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Beat Drugs Fund Association
Governing Committee’s report

The Governing Committee (GC) of the Beat Drugs Fund Association (the Association) presents its annual
report together with the audited financial statements for the year ended 31 March 2017,
Princlpal Activity

The Association operates as a non-profit making association to promote werthwhile anti-drug activities.

Financial Statements

The financial performance and cash flows of the Association for the year ended 31 March 2017 and the
Association’s financial position at that date are set out in the financial statements on pages 10 to 33.
Funds

Details of movements in the funds of the Association during the year are set out in the statement of
changes in funds on page 12.

Governing Committee Members

The composition of the GC during the year and up to the date of this report was :-

Chairman

Permanent Secretary for Security

Members

The Hon. Chan Hak-kan, BBS, JP
Mr. Michael Lee Tze-hau, JP

Ms. So Ching

Ms. Elizabeth Law, MH, JP (Retired on 1 July 2016)
Prof. Albert Lee (Retired on 1 July 2016)
Dr. Peggy Chu Sau-kwan (Appointed on 1 July 2016)
Mr. Edwin Yeung Chi-wai, MH {Appointed on 1 July 2016}

Director of Accounting Services

Commissioner for Narcotics

Representative of the Director of Social Welfare
Representative of the Secretary for Education

In accordance with the Association's Articles of Association, The Hon. Chan Hak-kan, BBS, JP,
Mr. Michael Lee Tze-hau, JP, Ms. So Ching, Dr. Peggy Chu Sau-kwan and Mr. Edwin Yeung Chi-wai,
MH (all being committee members appointed by the Permanent Secretary for Security) shall retire at the
coming Annual General Meeting and, being eligible, offer themselves for re-appointment.



Governing Committee Members’ Interests in Transaction, Arrangement or Contract

At no time during the year was the Association a party to any transaction, arrangement or contract in
which a member of the GC of the Association had, directly or indirectly, 2 material interest.

Auditor

Messrs. PKF will retire as the auditor of the Association with effect from the conclusion of the forthcoming
Annual General Meeting in accordance with the terms of the service contract. A resolution for the

appointment of a new auditor of the Association is to be proposed at the forthcoming Annual General
Meeting.



Beat Drugs Fund Association
Business review

Overview of the Operation and Annual Performance

The Beat Drugs Fund (the Fund) was established in 1998 with a capital base of HK$35C million to
provide funding support for worthwhile anti-drug projects through its investment income. It is
administered by the Beat Drugs Fund Association (the Association), which is a non profit-making
company limited by guarantee incorporated under the Companies Ordinance (Cap. 622). A Governing
Committee (GC), comprising both official and non-official members, is set up to oversee the
administration and investment of the Fund, as well as to consider and approve funding applications,
having regard to the recommendations of relevant Government bureaux and departments, as well as the
Action Committee Against Narcotics (ACAN).

The Government injected HK$3 billion into the Fund in 2010, increasing the capital base to HK$3.35
billion.

Principal Activities Performance

Taking into account the emerging needs of certain areas of anti-drug work, the GC, in consultation with
ACAN, has launched various funding schemes, including —

(a) the Regular Funding Scheme (RFS) which supports community-driven anti-drug
activities and programmes on preventive education and publicity (PE&P), treatment and
rehabilitation (T&R), and research;

(b) the Special Funding Scheme {SFS) for Drug Dependent Persons Treatment and
Rehabilitation Centres (DTRCs) which provides financial assistance to DTRCs in
undertaking works projects for fulfilling the statutory licensing requirements or service
enhancement;

() the Healthy School Programme with a Drug Testing Component (HSP(DT)) which is a
school-based preventive education initiative for implementation in secondary schools,
comprising preventive anti-drug activities and voluntary drug testing; and

(d) the Anti-drug Community Awareness Building (ACAB) Programme which is implemented
in collaboration with the District Fight Crime Committees (DFCCs) and District Offices for
launching preventive initiatives to enhance the anfi-drug awareness in the local
communities.

In 2016-17, the funding grants and activities of the four schemes are set out in the ensuing paragraphs.

s RFS

Applications under the 2018 RF'S were invited in August 2016. Specific priority areas were drawn up with
reference to various factors including prevalent drug trends and pertinent service needs to encourage
quality submission of proposals for anti-drug projects meeting the community needs.

In 2016-17, a total of 54 projects covering PESP, T&R, research and mixed-type projects were approved
under the RFS, with a total funding of about HK$121,9 million granted.

* 5SFS

The SFS provides financial assistance to help DTRCs meet the licensing requirements stipulated in the
Drug Dependent Persons Treatment and Rehabilitation Centres (Licensing} Ordinance (Cap. 566) with a
view to obtaining a licence and supporting sustained efforts in enhancing service capacity
and sophistication. The SFS covers the works connected with the in-situ expansion or redevelopment /
re-provisioning of existing DTRCs.

-3-
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In 2018-17, a top-up grant of HK$15.8 million for an existing project and a grant of HK$1.3 million for a
hew project were approved under the SFS.

e HSP(DT)

The HSP(DT), a school-based preventive education initiative, comprises two major components, namely
anti-drug and personal growth activities as well as voluntary school drug testing. The programme aims at
cultivating positive life attitudes among students, thereby enhancing their resolve to stay away from drugs
and their capabilities to handle different challenges in life.

In 2018-17, the GC approved a grant of HK$30.5 million for 44 secondary schools and their partnering
non-governmental organisations (NGOs) to implement the HSP({DT) for either one school year or two
consecutive school years, This brought the total number of schools participating in the programme to
122. The GG commissioned an independent research organisation to conduct an Evaluation Research
on the HSP{DT) in the 201516 school year to assess its overall effectiveness and make
recommendations on refinements and/or revisions to the programme. The evaluation research was
completed in 2016. The results were positive, affirming the effectiveness of the programme as an anti-
drug preventive education initiative.

e ACAB Programme

As an effort to tackle the growing problem of hidden drug abuse, the Fund launched the first round of the
ACAB Programme on a trial basis in 2013 to support all the 18 DFCCs in implementing suitable initiatives
to enhance community awareness about the drug problem. The first round of the ACAE Programme
ended in March 2015,

With positive results obtained in the first round of the ACAB Programme, the second round of the ACAB
Programme was launched in April 2015 to sustain the efforts in combating hidden drug abuse. It would
run for three years until March 2018, involving a total funding of HK$6.2 million, with each DFCC being
granted a maximum of HK$345,000.

