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Report of the Manager 
 
 
 
Performance and Market Review 
 
During the period under review, Haitong Middle Kingdom Fund recorded a 5.01% loss on net 
asset value (NAV) to NAV basis.  In spite of a significant gain since January 2019, Hong 
Kong market barely recovered from the sharp fall in the second half of 2018.   
 
Hong Kong stock market continued to fall in the first half of review period amid uncertainties 
of the U.S.-China trade friction and weakening global economic growth.  Entering 2019, 
gradually accumulated favorable factors, including China’s central bank cut its reserve 
requirement ratio (RRR) by 100 basis points and resumed trade talks, greatly improved 
investors’ risk appetite and led stock market to rebound. On the policy front, the U.S. Federal 
Reserve turned dovish in the second quarter of 2019 and implied potential rate cut, also gave 
a support to the risky asset valuation.  However, the new year’s rally didn't fully offset market 
loss in 2018 during view period, given a moderate decline by 1.42% for the Hang Seng 
Index. From a sector perspective, consumer goods and information technology led the gains. 
On the macro front, China’s GDP growth slowed to 6.2% in the second quarter, the slowest 
pace since the first quarter 1992. The national manufacturing PMI in June was 49.4, flat with 
the figure in May and still below the 50 threshold, showing the manufacturing activities 
continued to weaken. In Hong Kong, retail sales value of June 2019 declined for the fifth 
consecutive month by 6.7% from a year earlier.  The provisional figures of home price of 
June slightly dropped by 0.78% from previous month, showing the domestic property market 
remained momentum despite stopping its fifth uninterrupted monthly increases.  
 
Market Outlook and Strategy 
 
Looking forward, we are cautiously positive on the Hong Kong market. We expect the market 
to slowly digest escalated trade frictions between the U.S. and China and shift its focus to the 
fundamentals of individual stock. We believe that business environment and corporate 
earnings will be improved in the second half of 2019 with various pro-growth measures 
brought by Chinese authorities.  However, policy risk and geopolitical risk would continue to 
send jitters to global equity markets in the near term. 
 
 
 
 
 
 
 

 
 
Haitong International Investment Managers Limited 
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Trustee’s report to the unitholders of 
Haitong Middle Kingdom Fund (the “Fund”) 
 
 
 
We hereby confirm that, in our opinion, the Manager of the Fund has, in all material respects, 
managed the Fund for the year ended 30 June 2019 in accordance with the provisions of the 
Trust Deed dated 18 April 1989, as amended. 
 
 
 
 

 
For and on behalf of  
HSBC Trustee (Cayman) Limited 
Trustee 
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Independent Auditors’ Report to the Unitholders 
 
Report on the Audit of Financial Statements 
 
Opinion 
 
We have audited the financial statements of Haitong Middle Kingdom Fund (the 
“Fund”) set out on pages 8 to 36, which comprise the statement of financial position 
as at 30 June 2019, the statement of comprehensive income, the statement of 
changes in equity and the cash flow statement for the year then ended, and notes 
to the financial statements, including a summary of significant accounting policies.  
 
In our opinion, the financial statements give a true and fair view of the financial 
position of the Fund as at 30 June 2019, and of its financial transactions 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”). 
 
Basis for Opinion 
 
We conducted our audit in accordance with Hong Kong Standards on Auditing 
(“HKSAs”) issued by the HKICPA. Our responsibilities under those standards are 
further described in the Auditors’ Responsibilities for the Audit of the Financial 
Statements section of our report.  We are independent of the Fund in accordance 
with the HKICPA’s Code of Ethics for Professional Accountants (the “Code”) 
together with ethical requirements that are relevant to our audit of the financial 
statements in the Cayman Islands, and we have fulfilled our other ethical 
responsibilities in accordance with these requirements and the Code.  We believe 
that the audit evidence we have obtained is sufficient and appropriate to provide a 
basis for our opinion. 
 
Information Other Than the Financial Statements and Auditors’ Report Thereon 
 
The Manager and the Trustee of the Fund are responsible for the other information.  
The other information comprises all the information included in the annual report, 
other than the financial statements and our auditors’ 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. 
  



