognising revenue and some costs from contacts with
customers, replacing HKAS 18 “Revenue” and HKAS 11
“Construction contracts”. HKFRS 15 also introduces additional
disclosure requirements which aim to enable users of the
financial statements to understand the nature, amount, timing
and uncertainty of revenue and cash flows arising from contracts
with customers.

In accordance with the transition requirements, the Fund has
elected to apply HKFRS 15 retrospectively only to contracts
that were not completed before 1 April 2018 without restating
comparative information. The initial application of HKFRS 15
has not impacted the carrying amounts of any items as at
1 April 2018.

The accounting policies for revenue adopted under HKFRS 15
(note 2(h)) has not affected the amounts of any items in the year
ended 31 March 2019 compared to the previous accounting
policies.
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4. Revenue from contracts with customers

Telecommunications licence fees

Licences — Public 339,566 333,973
Licences — Private 44,523 43,625
Broadcasting licence fees 42,888 41,204

Services provided to related parties
(note 19(a)) 33,621 28,033
Miscellaneous revenue 290 294
460,888 447,129

The Fund supports the CA to administer and enforce various
ordinances including the Broadcasting Ordinance and the
Telecommunications Ordinance. The Fund’s performance obligations
in contracts with customers mainly involve licensing and regulating
telecommunications services and broadcasting services. A licensee
is required to pay service fee in advance. The Fund satisfies its
performance obligation as the service is rendered and recognises the
fee over time on a straight-line basis.

For advisory and project, and frequency assignment and protection
services provided to related parties, the Fund satisfies its performance
obligation as the service is rendered and recognises a service fee over
time on a full cost recovery basis.

Operating costs

Staff costs 376,218 353,908
Accommodation costs 20,146 19,647
Operating expenses 27,306 25,278
Administrative expenses 32,539 19,671
Consultancy fees 1,965 2,842
Depreciation of property, plant

and equipment 9,440 12,382
Amortisation of intangible assets 926 995
Audit fees 405 564

468,945 435,287
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6. Other income

Interest income from financial
assets not at fair value

Placement with the Exchange

Fund 20,558 17,645
Bank deposits 11,335 6,532
Bank balances 2 1

31,895 24,178

Derecognition of notional profits
tax payable and deferred tax

liabilities - 4,712
Sundry income (note 11) 6,967 206
38,862 29,096

Prior to 27 December 2017, the Government had required all trading
funds to pay notional profits tax and dividends to the Government.
On 27 December 2017, the Court of Final Appeal handed down its
judgment in a judicial review case concerning the Fund. According
to the judgment, it was an error of law to construe the Trading Funds
Ordinance as permitting the inclusion in budgets of the Fund of
projections for notional tax or dividends.

Subsequent to the judgment, the Government made a change
in financial arrangement whereby all trading funds are no longer
required to pay notional profits tax and dividends to the Government
with effect from 27 December 2017. The balances of notional
profits tax payable of HK$4,239,000 and deferred tax liabilities of
HK$473,000 as at 27 December 2017 were derecognised, with
corresponding income recognised in the statement of comprehensive
income for the year ended 31 March 2018.



IR EETES
BTSRRI

(BR¥FBIGLEAS) » BB 28RS LUBHS FITL SR )

EEEEL#HE

BEEEELRREZLEEMM R LUEE
BEEFIFEMENES X - 2 EK
EFAE  FEEMNEWRANMAESLH -
BEEEEBEME  RERBM  DIRE
WEE By RARES  AHSER
SALEIINEBFEEEEBFRHMER
55% (20184 1 55%) °

MR - BxfiEkaatt

A
201784818
RnE

HE FTEE
M20184%3H31H
M20184F4H1H
RnE

HE FTeE
72019%3H31H
REtiheE
201764818
FRFE

HE FHEE OB
72018%E3H31H
20184711
FRIE

HE FEEE O
1201943H31H
IREEE
1201943H31H

720183H31H

Cost

At 1 April 2017
Additions
Disposals

At 31 March 2018

At 1 April 2018
Additions
Disposals

At 31 March 2019

Financial Statements

Notes to the Financial Statements

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

7. Rate of return on fixed assets

The rate of return on fixed assets is calculated as total comprehensive
income divided by average net fixed assets and expressed as a
percentage. Total comprehensive income is adjusted by excluding
interest income and interest expenses. Fixed assets include property,
plant and equipment and intangible assets. The Fund is expected to
meet a target rate of return on fixed assets of 5.5% per year (2018:
5.5%) as determined by the Financial Secretary.