Information on the approved active RFS projects up to 31 March 2017 is shown at Annex A. A summary
of approved grants and outstanding commitments of all the funding schemes as at 31 March 2017 is
shown at Annex B.

Financial Indicators

The Fund's investment portfolio is expected to fetch over time a retum of about 4% per annum to provide

financial support to anti-drug projects. For the financial year ended 31 March 2017, the Fund recorded a
return of about 7.8%.

For the profit and loss and details of income information of the Fund, please refer to page 11 of the
reports and finangial statements and note 14 to the financial statements.

Important Events or Changes

There were changes in the representatives of Secretary for Education and Director of Social Welfare in
the GC in May 2016 and February 2017 respectively, but these changes did not constitute an influential
impact on the operation of the Association.

Description of the Principal Risks and Uncertainties Facing the Association

A detailed analysis of the Fund's financial risks, including credit risk, liquidity risk, currency risk, interest
rate risk, price risk and other financial risks, is set out in note 16 to the financial statements.
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Particulars of Important Events Affecting the Association since 31 March 2017

There was a change in the post-hoider of Permanent Secretary for Security, i.e. Chairman of the GC, in
July 2017, This change did not constitute an influential impact on the operation of the Assaciation.

There was a change in the representative of Secratary for Education in the GC in October 2017. This
change did not constitute an influential impact on the operation of the Association,

Looking Ahead

Over the years, the Fund has provided substantive grants to support worthwhile anti-drug projects. The
Association will continue to sustain efforts to suppert anti-drug projects that could respond to the
changing drug scene and rise to challenges of new threats.

In the coming year, the Association would continue to work with ACAN to draw up specific priority areas
for the RFS to guide applicants in planning suitable anti-drug projects in response to the latest drug
scene. The Association would continue to provide funding support under the SFS to DTRCs in fulfilling
statutory licensing requirements. Efforts would continue to progressively roll out the HSP(DT) to more
secondary schools to help foster a drug-free culture in schools. To step up preventive education in
secondary schools, the Fund also launched a pilot programme “Participate in Sports, Stay Away from
Drugs’ in the 2017/18 school year, aiming at promoting healthy lifestyles and an anti-drug cuiture in
secondary schools through students’ participation in the organisation of sports-related and/or health-
related activities, and in supporting student athletes taking part in sports competitions.

Environmental Policy and Performance

The Association is committed 1o achieving environmental protection. We adopt environmental-friendly
policies, which are consistent with the government requirement. We also advocate the importance of
environmental protection. Project grantees are also encouraged to adopt environmental-friendly
measures in project implementation.

Compliance with Relevant Laws/Regulations with Significant Impact

The Association endeavours to comply with all relevant laws and regulations, and there is no compliance
matter with significant impact.

An Overview of the Association’s Relationship with its Stakeholders

Advisory Bodies

As the Govermment's main advisory body on anti-drug policies and programmes, ACAN closely monitors
the latest drug situation and conducts periodic reviews on the priorities of anti-drug measures, taking into
account relevant factors such as the latest drug trend, updated anti-drug policies and strategies,
feedback from relevant sectors, etc. Advice of ACAN provides an important reference to the Association
in determining the direction and work plan of the Fund, as well as ensuring the effective deployment of
funds to meet emerging needs in the anti-drug cause.

The investment strategies of the Fund are formulated and executed within the scope approved by the
Association on advice of its Investment Sub-Committee.



| PS— | | S

e

Collaborating with NGOs/Engaging Practitioners

Apart from partnership with the advisory bodies, the Association maintains a good coliaborative
relationship with various NGOs and practitioners in the medical, education and social services sectors in
promoting anti-drug projects which help to tackle the drug problem in Hong Kong.

On the T&R front, the Association maintains a close relationship with the anti-drug sector and relevant
stakeholders in the social services, medical and other related sectors to enable the provision of holistic
treatment and rehabilitation services for drug abusers and help minimise their relapse. The Association
also works closely with partners to promote training to enhance the skills and knowledge of frontline

workers and healthcare professionals in handiing the increasingly complex psychotropic substance
abuse cases.

On the PE&P front, the school is an important platform for cultivating a drug resistant attitude among
young people. The Association engages the school sector, including school sponscring bodies and
relevant stakeholders, to promote the implementation of the HSP(DT) and the "Parficipate in Sports, Stay
Away from Drugs” programme. The Association also maintains close collaboration with DFCCs and
community stakeholders to widen the district anti-drug network and empower members of the community

such as parentsffamily members, and relevant community stakeholders in the furtherance of the anti-drug
cause.

On behalf of the GG of the Association

N

Chairman
10 November 2017
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Independent auditor's report to the members of
Beat Drugs Fund Association
{Incorporated In Hong Kong with liability limited by guarantee)

Opinion

We have audited the financial statements of Beat Drugs Fund Association (the “Association”) set out on
pages 10 to 33, which comprise the statement of financial position as at 31 March 2017, and the
statement of profit or loss and other comprehensive income, statement of changes in funds and
statement of cash flows for the year then ended, and notes to the financial statements, including a
summary of significant accounting policies.

[ our opinion, the financial statements give a true and fair view of the financial position of the Association
as at 31 March 2017, and of its financial performance and its 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 (the "HKICPA™ and have been properly prepared in compliance
with the Hong Kong Companies Ordinance.

Basis of opinion

We conducted our audit in accordance with Hong Kong Standards on Auditing (‘HKSAs") issued by the
HKIGPA. Our responsibilities under those standards are further described in the "Auditor's respensibilities
for the audit of the financial statements” section of our report. We are independent of the Association in
accordance with the HKICPA's Code of Ethics for Professional Accountants {the “Code”), and we have
fulfilled our other ethical responsibilities in accordance with the Code. We believe that the audit evidence
we have obtained is sufficient and appropriate to provide a basis for our opinion.