 

   
 

Independent Auditors’ Report to the Unitholders (continued) 
 
Report on the Audit of Financial Statements (continued) 
 
Information Other Than the Financial Statements and Auditors’ Report Thereon 
(continued) 
 
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. 
 
Responsibilities of the Manager and the Trustee of the Fund for the Financial 
Statements 
 
The Manager and the Trustee of the Fund are responsible for the preparation of the 
financial statements that give a true and fair view in accordance with HKFRSs issued 
by the HKICPA and for such internal control as the Manager and the Trustee of the 
Fund determine 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 Manager and the Trustee of the Fund are 
responsible for assessing the 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 unless the Manager and the Trustee of the Fund either 
intend to liquidate the Fund or to cease operations, or have no realistic alternative 
but to do so. 
 
In addition, the Manager and the Trustee of the Fund are required to ensure that the 
financial statements have been properly prepared in accordance with the relevant 
provisions of the Trust Deed, as amended, and the relevant disclosure provisions of 
Appendix E of the Code on Unit Trusts and Mutual Funds (the “SFC Code”) issued 
by the Hong Kong Securities and Futures Commission. 
 
Auditors’ Responsibilities for the Audit of the Financial Statements 
 
Our 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 auditors’ report that includes our opinion.  This report is made 
solely to you, as a body, in accordance with our agreed terms of engagement, and 
for no other purpose.  We do not assume responsibility towards or accept liability to 
any other person for the contents of this report. 
 
  



 

   
 

Independent Auditors’ Report to the Unitholders (continued) 
 
Report on the Audit of Financial Statements (continued) 
 
Auditors’ Responsibilities for the Audit of the Financial Statements (continued) 
 
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. In addition, we are required to assess whether the financial 
statements of the Fund have been properly prepared, in all material respects, in 
accordance with the relevant provisions of the Trust Deed, as amended, and the 
relevant disclosure provisions of Appendix E of the SFC Code. 
 
As part of an audit in accordance with HKSAs, we exercise professional judgement 
and maintain professional scepticism 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 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 Fund’s internal 
control. 

 
 Evaluate the appropriateness of accounting policies used and the 

reasonableness of accounting estimates and related disclosures made by the 
Manager and the Trustee of the Fund. 

 
 Conclude on the appropriateness of the Manager’s and the Trustee’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 Fund’s ability to continue as a going concern.  If we 
conclude that a material uncertainty exists, we are required to draw attention in 
our auditors’ report to the related disclosures in the financial statements or, if 
such disclosures are inadequate, to modify our opinion.  Our conclusions are 
based on the audit evidence obtained up to the date of our auditors’ report. 
However, future events or conditions may cause the Fund 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 a manner that achieves fair 
presentation. 

 



 

   
 

 
Independent Auditors’ Report to the Unitholders (continued) 
 
Report on the Audit of Financial Statements (continued) 
 
Auditors’ Responsibilities for the Audit of the Financial Statements (continued) 
 
We communicate with the Manager and the Trustee of the Fund 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. 
 
Report on matters under the relevant provisions of the Trust Deed, as 
amended, and the relevant disclosure provisions of Appendix E of the SFC 
Code 
 
In our opinion, the financial statements have been properly prepared, in all material 
respects, in accordance with the relevant provisions of the Trust Deed, as amended, 
and the relevant disclosure provisions of Appendix E of the SFC Code. 
 

 
 
17 October 2019 
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Statement of comprehensive income 
for the year ended 30 June 2019 
(Expressed in Hong Kong dollars) 
 
 
    
 Note 2019 2018 
(Loss)/income    
 
Net (loss)/gain on financial assets at fair 

value through profit or loss 4 $  (10,579,100) $    31,720,076 
Dividend income   4,928,980  6,118,029 
Interest income 11(d) 21,986 1,003 
Net foreign exchange gain/(loss)  408 (1,136) 
  

    