8. Property, plant and equipment

Accumulated depreciation

At 1 April 2017

Charge for the year
Written back on disposal
At 31 March 2018

At 1 April 2018

Charge for the year
Written back on disposal
At 31 March 2019

Net book value
At 31 March 2019

At 31 March 2018

220,243 55,497 42,982 48,704 4921 372,347
3,875 1,088 - 301 5,264

(777) (809) (260) (167) (2,013)
220,243 58,595 43,261 48,444 5055 375,598
220,243 58,595 43,261 48,444 5,055 375,598
- 1,014 5,658 474 767 7,913

- - (1,733) (24) (559) (2,316)
220,243 59,609 47,186 48,894 5263 381,195
93,920 51,650 36,815 43,454 4,590 230,429
4,849 994 2,412 3,824 303 12,382

(777) (799) (253) (167) (1,996)
98,769 51,867 38,428 47,025 4,726 240,815
98,769 51,867 38,428 47,025 4,726 240,815
4,849 1,498 2,179 778 136 9,440

- - (1,731) (24) (559) (2,314)
103,618 53,365 38,876 47,779 4,303 247,941
116,625 6,244 8,310 1,115 960 133,254
121,474 6,728 4,833 1,419 329 134,783
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Bi-EE 9. Intangible assets

% Cost

T4 At beginning of year 13,846 13,817
NE Additions 2,796 29
HE FH Disposals (49) )
4R At end of year 16,593 13,846
RETELH Accumulated amortisation

F4) At beginning of year 12,284 11,289
FNEH Charge for the year 926 995
e FHEH O Written back on disposal (49) -
F# At end of year 13,161 12,284
IREFEE Net book value

iR At end of year 3,432 1,562

10. S EEBEFK
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10.

Placement with the Exchange Fund

The balance of the placement with the Exchange Fund amounted
to HK$510,322,000 (2018: HK$487,880,000), being the principal
sum of HK$480,000,000 plus interest paid but not yet withdrawn at
the reporting date of HK$30,322,000 (2018: HK$7,880,000). The
term of the placement is six years from the date of placement, during
which the amount of principal sum cannot be withdrawn.

Interest on the placement is payable at a fixed rate determined every
January. The rate is the average annual investment return of the
Exchange Fund’s Investment Portfolio for the past six years or the
average annual yield of three-year Government Bonds for the previous
year subject to a minimum of zero percent, whichever is the higher.
The interest rate has been fixed at 2.9% per annum for the year 2019
and at 4.6% per annum for the year 2018.
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11.

12.

Trade and other receivables

Trade receivables 119,510 7,929
Less: allowance for impairment

loss - (5,097)

119,510 2,832

Advance payments 511 460

Deposits and other receivables 170 153

120,191 3,445

The movement in the allowance for impairment loss during the year
is as follows:

At beginning of year 5,097 5,097
Unused amount reversed (5,097) -
At end of year - 5,097

The loss allowance of HK$5,097,000 on an amount due from a
company in financial difficulties was reversed during the year when
the amount was received by the Fund, with corresponding income
included under sundry income (note 6).

Contract balances with customers
(@) Receivables and contract assets

For services provided to licensees, the balance of receivables at
the reporting date is presented as trade receivables in note 11.
The Fund does not have any contract assets.
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12. Contract balances with customers (continued)
(b) Contract liabilities

The Fund’s obligations to provide services to licensees for which
the Fund has received advance payments from the licensees
are presented as deferred income in the statement of financial
position. Licensees are required to pay annual licence fees
upon issue of the licence, and on each anniversary thereafter
during the validity period of the licences. Licence period for
each type of licence varies, ranging from 1 to 15 years. When
a licensee does not pay licence fee on an anniversary date, the
licence may be suspended or revoked and the contract with the
licensee would become unenforceable. The balances of deferred
income represent the aggregate amount of the transaction price
allocated to the performance obligations that are unsatisfied (or
partially satisfied) at the reporting date. The Fund expects to
recognise the deferred income as revenue within one year. No
consideration from contracts with customers is not included in
the transaction price.