Other information

The Governing Committee ("GC”) of the Association is responsible for the other information. The other
information comprises the information included in the GC's report and the business review for the year
ended 31 March 2017, but does not include the financial statements and our auditor's report thereon.

Our opinion on the financial statements does not cover the other information and we do not express any
form of assurance conclusion thereon.

In connection with our audit of the financial statements, our responsibility is to read the other information
and, in doing so, consider whether the other information is materially inconsistent with the financial
statements or our knowledge obtained in the audit or otherwise appears to be materially misstated. If,
based on the work we have performed, we conclude that there is a material misstatement of this other
information, we are required to report that fact. We have nothing to report in this regard.

Tel 852 2806 3822 + Fax 852 2806 3712
E-mail info@pkf-hk.com * www.pkf-hic.com
PKF + 26/F, Citicorp Centre = 18 Whitfield Road = Causeway Bay * Hong Kong

7 S|

PKF Hong Kong is a member firm of the PKF Intemational Limited family of legally indapendent firms and does nat aceept
any rasponalbility or liability for tha aclicns or inactions of any other individual member or corespandand fiem or firms.

-7 -



PKF

Accountants &
business advisers

Independent auditor's report to the members of
Beat Drugs Fund Association
(Incorporated In Hong Kong with liability limited by guarantee}

Governing Committee’s responsibilities for the financlal statements

The GC of the Association is responsible for the preparation of financial statements that give a true and
fair view in accordance with HKFRSs issued by the HKICPA and the Hong Kong Companies Ordinance,
and for such internal control as the GC of the Association 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 GC of the Association is responsible for assessing the
Association’s ability to continue as a going concern, disclosing, as applicable, matters related to going
concern and using the going concern basis of accounting unless the GC of the Association either intends
to liquidate the Association or to cease operations, or have no realistic alternative but to do so.

The GG of the Association is responsible for overseeing the Association's financial reporting process.

Auditor's responslbilities for the audit of the financial statements

Qur responsibility is to express an opinion on these financial statements based on our audit and fo report
our opinion solely to you, as a body, in accordance with section 405 of the Hong Kong Companies
Ordinance, and for no other purpose. We do not assume responsibility towards or accept liability to any
other person for the contents of this report.

Our abjectives 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 our opinion. Reasonable assurance is a high level of assurance, but is not a guarantee that an
audit conducted in accordance with HKSAs will always detect a material misstatement when it exists.
Misstatements can arise from fraud or error and are considered material if, individually or in the
aggregate, they could reasonably be expected to influence the economic decisions of users taken on the
basis of these financial statements.

As part of an audit in accordance with HKSAs, we exercise professional judgement and maintain
professional skepticism throughout the audit. We 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 our 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 intemal
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 Association's internal control.
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Independent auditor’s report to the members of
Beat Drugs Fund Association
(Incorporated in Hong Kong with liabllity limited by guarantee)

- Evaluate the appropriateness of accounting policies used and the reasonableness of acéounting
estimates and related disclosures made by the GC of the Association.

- Conclude on the appropriateness of the GC of the Association'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 Association's ability to continue as a
going concern. If we conclude that a material uncertainty exists, we are required to draw attention in
our auditor's report to the related disclosures in the financial statements or, if such disclosures are
inadequate, to modify our opinion. Qur conclusions are based on the audit evidence obtained up to
the date of our auditor's report. However, future events or conditions may cause the Association to
cease to continue as a going concern.

- 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 @ manner that achieves fair presentation.

We communicate with the GC of the Association regarding, among other matters, the planned scope and
timing of the audit and significant audit findings, including any significant deficiencies in internal control
that we identify during our audit.

11
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Certified Public Accountants
Hong Kong
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Beat Drugs Fund Association
Statement of financial position
As at 31 March 2017

Non-current assets

Held-to-maturity debt securities
Placement with the Exchange Fund

Current assets

Receivables managed by fund managers

Interest and dividend receivables

Financial assets at fair value through profit or loss

Derivative financial instruments

Deposits with banks and other financial institutions
managed by fund managers

Cash at banks

Current liabilities

Payables managed by fund managers
Derivative financial instruments
Grants payable

Management faees payable

Custody fee payable

Cther payabies

Net current assets

Net assets

Funds

Capital fund
General fund

Noto 2017 2016
HK$’000 HK$'000

7 : 63,425
8 193,642 1,200
193,642 154,626

3,806 7,067

16,300 19,652

9 3,306,642 2,999,852
10 2,169 23
11 33,571 35,218
12 695,023 832,987
4,057,511 3,894,799

4,907 7,244

10 3,615 2,620
7,596 13,073

2,155 2,168

853 421

57 53

19,183 25,579

4,038,328 3,869,220
4,231,970 4,023,845

13 3,350,000 3,350,000
881,970 673,845

4,231,970 4,023,845

The financial statements on pages 10 to 33 were approved and autharised for issue by the Governing

Committee on 10 November 2017

/7 Z/g

Commissioner for Narcotics Director of Accounting Services

=10 -
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Beat Drugs Fund Association
Statement of profit or loss and other comprehensive income
For the year ended 31 March 2017

Note

Incomel{loss)

Interest earned on time deposits and cash at banks
Interest eared from placement with the Exchange Fund
Interest earned on financial assets at fair value through
profit or loss and held-to-maturity debt securities
Dividend income from financial assets at fair value
through profit or loss
Net realised and fair value gains/{losses) on
financial assets at fair value through profit or loss
and derivative financial instruments
Net exchange losses
Others

14

Expendlture

Auditor's remuneration
Crants

Investment management fees
Custody fees

Staff costs

Other operating expenses

Surplusi(deficit) and total comprehensive income{(loss)
for the year

-11-

2017 2016
HK$'000 HK$'000
11,006 23,682
3,022 181
24,421 25,899
57,725 49,792
272,309 {227,659)
{47,427) (3,118)
243 868
321,299 (130,353)
57 53
96,963 104,729
8,846 8,908
1,706 1,746
4,108 4,015
1,494 1,712
113,174 121,163
208,125 (261,516)




Beat Drugs Fund Assoclation
Statement of changes in funds
For the year ended 31 March 2017

Capital General

fund fund Toftal

HK$'000 HK$'000 HK$'000

At 1 April 2015 3,350,000 925,361 4,275,361
Deficit and total comprehensive loss for the year - {251,516) {251,516)

At 31 March 2016 and 1 April 2016 3,350,000 673,845 4,023,845

Surplus and total comprehensive income for the year - 208,125 208,125

At 31 March 2017 3,350,000 881,970 4,231,970

According to the investment objectives endorsed by the Governing Committee in June 2010, a minimum

nominal value of HK$3,350 million for capital is fo be preserved.