  $    (5,627,726) $ 37,837,972 
  ------------------- ------------------- 

Expenses    
    
Management fee 11(a) $ 3,043,392 $ 3,662,679 
Trustee fee 11(c) 521,724 627,888 
Transaction costs 11(b), 11(d) 484,277 646,870 
Auditors’ remuneration  173,600 182,850 
Safe custody and bank charges 11(d) 15,034 31,326 
Miscellaneous expenses  306,710 470,787 
  

    

  $ 4,544,737 $ 5,622,400 

  
------------------- ------------------- 

(Loss)/profit attributable to unitholders 
before taxation  $ (10,172,463) $ 32,215,572 

    
Withholding tax expenses 5 (173,602) (157,774) 
  

    

(Loss)/profit attributable to unitholders 
and total comprehensive (loss)/income 
for the year  $ (10,346,065) $ 32,057,798 

  
    

 
 
 
 
 
 
 
 
 
 
 
 
The notes on pages 13 to 36 form part of these financial statements. 
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Statement of financial position at 30 June 2019 
(Expressed in Hong Kong dollars) 
 
 
    
 Note 2019 2018 
Assets    
    
Financial assets at fair value through 

profit or loss 6 $ 165,784,240 $ 177,613,953 
Amount due from unitholders  - 33,988 
Prepayments and other receivables  24,708 19,933 
Dividends receivable  1,239,172 942,261 
Cash and cash equivalents 7, 11(d) 14,100,617 19,422,546 
  

    

Total assets  $ 181,148,737 $ 198,032,681 
  ------------------- ------------------- 

Liabilities    
    

Accrued expenses and other payables 
11(a), 11(c), 

11(d) $ 481,877 $ 535,909 
  

    

Total liabilities  $ 481,877 $ 535,909 

  
------------------- ------------------- 

Net assets attributable to unitholders    
    
Equity 9 $ 180,666,860 $ 197,496,772 
  

    

    
Total number of units in issue 9, 11(b) 2,519,014 2,615,820 
  

    

    
Net asset value per unit  $ 71.72 $ 75.50 
  

    

 
Approved and authorised for issue by the Trustee and the Manager on 17 October 2019 
 

 
 
The notes on pages 13 to 36 form part of these financial statements. 
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Statement of changes in equity 
for the year ended 30 June 2019 
(Expressed in Hong Kong dollars) 
 
 
    
  2019 2018 
    
Balance at the beginning of the year  $ 197,496,772 $ 184,168,899 
  ------------------- ------------------- 

    
Issue of units  $ 3,388,426 $ 15,681,919 
Redemption of units  (9,872,273) (34,411,844) 
  

    

Total transactions with unitholders  $ (6,483,847) $ (18,729,925) 

  
------------------- ------------------- 

  $ 191,012,925 $ 165,438,974 
(Loss)/profit attributable to unitholders and total 

comprehensive (loss)/income for the year  (10,346,065) 32,057,798 
  

    

Balance at the end of the year  $ 180,666,860 $ 197,496,772 
  

    

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
The notes on pages 13 to 36 form part of these financial statements. 
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Cash flow statement 
for the year ended 30 June 2019 
(Expressed in Hong Kong dollars) 
 
 
    
  2019 2018 
Operating activities    
    
(Loss)/profit attributable to unitholders before 

taxation   $ (10,172,463) $ 32,215,572 
    
Adjustments for:    

Net unrealised loss on financial assets at fair 
value through profit or loss  6,795,945 13,277,284 

Net realised loss/(gain) on sale of financial 
assets at fair value through profit or loss  3,783,155 (44,997,360) 

Dividend income   (4,928,980) (6,118,029) 
Interest income  (21,986) (1,003) 

  
    

Operating losses before changes in working 
capital   $ (4,544,329) $ (5,623,536) 

    
Increase in prepayments and other receivables  (4,775) (109) 
(Decrease)/increase in accrued expenses and 

other payables  (54,032) 57,487 
  

    

Cash used in operating activities  $ (4,603,136) $ (5,566,158) 
    
Proceeds from sale of financial assets at fair 

value through profit or loss  123,924,786 185,091,989 
Purchase of financial assets at fair value 

through profit or loss  (122,674,173) (154,757,786) 
Dividends received, net of withholding tax   4,458,467 6,256,812 
Interests received  21,986 1,003 
  