Significant changes in the balances of deferred income during
the year are shown below:

Decrease due to recognition (203,097) (171,887)
as revenue during the
year that was included
in the balances of
deferred income at
beginning of year
Increase due to advance 114,699 203,097
payments received
during the year
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13. Provision for employee benefits

This represents the estimated liability for employees’ annual leave
and obligations on contract-end gratuities payable to contract staff
for services rendered up to the reporting date (see note 2(i)).

14. Trading fund capital

This represents the Government’s investment in the Fund.

15. Development reserve

This is a reserve serving as a regulating mechanism to meet the
target return as well as to reduce the need for future fee increases.

Balance at beginning and
end of year 690,165 690,165

16. Retained earnings

Balance at beginning of year 100,773 -
Total comprehensive income for

the year 30,805 40,938
Transferred from proposed

dividend - 59,835
Balance at end of year 131,578 100,773

Representing:

Target returns required by the 25,322 17,814
Government (see note 7)
Other retained earnings 106,256 82,959

131,578 100,773
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While the target returns are entrusted to be retained in the Fund, they
belong to the Government pursuant to section 6(6)(c) of the Trading
Funds Ordinance and are not subject to the Fund’s disposal. The
Government will direct the transfer of the sum into general revenue
when appropriate.

With effect from 27 December 2017, the Fund is no longer required
to pay dividends to the Government (see note 6). Accordingly,
the balance of proposed dividend as at 27 December 2017 of
HK$59,835,000 was transferred back to the retained earnings during
the year ended 31 March 2018.

Cash and cash equivalents

Cash and bank balances 5,432 3,218

Bank deposits 520,900 713,500
526,332 716,718

Less: Bank deposits with
original maturities over
three months (494,000) (705,000)

Cash and cash equivalents 32,332 11,718

Capital commitments and other commitments

At 31 March 2019, the Fund had capital commitments, so far as not
provided for in the financial statements, as stated below:

Authorised and contracted for 7,980 372
Authorised but not contracted for 5,939 113
13,919 485
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18.

19.

Capital commitments and other commitments
(continued)

To help resolve billing disputes in deadlock between
telecommunications service providers and their customers outside
the judicial system, a voluntary Customer Complaint Settlement
Scheme (the scheme) was set up in November 2012 by the
Communications Association of Hong Kong, the industry association.
By a Memorandum of Understanding signed on 30 April 2015, the
Fund will provide recurrent funding for the long term operation of
the scheme in the amount not exceeding HK$2,000,000 per annum.
During the year, the Fund had contributed HK$954,000 to the scheme
(2018: HK$855,000).

Related party transactions

Apart from those separately disclosed in the financial statements, the
other material related party transactions for the year are summarised
as follows:

(@) fees income for services provided to related parties included
advisory and project services amounting to HK$19,628,000
(2018: HK$14,032,000) and frequency assignment and protection
services amounting to HK$ 13,993,000 (2018: HK$14,001,000);

(b) expenses for services received from related parties included
accommodation, repairs and maintenance, legal advice,
central administration and auditing. In total, the Fund incurred
HK$27,818,000 on these services (2018: HK$25,305,000); and

() fixed assets acquired from related parties included motor vehicles
and furniture. The total amount of these fixed assets amounted
to HK$778,000 (2018:HK$301,000).
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19.

20.

21.

Related party transactions (continued)

Services provided by or to related parties were charged at the rates
payable by the general public where such services were also available
to members of the public, or on a full cost recovery basis where such
services were only available to related parties. Fixed assets supplied by
related parties were charged at full cost.

Balances with related parties as at 31 March 2019 are set out in the
statement of financial position.

Contingent liabilities

As at 31 March 2019, there were several outstanding litigation cases
filed with the court by licensees under the Telecommunications
Ordinance, claiming for restitution of excessive licence fees paid by
them since 1995. The Government intends to vigorously contest
these claims and will be responsible for claims for those amounts
related to notional profits tax and dividends which have been paid
to the Government by the Fund. In October 2018, the Government
and the CA decided that the other retained earnings of the Fund
of HK$82,959,000, being the total amount of notional profits tax
and dividend retained in the Fund after deduction of target returns
required by the Government, as at 31 March 2018 (see note 16)
would be set aside for refund of licence fees to the licensees, pending
resolution of the claims for restitution. The Fund considers that, based
on the legal advice obtained, the overall financial effect of the claims
cannot be estimated reliably.