-12.



Beat Drugs Fund Association
Statement of cash flows
For the year ended 31 March 2017

Cash flows from operating activities

Surplus/{deficit) for the year
Adjustments for :
Interest income
Dividend income
Nat realised and fair value (gains)losses on
financial assets at fair value through profit or loss
and derivative financial instruments

QOperating deficit before working capital changes

Decrease in receivables managed by fund managers

Increase in financial assets at fair value through
profit or loss

Change in derivative financial instruments

Decrease in payables managed by fund managers

Decrease in grants payable

Decrease in management fees payable

Increasef{decrease) in custody fee payable

Increase in other payables

Net cash used in operating activitias
Cash flows from investing activities
Interest received
Dividend received
Decrease in held-to-maturity debt securities
Increase in placement with the Exchange Fund
Decrease in bank deposits with original maturity more
than three months
Net cash generated from investing activities
Net Increasef{decrease) in cash and cash equivalents
Cash and cash equivalents at beginning of the year

Cash and cash equivalents at end of the year

-13-

Note 2017 2016
HK$'000 HK$'000
208,125 {251,516)
(38,449) (49,762)
{67,725) (49,792}
(272,308} 227,659
{160,358) (123.411)
3,261 14,844
{34,481) (83,557)
{1,451) 5,244
(2,337} (18,724)
(5,477) (157)
(13) (69)
432 (15)
4 4
(200,120) (205,841)
42,835 51,656
56,641 50,034
63,425 2,767
(102,442) (91,200)
15 151,600 187,402
212,109 200,659
11,989 (5,182)
147,777 152,959
15 169,766 147,777
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Beat Drugs Fund Association
Notes to the financial statements
For the year ended 31 March 2017

1. General information

Beat Drugs Fund Association (the "Association”) was incorporated on 28 March 1998 in Hong
Kong with its liability limited by guarantee. The registered office of the Association is located at
Narcotics Division, Security Bureau, 30/F., High Block, Queensway Government Offices, 66
Queensway, Hong Kong.

The Association operates as a non-profit making association to promote worthwhile anti-drug
activities.

Thesa financial statements are presented in Hong Kong dollars, which is the same as the

functional currency of the Association, and all values are rounded to the nearest thousand except
where otherwise indicated.

2, Baslis of preparation

(a)

(b}

Compliance with Hong Kong Financial Reporting Standards

These financial statements have been prepared in accordance with all applicable Hong
Kong Financial Reporting Standards ("HKFRSs”) which collective term includes all
applicable individual Hong Kong Financial Reporling Standards, Hong Kong Accounting
Standards (‘HKASs") and Interpretations issued by the Hong Kong Institute of Certified
Public Accountants ("HKICPA"), and accounting principles generally accepted in Hong
Kong. These financial statements also comply with the applicable requirements of the
Hong Kong Companies Ordinance,

The HKICPA has issued the following amendments to HKFRSs that are first effective for
the current accounting period of the Association :-

Amendments to HKAS 1 Disclosure Initiative

Amendments to HKAS 16 Clarification of Acceptable Methods of Depreciation and
and HKAS 38 Amortisation

Annual Improvements Amendments to HKFRS 5, HKFRS 7 and HKAS 19

{2012-2014)
The initial application of these amendments to HKFRSs does not necessitate material

changes in the Association’s accounting policies and retrospective adjustments of the
comparatives presented in the financial statements.

-14-



Beat Drugs Fund Assoclation
Notes to the financial statements
For the year ended 31 March 2017

2. Basis of preparation (cont’d)

{©

Up to the date of issue of these financial statements, the HKICPA has issued a number
of amendments and new standards which are not yet effective for the year ended 31
March 2017 and which have not been adopted in these financial statements. None of
these is expected to have a significant impact on the financial statements of the
Association, except for the following : -

HKFRS 9 Financial Instruments *
! Effective for annual periods beginning on or after 1 January 2018

The Association is in the process of making an assessment of what impact of this
amendment is expected fo be in the period of initial application. So far it has concluded
that the adoption of HKFRS 9 may affect the classification and measurement of the
Asgsociation's financial instruments.

3. Significant accounting policies

(@)

(b)

Measurement basis

These financial statements have been preparad under the historical cost basis except for
financial assets at fair value through profit or loss and derivative financial instruments
which are measured at their fair values, as explained in the accounting policies set out
below.

Revenue recognition

(i) Interest income is recognised as it accruad using the effective interest rate
method.

{ii) Dividend income is recognised at the time when the right to receive payment is
established.

(iii} Gain on financial assets at fair value through profit or loss is recognised upon
execution of a sale trading order.

-15-
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Beat Drugs Fund Assoclation
Notes to the financial statements
For the year ended 31 March 2017

3.

Significant accounting policies {cont’d)

{©

(d)

Employee benefits

Salaries, contract gratuities, annual leave entitements and the cost to the Association of
non-monetary benefits are accrued in the year in which the associated services are
rendered by employees of the Association.

Obligations for contributions to defined contribution retirement plan under the Hong Kong
Mandatory Provident Fund Schemes Ordinance are recognised as an expense in profit
or loss as incurred.

Termination benefits are recognised when, and only when, the Association demonstrably
commits itself to terminate employment or to provide benefits as a resuft of voluntary
redundancy by having a detailed formal plan which is withaut realistic possibility of
withdrawal.

Financial instruments

A financial asset is recognised when the Association becomes a party to the contractual
provisions of the instrument’ Purchases and sales of financial assets are recognised
using trade date accounting. Payables are recognised initially at their fair value and
subsequently measured at amortised cost using the effactive interest rate method.