    

Net cash generated from operating activities   $ 1,127,930 $ 31,025,860 
  -------------------- -------------------- 

Financing activities    
    
Proceeds from issue of units  $ 3,422,414 $ 15,647,931 
Payments on redemption of units  (9,872,273) (34,411,844) 
  

    

Net cash used in financing activities  $ (6,449,859) $ (18,763,913) 

  
-------------------- -------------------- 
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Cash flow statement 
for the year ended 30 June 2019 (continued) 
(Expressed in Hong Kong dollars) 
 
 
    
  2019 2018 
    
Net (decrease)/increase in cash and cash 

equivalents  $ (5,321,929) $ 12,261,947 
    
Cash and cash equivalents at the beginning 

of the year  19,422,546 7,160,599 
  

    

Cash and cash equivalents at the end  
of the year  $ 14,100,617 $ 19,422,546 

  
    

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
The notes on pages 13 to 36 form part of these financial statements. 
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Notes to the financial statements 
(Expressed in Hong Kong dollars) 
 
 
 

1 Background 
 
Haitong Middle Kingdom Fund (the “Fund”) is a unit trust which is governed by its trust deed 
dated 18 April 1989, as amended (the “Trust Deed, as amended”).  The Fund was 
established in the Cayman Islands and registered under the Mutual Funds Law of the 
Cayman Islands on 22 January 1998.  The Fund is authorised by the Hong Kong Securities 
and Futures Commission under Section 104(1) of the Hong Kong Securities and Futures 
Ordinance, and is governed by the Hong Kong Code on Unit Trusts and Mutual Funds (the 
“Code”). 
 
The objective of the Fund is to achieve capital growth through investing in a portfolio of 
publicly quoted equity or equity-linked securities of companies within the Pacific region 
whose business relates substantially or in part to the People’s Republic of China (the “PRC”).  
It is envisaged that the majority of such investments will be made in Hong Kong companies 
or companies listed on The Stock Exchange of Hong Kong Limited but investment in the 
PRC itself as well as Taiwan, Singapore, Japan and other countries will be considered if 
deemed appropriate by the Manager. 
 

2 Significant accounting policies 
 

(a) Statement of compliance 
 
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 Reporting Standards, Hong Kong Accounting Standards 
(“HKASs”) and Interpretations issued by the Hong Kong Institute of Certified Public 
Accountants (“HKICPA”), accounting principles generally accepted in Hong Kong, the 
relevant disclosure provisions of the Trust Deed, as amended, and the relevant disclosure 
provisions of the Code issued by the Hong Kong Securities and Futures Commission.  
Summary of the significant accounting policies adopted by the Fund are disclosed 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 any changes 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. 
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2 Significant accounting policies (continued) 
 
(b) Basis of preparation of the financial statements 

 
The measurement basis used in the preparation of the financial statements is the historical 
cost basis except for financial assets at fair value through profit or loss which are measured 
at fair value as explained in the accounting policies set out below. 
 
- financial instruments (see note 2(c)). 
 
The financial statements are presented in Hong Kong dollars and rounded to the nearest 
dollar. 
 
The Fund’s units are issued in Hong Kong dollars as the units are marketed to investors who 
are more familiar with Hong Kong dollars than the local currency of the Cayman Islands.  
Consequently, the functional and presentation currency for the financial statements is Hong 
Kong dollars and not the local currency of the Cayman Islands, reflecting the fact that the 
units of the Fund are issued and redeemed in Hong Kong dollars. 
 
The preparation of financial statements in conformity with HKFRSs requires management to 
make judgements, estimates and assumptions that affect the application of policies and 
reported amounts of assets, liabilities, income and 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 of making the 
judgements about carrying values of assets and liabilities that are not readily apparent from 
other sources.  Actual results may differ from these estimates. 
 
The estimates and underlying assumptions are reviewed on an ongoing basis.  Revisions to 
accounting estimates are recognised in the period in which the estimates are 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. 
 
The accounting policies have been applied consistently by the Fund and are consistent with 
those used in the previous year. 
 