Financial risk management
(@) Investment policy

To provide an ancillary source of income, surplus cash is invested
The portfolio includes
It is the
Fund’s policy that all investments in financial instruments should

in a portfolio of financial instruments.
fixed deposits and placement with the Exchange Fund.

be principal-protected.



SRR
BTSRRI

(BR¥FBIGLEAS) » BB 28RS LUBHS FITL SR )

21. BIFEEGER (45)

(b) EHEREbE

(9]

ERARIESB T EMNAFEIERR
REenBgRNEREXREE MK
R -

MR SRS BANA ST AL
BTHE M ATHEANE A
B -

EERRE

FERRESRIAN—FHEER
REBTEEMSI M S —HEXMH
BRER -

LEESNEERAREIZBUANIMNE
ESHFR - BUIR K H AL WK
B BWAE  RITHERNBITH
&% BEESIAFEERARBR - X
FEERARENEERR -

REENEEERR  FIEEHER
BEBREBRFERT - ELEH
BEERERBEGSERR - BRHELE
RRMEEN12E R NFAREERBEN
SRR MEBEESTEHEREE
WAREK °

BRBBNFRIEENRDT - |ITHF
REPITHRBNEEERZ51T ¢

EER -
Aal1ZAa3
A1ZA3

st

Financial Statements

Notes to the Financial Statements

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

21. Financial risk management (continued)

(b) Currency risk

(0

Currency risk is the risk that the fair value or future cash flows
of a financial instrument will fluctuate because of changes in
currency exchange rates.

The Fund does not have significant exposure to currency risk as
substantially all of its financial instruments are denominated in
Hong Kong dollars.

Credit risk

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 credit risk is primarily attributable to placement
with the Exchange Fund, trade and other receivables, interest
receivables, bank deposits and bank balances. The Fund has
a credit policy in place and the exposure to these credit risks is
monitored on an ongoing basis.

To minimise credit risks, all fixed deposits are placed with licensed
banks in Hong Kong. These financial assets are considered to
have a low credit risk. The loss allowances are measured at
amounts equal to 12-month expected credit losses, which are
assessed to be immaterial by the Fund.

The credit quality of bank deposits and bank balances, analysed
by the ratings designated by Moody's or their equivalent, is
shown below:

Credit rating:

Aal to Aa3 194,130 16,417
ATto A3 332,200 700,300
Total 526,330 716,717
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21. Financial risk management (continued)

()

(d)

(e)

Credit risk (continued)

While other financial assets are subject to the impairment
requirements, their expected credit losses were minimal.

The maximum exposure to credit risk of the financial assets of the
Fund at the reporting date is equal to their carrying amounts.

Liquidity risk

Liquidity risk is the risk that an entity will encounter difficulty in
meeting obligations associated with financial liabilities.

The Fund manages liquidity risk by forecasting the amount of
cash required and monitoring the working capital of the Fund to
ensure that all liabilities due and known funding requirements
could be met. As the Fund has a strong liquidity position, it has a
very low level of liquidity risk.

Interest rate risk

Interest rate risk refers to 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 fair value of a
financial instrument will fluctuate because of changes in market
interest rates. Since all of the Fund's bank deposits bear interest
at fixed rates, their fair values will fall when market interest
rates increase. However, as they are all stated at amortised cost,
changes in market interest rates will not affect their carrying
amounts and the Fund'’s profit and reserves.

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's exposure to cash flow interest rate risk
is small as it has no major floating-rate investments.
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(f) Other financial risk

The Fund is exposed to financial risk arising from changes in the
interest rate on the placement with the Exchange Fund which is
determined every January (note 10). It was estimated that, as at
31 March 2019, a 50 basis point (2018: 50 basis point) increase /
decrease in the interest rates for 2018 and 2019, with all other
variables held constant, would increase / decrease the profit for
the year and reserves by HK$2,552,000 (2018: HK$2,439,000).

(g) Fair values

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

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

22. Possible impact of amendments, new
standards and interpretations issued but
not yet effective for the year ended 31
March 2019

Up to the date of issue of these financial statements, the HKICPA has
issued a number of amendments, new standards and interpretations
which are not yet effective for the year ended 31 March 2019 and
which have not been early adopted in these financial statements.

The Fund is in the process of making an assessment of what the
impact of these amendments, new standards and interpretations
expected 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.
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