Financial assets at fair value through profit or loss are financial assets acquired
principally for the purposes of selling in the short-term. Derivatives are classified as
financial assets held for trading unless they are designated as hedges. Financial assets
held for trading are carried at fair value. Gains and losses arising from changes in the
fair value of financial assets held for trading are included in profit or loss in the period in
which they arise.

Loans and receivables are non-derivative financial assets with fixed or determinable
payments that are not quoted in an active market. Loans and receivables are carried at
amortised cost using the effective interest rate method, less any identified impairment
losses.

Held-to-maturity securities are non-derivative financial assets with fixed or determinable
payments and fixed maturity which the Asscciation has the positive intention and ability
fo hold to maturity, other than (i) those that the Association, upon initial recognition,
designates as at fair value; and (ii) those that meet the definition of loans and
receivables. Held-to-maturity securities are carried at amortised cost using the effective
interest rate method, less any identified impairment losses.

-16 -
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Beat Drugs Fund Association
Notes to the flnancial statements
For the year ended 31 March 2017

3.

Significant accounting policles (cont’d)

(d)

Financial instruments {cont'd}

The fair values of financial assets that are actively traded are determined by reference to
market prices at the close of business at the end of the reporting period. For financial
assets where there is no active market, fair value is determined by using valvation
techniques. Such techniques include using recent arm’s length market transactions,
reference to the current market value of another instrument which is substantially the
same, discounted cash flow analysis, and option pricing models.

Financial assets are classified as non-current unless they are held for trading or
expected to be realised within twelve months after the end of the reporting period.

The carrying amount of financial assets is reviewed at the end of each reporting period to
determine whether there is objectve evidence of impairment. If there is objective
evidence that a financial asset is impaired, impairment loss is recognised in profit or loss.

If any such evidence exists, an impairment loss is measured as the difference between
the financial asset's carrying amount and the present value of estimated future cash
flows discounted at the effective interest rate of the financial asset computed at initial
recognition. Impairment Josses are reversed in subsequent periods when the decrease
of impairment loss can be related objectively to an event occurring after the impairment
was recognised.

A financial asset is derecongnised 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.

The Association uses the weighted average method to determine realised gains and
losses to be recognised in profit or loss on derecognition.

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

Financial assets and financial liabilities are offset and the net amount is reported in the
statement of financial position where there is a legally enforceable right to offset the
recognised amounts and there is an intention to settle on a net basis, or realise the
assets and settle the liabilities simultaneously.
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Beat Drugs Fund Assoclation
Notes to the financial statements
For the year ended 31 March 2017

(e}

®

(9}

(h)

Significant accounting policies {cont’d)

Derivative financial instruments

Derivative financial instruments are recognised initially at fair value. At the end of each
reporting period the fair value is remeasured. The gain or loss on remeasurement to fair
value is recognised immediately in profit or loss, except where the derivatives qualify for
cash flow hedge accounting, in which case recognition of any resuftant gain or loss
depends on the nature of the item being hedged.

Cash and cash equivalents

Cash and cash equivalents are short-term, highly liquid investments which are readily
convertible to known amounts of cash and which are subject to an insignificant risk of
changes in valua

Foreign currency translation

Foreign currency transactions of the Association are initially recorded in the functional
currency using the exchange rates prevailing at the dates of the transactions. At the end
of each reporting period, monetary items denominated in foreign currencies are
translated at the rates prevailing at the end of the reporting period and the exchange
differences arising are recognised in profit or loss. Non-monetary items carried at fair
value denominated in foreign currencies are translated at the rates prevailing at the date
when the fair value was determined and the exchange differences arising are recognised
in profit or loss, except for the exchange component of a gain or loss that is recognised
directly in equity.

Significant judgement

In the procesé of applying the Association's accounting policies, judgements that can
significantly affect the amounts recognised in the financial statements are made in
detemmining :-

{i) whether there is an indication of impairment of assets;

{ii) the expected manner of recovery of the carrying amount of assets; and

{iii) whether the discount rates used to calculate the recoverable amount are
appropriate for the purpose of impairment review.
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Beat Drugs Fund Assoclation
Notes to the financial statements
For the year ended 31 March 2017

4. Taxatlon

No provision for Hong Kong profits tax has been made in these financial statements as the
Association is exempted from Hong Kong profits tax under section 88 of the Hong Kong Inland

Revenue Ordinance.

5. Governing Committee members’ remunaration

No remuneration as defined in section 383 to the Hong Kong Companies Ordinance was paid or
payable to any GC members during the year.

6. Financial instruments by catagory

The carrying amounts of sach of the categories of financial instruments as at the end of the

reporting period are as follows :-

Financial assets

Placemant with the Exchange Fund

Receivables managed by fund managers

Intarest and dividend racalvables

Financial assets af fair value through
profit or loss

Derivative financial instruments

Deposits with banks and other flnancial
institutions managed by fund managers

Cash at banks

2017
Financiat Financial
assots at assets
fair value carrled
through at Loans
profit amortised and
orloss caost Recoivables Total
HK$'600 HKE'000 HK$'000 HIKS'000
193,642 - 193,642
- - 3,806 3,806
- B 16,300 16,300
3,306,642 - - 3,306,642
2,169 - - 2,169
= = 33|571 331 571
- B 695,023 695,023
3,308,811 193,642 748,700 4,251,153
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Beat Drugs Fund Association
Notes to the financlal statements
For the year ended 31 March 2017

6. Financial instruments by category (cont’d)
2017
Financial
liahilities at Financiaf
falr value tiabliities
through at
profit amortised
orloss cost Total
HKS$ 000 HK3'000 HK$'000
Financlai liabllities
Payables managed by fund managers - 4,907 4,907
Derivative financial instruments 3,615 - 3,616
Grants payable - 7.5396 7,508
Management fees payabila - 2,155 2,158
Custody fee payable - 853 853
Other payables - 57 57
3,616 16,668 19,183
2016
Financial Financial
assefs at assets
fair valua carried
through at Loans
profit amonised and
or loss cost receivables Total
HK3'000 HKE'000 HK3$'000 HK3'000
Financial assets
Hald-to-maturity debt securities - 683,426 - 63,425
Placement with the Exchange Fund - 81,200 - 891,200
Receivables managed by fund managers - E 7,067 7,067
Interest and dividend recaivables - 19,652 19,652
Financial assets at fair value through
profit or loss 2,999,852 - - 2,999,852
Derivative financial instruments 23 - 23
Deposite with banks and other financial
institutions managed by fund managers - 35,218 35218
Cash at banks - 832,887 832,987
2,999,875 154,625 894,924 4,049 424
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Notes to the financlal statements
For the year ended 31 March 2017

6.