(c) Financial assets and liabilities 
 
i. Recognition and initial measurement 

 
The Fund initially recognises financial assets at fair value through profit or loss (FVTPL) on 
the trade date, which is the date on which the Fund becomes a party to the contractual 
provisions of the instrument.  Other financial assets and financial liabilities are recognised on 
the date on which they are originated.  
 
A financial asset or financial liability is measured initially at fair value plus, for an item not at 
FVTPL, transaction costs that are directly attributable to its acquisition or issue. 
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2 Significant accounting policies (continued) 
 

ii. Classification and subsequent measurement 
 

(A) Classification of financial assets - Policy applicable from 1 July 2018 
 
On initial recognition, the Fund classifies financial assets as measured at amortised 
cost or FVTPL. 
 
A financial asset is measured at amortised cost if it meets both of the following 
conditions and is not designated as at FVTPL: 
 
- it is held within a business model whose objective is to hold assets to collect 

contractual cash flows; and 
 
- its contractual terms give rise on specified dates to cash flows that are solely 

payments of principal and interest (SPPI). 
 
All other financial assets of the Fund are measured at FVTPL. 

 
Business model assessment 

 
In making an assessment of the objective of the business model in which a financial 
asset is held, the Fund considers all of the relevant information about how the business 
is managed, including: 

 
- the documented investment strategy and the execution of this strategy in practice. 

This includes whether the investment strategy focuses on earning contractual 
interest income, maintaining a particular interest rate profile, matching the duration 
of the financial assets to the duration of any related liabilities or expected cash 
outflows or realising cash flows through the sale of the assets; 

 
- how the performance of the portfolio is evaluated and reported to the Fund’s 

management; 
 
- the risks that affect the performance of the business model (and the financial assets 

held within that business model) and how those risks are managed; 
 
- how the investment manager is compensated: e.g. whether compensation is based 

on the fair value of the assets managed or the contractual cash flows collected; and 
 
- the frequency, volume and timing of sales of financial assets in prior periods, the 

reasons for such sales and expectations about future sales activity. 
 
Transfers of financial assets to third parties in transactions that do not qualify for 
derecognition are not considered sales for this purpose, consistent with the Fund’s 
continuing recognition of the assets. 
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2 Significant accounting policies (continued) 
 
The Fund has determined that it has two business models. 

 
- Held-to-collect business model: this includes cash and cash equivalents, dividends 

receivable, amount due from unitholders and prepayments and other receivables.  
These financial assets are held to collect contractual cash flow. 

 
- Other business model: this includes investments in equity securities.  These 

financial assets are managed and their performance is evaluated, on a fair value 
basis, with frequent sales taking place. 

 
Assessment whether contractual cash flows are SPPI 

 
For the purposes of this assessment, ‘principal’ is defined as the fair value of the 
financial asset on initial recognition. ‘Interest’ is defined as consideration for the time 
value of money and for the credit risk associated with the principal amount outstanding 
during a particular period of time and for other basic lending risks and costs (e.g. 
liquidity risk and administrative costs), as well as a profit margin. 

 
In assessing whether the contractual cash flows are SPPI, the Fund considers the 
contractual terms of the instrument.  This includes assessing whether the financial 
asset contains a contractual term that could change the timing or amount of contractual 
cash flows such that it would not meet this condition.  In making this assessment, the 
Fund considers: 

 
- contingent events that would change the amount or timing of cash flows; 
 
- leverage features; 
 
- prepayment and extension features; 
 
- terms that limit the Fund’s claim to cash flows from specified assets (e.g. non-

recourse features); and 
 
- features that modify consideration of the time value of money (e.g. periodical reset 

of interest rates). 
 
The Fund classifies its investments based on the business model and contractual cash 
flows assessment.  Accordingly, the Fund classifies all its investments in equity 
securities into financial assets at FVTPL category.  Financial assets measured at 
amortised cost include dividends receivable, amount due from unitholders, 
prepayments and other receivables and cash and cash equivalents. 