FInancial Instruments by category (cont’'d)

2016
Financial
liahilities at Financial
fair value liabiliies
through at
profit emortised
orfoss cost Total
HEH'000 FK$'000 HK$'000
Financial liabilities
Payables managed by fund managers - 7.244 7.244
Derivative financial instruments 2,620 - 2,620
Grants payable - 13,073 13,073
Management fees payable - 2,168 2,168
Custody fee payable - 421 421
Other payables - 53 53
2,620 22,95% 25,579
Held-to-maturity debt securities 2017 2016
HK$'000 HK$'000
Held-to-maturity debt securities listed in Hong Kong - 63,425
Market value of listed held-to-maturity debt securities - 62 965

The listed debt securities were issued by a corporate entity with credit rating at Aa3 by Moody's.

Placement with the Exchange Fund

The balance of the placement with the Exchange Fund amounted to HK$193,642,216 (2016 :
HK$91,200,000), being the principal sums of HK$191,200,000 (2016 : HK$91,200.000) and
interest paid but not yet withdrawn at the end of the reporting pericd of HK$2,442,216 (2016 :
HK$ Nil). The term of the placement is six years from the date of placement, during which the
amount of principal sums 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 bond for the previous year subject to
a minimum of zero percent, whichever is the higher. The interest rate has been fixed at 2.8% for
the calendar year 2017 and at 3.3% for the calendar year 2016.
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Notes to the financial statements
For the year ended 31 March 2017

9.

10.

Flnancial assets at fair value through profit or loss

2017 2018
HK$'000 HK$'000
Designated as financial assets at fair value through
profit or loss on initial recognition :-
Equity securities
- Listed 2,250,017 1,939,258
- Unlisted - -
2,250,017 1,939,258
Debt securities
- Listed 636,000 636,040
- Unlisted 420,556 424 554
1,056,625 1,060,594
Total
- Listed 2,888,086 2,575,298
- Unlisted 420,556 424 554
3,306,642 2,999,852
Total listed
- Hong Kong 1,039,682 895,390
- Elsewhera 1,846,404 1,679,908
Market value of listed securities 2,886,086 2,575,298

The financial assets at fair value through profit or loss are mainly managed by fund managers
appointed by the Association.

Derivative financial instruments

2017 2016
Assots  Liabilities Assefs Liabilities
HK$'000 HK$'000 HK$'000 HK$'000
Held for trading :-
Forward currency contracts at fair values 2,169 (3,615) 23 (2,620)

The Association’s derivative financial instruments managed by fund managers consist of forward
currency contracts. All derivative financial instruments mature in less than one year.
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Beat Drugs Fund Assoclation
Notes to the financial statements
For the year ended 31 March 2017

11.

12.

13.

Deposits with banks and other financlal Institutions managed by fund managers

2017 2016
HK$'000 HK$'000
Cash at banks and financial institutions 33,571 35218
Cash at banks 2017 2016
HK$'000 HK$'000
Bank time deposits with original maturity of
more than three months 568,828 720,428
Short-term bank time deposits with original
maturity within three months 125,652 112,419
Cash at banks 543 140
695,023 832,987

Short-temm bank time deposits have a short maturity of generally within three months when
acquired, All of the bank time deposits earn interest at rates ranging from 0.9% to 3.4% (2016 :
0.3% to 5.4%) per annum.

Capital fund

The Association is a company limited by guarantee and not having a share capital, In
accordance with the Association's Articles of Association, the liability of each member is limited
by guarantee to HK$100 each.

The capital fund balance of HK$3,350,000,000 represents the sum of two grants received from
the Government, one for HK$350,000,000 received in March 1996 and the other for
HK$3,000,000,000 received in June 2010. Under the Association's Articles of Association, the
Association is permitted to invest and deal with the moneys of the Association not immediately
required for its purposes in or upon such investments, securities or property as may be thought fit
subject to such conditions and such consents as may from time to time be imposed by the
Financial Secretary or the Secretary for Financial Services and the Treasury.
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14.

Income

Interest earned on time deposits and
cash at banks

Interest earned from placement with the
Exchange Fund

Interest earned on financial assets at
fair value through profit or loss and
held-to-maturity debt securities

Dividend income from financial assets at
fair value through profit or loss

Net realised and fair value gains on financial
assets at fair value through profit or loss and
derivative financial instruments

Net exchange losses

Others

Interest earned on time deposits and
cash at banks

Interest earned from placement with the
Exchange Fund

Interest earned on financial assets at
fair value through profit or loss and
held-to-maturity debt securities

Dividend income from financial assets at
fair value through profit or loss

Net realised and fair value losses on financial
assets at fair value through profit or loss and
derivative financial instruments

Net exchange gains/{losses)

Others

Included above is gain from listed investments of HK$308,005,008 (2016
HiK$146,595,237) and loss from unlisted investments of HK$976,213 (2016 :

HK$8,488,298).
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2017
Managed by
Fund The
Managers  Association Total
HK$'000 HK$'000 HK$'000
- 11,006 11,006
- 3,022 3,022
22,827 1,594 24,421
57.725 - §7,726
272,309 - 272,309
{35,120) (12,307} (47,427)
- 243 243
317,741 3,558 321,299
2016
Managed by
Fund The
Managers Association Total
HK$'000 HK$'000 HK$'000
- 23,682 23,682
. 181 181
23,818 2,081 25,899
49,792 - 49,792
(227,659) - (227,659)
21,580 (24,696) (3,116}
- 868 868
(132,469) 2,116 {130,353)
; loss of
loss of



Beat Drugs Fund Association
Notes to the financlal statements
For the year ended 31 March 2017

15.

186.

Cash and cash equivalents 2017 20186
HK$'000 HK$'000

Deposits with banks and other financial institutions
managed by fund managers (Note 11} 33,5671 35,218
Cash at banks {Note 12) 695,023 832,987
728,594 868,205

Less : Bank deposits with original maturity
more than three months (568,828) (720.,428)

Cash and cash equivalents 159,766 147,777

Financial risk management objactive and policies

(@)

Credit risk

Credit risk is the risk that an issuer or counterparty will be unable or unwilling to pay
amounts in full when due. The Agsociation’s financial assets which are potentially
subject to credit risk consist principally of debt securities, bank balances and placement
with the Exchange Fund. The credit risk associated with placement with the Exchange
Fund is considered to be low. The Association selects issuer or counterparty with good
credit standing, strong financial strength and sizable capital. The Association also limits
the individual exposure, in accordance with a documented risk management or
investment strategy. Hence the Association does not have significant exposures to
credit risk and monitoring is done on a continuous basis.

The Association’s maximum exposure to credit risk as at 31 March 2017 and 31 March
2016 without taking account of collateral held or other credit enhancements, if any, were
as follows :-

2017 2018
HIK$'000 HK$'000
Cash at banks and financial institutions 34,114 35,358
Bank time deposits 694,480 832,847
728,594 868,205

Debts securities (including held-to-maturity debt
securities of HK$ Nil (2016 : HK$63,425,000)) 1,056,625 1,124,019
Placement with the Exchange Fund 193,642 91,200
Receivables and other assets 20,106 28,719
1,998,967 2,110,143
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16.

Financial risk management objective and policies (cont'd)

{a)

Credit risk (cont'd)

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

2017 2016
HK$'000 HK$'000

Cash at banks and bank time deposits, by credit rating
Aa3to Aal 53,738 465,487
A3 to A1 674,856 402,738
728,594 868,205

Debt securities, by credit rating

Aaa 376,621 295,659
Aa3l to Aa1 236,362 284,461
A3 to A1 421,516 512,402
Baa3 to Baat® 22,126 31,497
1,056,625 1,124,019
1,785,219 1,992,224

% The relevant debt securities had a credit rating of “A3" or above at their acquisition
dates.
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16.

Financial risk management objective and policies (cont'd)

(k)

Liquidity risk

Liquidity risk is the risk that the Association will encounter difficulty in meeting obligations
associated with financial liabilities. The Association monitors the liquidity requirements
on a continuous basis and maintains a level of short-term deposits and cash to pay
grants as necessary. Hence the Association does not have significant exposure to
liquidity risk.

Maturities of the non-derivative financial liabilities that will be settled on a net basis of the
Association as at 31 March 2017 and 31 March 2016 were as follows :-

2017 2016
HK$'000 HK$000

Total amounts of contractual undiscounted obligations
Payables managed by fund managers 4,907 7,244
Grants payabile 7,596 13,073
Management fees payable 2,155 2,168
Custody fee payable 853 421
Other payables 57 83
15,568 22,959

Due for payment

Within one year or on demand 15,568 22,959

Maturities of the derivative financial instruments managed by fund managers that will be
seltled on a gross basis of the Association as at 31 March 2017 and 31 March 2016
were as follows :-

2017 2016
HK$'000 HK$'000
Total amounts of contractual undiscounted obligations
Forward currency contracts
- outflows {1,360,883) (438,501)
- inflows 1,359,437 435,904
Due for payment
Within one year 1,360,883 438,501
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16. Financial risk management objectlve and policies (cont'd)

(c)

Currency risk

Currency risk is the risk that the value of financial instruments will fluctuate due to the
changes in foreign exchange rates. The Association’s non-Hong Kong dollars
investments are exposed to currengy risk. The Association only manages investments
denominated in Hong Keng dollar, United States dollar and currency of a country whose
foreign currency long-term debt has a high credit rating. Financial assets at fair value
through profit or loss denominated in foreign currencies and the exposure to non-Hong
Kong dollar currencies are handled in accordance with a documented risk management
or investment strategy, and the Association monitors the currency risk on a continuous
basis.

Carrying amounts of net financial assets as at 31 March 2017 and 31 March 2016
exposed to currency risk were as follows -

2017

Monetary  Non-monetary
assets assets Total
HKS$'000 HK$'000 HK$’000
Euro 88,564 204,555 293,119
Japanese Yen 37,681 49,751 87,432
Pounds Sterling 13,762 110,100 123,862
Renminbi 67,608 - 67,608
Swiss Franc 614 94,081 94,695
United States Dollars 516,554 781,531 1,298,085
Others 8,497 61,775 70,272
733,280 1,301,793 2,035,073

2016

Monetary Non-monetary
assels asgsels Total
HK$'000 HK$'000 HK$000
Euro 91,965 169,944 261,809
Japanese Yen 40,747 40,268 81,015
Pounds Sterling 14,438 103,155 117,593
Renminbi 335,832 - 335,932
Swiss Franc 692 75,879 76,571
United States Dollars 473,824 679,989 1,153,813
Others 9,189 50,887 60,076
966,787 1,120,122 2,086,909
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16, Financial risk management objective and policies (cont'd)

(©)

Curreney risk {cont'd)

If the exchange rate of individual currency had increased/decreased by 5% with all other
variables held constant, the impact on the income for the year would have been as

follows :-
2017
Monetary  Non-monetary Total
assets asseis
HK$'000 HK$'000 HK$'000
Effect on income for change of +/- 5% exchange rate :
Euro +- 4,428 +{- 10,228 +/- 14,8658
Japanese Yen +- 1,884 +/- 2,488 +/- 4,372
Pounds Sterling +i- 688 +{- 5,805 +~ 6,193
Renminbi +i- 3,380 - +- 3,380
Swiss Franc +f= k| +f. 4,704 +f- 4,735
United States Dollars +i- 25,828 +/- 39,076 +/- 64,904
Others +/- 425 +/- 3,089 +/- 3,514
+/- 36,664 +/- 65,090 +/- 101,754
2016
Monetary Non-monetary Total
assels assatls
HK$°000 HK$'000 HK$'000
Effect on income for change of +/- §% exchange rate :
Euro +- 4598 +- 8,497 +/- 13,095
Japanese Yen +- 2,037 +- 2,013 +/- 4,050
Pounds Sterling +- 722 +/- 5,158 +/- 5,880
Renminbi +/- 16,797 - +- 16,797
Swiss Franc +- 35 +H- 3,794 +- 3,829
United States Dollars +- 23,691 +- 34,000 +- 57,691
Others +- 459 +- 2,544 +- 3,003
+/- 48,339 +/- 56,006 +/- 104,345
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16.

Financial risk management objective and policies {cont'd)

)

(e)

Interest rate risk

Interest rate risk is the risk that the value of financial instruments will fluctuate because of
changes in market interest rates. The Association's debt securities stated at fair vatue
are exposed o interest rate risk. Investments in debt securities stated at fair value are
made in accordance with a documented risk management or investment strategy, and
the Association monitors the interest rate risk on a continuous basis.

As regards deposits with banks and held-to-maturity debt securities, since they are all
stated at amortised cost, their camying amounts and the Association's income and
accumulated funds will not be affected by changes in market interest rates.

The table below sets out the Association’s exposure to the fair value interest rate risk.
If the interest rates had been 100 basis paints higher/lower with all other variables held
constant, the impact on the income (2018 : loss) for the year would have been as
follows -

2017 2016
HK$'000 HK$'000

Effect on income (2018 : loss) for changes in
interest rates +/- 100 basis points -j+ 57,815 +/f- 576573

Price risk

The Association's financial assets at fair value through profit or loss are subject to the
securities price risk inherent in all equity securities i.e. the value of holdings may fall as
well as rise. At 31 March 2017, the equity securities are reported as financial assets at
fair value through profit or loss as shown in Note 9. The risk is primarily addressed
through diversification of investment portfolio in accordance with a documented risk
management or investment strategy, and the Association monitors the price risk on a
continuous basis.

If the market bid prices of the equity securities had increased/decreased by 5% with all
other variables held constant, the impact on the income (2016 : loss) for the year would
have been as follows :-

2017 2016
HK$'000 HK$'000

Effect on income (2016 ; loss) for changes of
+/- 5% in prices +- 112,501 -+ 96,963
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16.

Financial risk management objective and policies (cont'd)

®

(@)

Other financial risk

The Association is exposed to financial risk arising from change in the interest rate on
the placement with the Exchange Fund which is determined every January (Note 8). It
was estimated that, as at 31 March 2017, a 50 basis points increase/decrease in the
interest rate, with all other variables held constant, would increase / decrease the surplus

for the year by $478,620 (2016: $27,410).

Fair values

i) Financial instruments measured at fair value on a recurring basis

The following table presents the camrying value of financial instruments
measured at fair value at 31 March 2017, categorised into the three-level fair
value hierarchy as defined in HKFRS 13, Fair Value Measurement. The level
into which a fair value measurement is classified is determined with reference to
the observability and significance of the inputs used in the valuation technique

as follows ;-

. Level 1 valuations: Fair value measured using only Level 1 inputs i.e.
unadjusted quoted prices in active markets for identical assets or liabilities

at the measurement date.

" Level 2 valuations: Fair value measured using Level 2 inputs i.e.
observable inputs which fail to meet Level 1, and not using significant
unobservable inputs. Unobservable inputs are inputs for which market

data are not available.

L Level 3 valuations: Fair value measured using significant unobservable

inputs.
2017
Lavel 1 Levef 2 Leval 3 Total
HK$°000 HK$'000 HK$'000 HK3$'000
Assetls
Financial assets at fair valua
through profit or loss 2,886,088 420,556 - 3,306,842
Derivative financial instruments
- Forward currency contracts - 2,169 - 2,169
Liabilities
Derivative financial instruments
- Forward currency contracts - (3.615) - (3.615)
2,886,086 419110 - 3,305,196
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Beat Drugs Fund Association
Notes to the financial statements
For the yoar ended 31 March 2017

16.

Financlal risk management objective and policies (cont'd)

)

Fair values {cont'd)

i}

Financial instruments measured at fair value on a recurring basis (cont'd}

2016
Leval 1 Lovel 2 Lovel 3 Total
HK3'000 HK$'000 HK$'000 HK$'000
Assots
Financial assets at fair value
through profit or loss 2,575,208 424,554 - 2,999 852
Derivativa financial instruments
- Forward currency contracts - 23 - 23
Lishbifities
Derivative financial instruments
- Forward currency contracts - (2,620) - (2,620)
2,575,208 421,957 - 2,897 255

During the years ended 31 March 2017 and 31 March 2018, there was no
transfer between financial instruments in Level 1 and Lavel 2.

The fair value of unlisted debt securities in Level 2 are determined by :-

i) Generally accepted pricing models including discounted cash flow
technique by using observable market inputs such as market interest
yield.

iy Broker quotes that can be corroborated with observable recent market
transactions.

The fair value of forward currency contracts in Level 2 is determined by
discounting the contractual forward price and deducting the current spot rate. The
discount rate used is derived from the relevant government yield curve as at the
end of the reporting period plus an adequate constant credit spread.
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16.

Financial risk management objective and policies {(cont'd)

@

(h)

Fair values (cont'd)
ii) Financial instruments not measured at fair value on a recurring basis

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

Investment management and control

In accordance with Article 3(K) of the Part A of the Aricles of Association of the
Assaciation, moneys of the Association not immediately required for its purposes shall
be invested in such investments, securities or property as may be thought fit subject to
such conditions and such consents as may from time to time be imposed by the
Financial Secratary or the Secretary for Financial Services and the Treasury.

Article 37 of the Part B of the Articles of Association provides that the business of the
Association should be managed by the Governing Committee whose composition is
specified in Article 3 of the Part B of the Articles of Association. Pursuant to Article 37 of
the Part B of the Articles of Association, the Governing Committee appointed an
Investment Sub-Committee to advise on investment matters.

The principal investment objective is, as far as practicable, to maintain the capital fund
intact in the long run and to produce a stable income sufficient to support the annual
expenditure of the Association.

The investment management and control of the Association are set out in a documented

risk management or investment strategy and reviewed on a regular basis by the
Investment Sub-Committee and the Governing Committes.
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