 
Reclassifications 

 
Financial assets are not reclassified subsequent to their initial recognition unless the 
Fund were to change its business model for managing financial assets, in which case 
all affected financial assets would be reclassified on the first day of the first reporting 
period following the change in the business model. 
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2 Significant accounting policies (continued) 
 

(B) Classification of financial assets - Policy applicable before 1 July 2018 
 
The Fund classifies all of its investments as trading instruments, which is a category of 
financial assets at fair value through profit or loss. Trading instruments are those that 
the Fund has acquired principally for the purpose of short-term profit-taking. 
 
Financial assets that are classified as loans and receivables include cash and cash 
equivalents, prepayments and other receivables, amount due from unitholders and 
dividends receivable. 
 
Financial liabilities that are not classified as fair value through profit or loss include 
accrued expenses and other payables. 
 
Subsequent measurement of financial assets 
 
Financial assets at FVTPL 
 
These assets are subsequently measured at fair value.  Net gains and losses, including 
any dividend income and interest income, are recognised in the statement of 
comprehensive income.  Investments in equity securities are included in this category. 
 
Financial assets at amortised cost 
 
These assets are subsequently measured at amortised cost using the effective interest 
method.  Cash and cash equivalents, dividends receivable, amount due from 
unitholders and prepayments and other receivables are included in this category. 
 
Financial liabilities - Classification, subsequent measurement and gains and losses 
 
Financial liabilities are classified as measured at amortised cost or FVTPL. 
 
A financial liability is classified as at FVTPL if it is classified as held-for-trading, it is a 
derivative or it is designated as such on initial recognition.  Financial liabilities at FVTPL 
are measured at fair value and net gains and losses are recognised in profit or loss. 
 
Other financial liabilities are subsequently measured at amortised cost using the 
effective interest method.  Foreign exchange gains and losses are recognised in profit 
or loss.  Any gain or loss on derecognition is also recognised in profit or loss. 
 
Financial liabilities at amortised cost include accrued expenses and other payables. 
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2 Significant accounting policies (continued) 
 

iii. Fair value measurement 
 

‘Fair value’ is the price that would be received to sell an asset or paid to transfer a liability in 
an orderly transaction between market participants at the measurement date in the principal 
or, in its absence, the most advantageous market to which the Fund has access at that date.  
The fair value of a liability reflects its non-performance risk. 
 
When available, the Fund measures the fair value of an instrument using the quoted price in 
an active market for that instrument.  A market is regarded as active if transactions for the 
asset or liability take place with sufficient frequency and volume to provide pricing information 
on an ongoing basis.   
 
If there is no quoted price in an active market, then the Fund uses valuation techniques that 
maximise the use of relevant observable inputs and minimise the use of unobservable inputs.  
The chosen valuation technique incorporates all of the factors that market participants would 
take into account in pricing a transaction. 
 
The Fund recognises transfers between levels of the fair value hierarchy as at the end of the 
reporting period during which the change has occurred. 
 

iv. Amortised cost measurement 
 

The ‘amortised cost’ of a financial asset or financial liability is the amount at which the 
financial asset or financial liability is measured on initial recognition minus the principal 
repayments, plus or minus the cumulative amortisation using the effective interest method of 
any difference between that initial amount and the maturity amount and, for financial assets, 
adjusted for any loss allowance. 
 

v. Impairment 
 

(A) Policy applicable from 1 July 2018 
 

The Fund recognises loss allowances for ECLs on financial assets measured at 
amortised cost. 

  
The Fund measures loss allowances at an amount equal to lifetime ECLs, except for 
the following, which are measured at 12-month ECLs: 

 
- financial assets that are determined to have low credit risk at the reporting date, and 

 
- other financial assets for which credit risk (i.e. the risk of default occurring over the 

expected life of the asset) has not increased significantly since initial recognition. 
 

When determining whether the credit risk of a financial asset has increased significantly 
since initial recognition and when estimating ECLs, the Fund considers reasonable and 
supportable information that is relevant and available without undue cost or effort.  This 
includes both quantitative and qualitative information and analysis, based on the Fund’s 
historical experience and informed credit assessment and including forward-looking 
information. 
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2 Significant accounting policies (continued) 
 

The Fund assumes that the credit risk on a financial asset has increased significantly if 
it is more than 30 days past due. 
 
The Fund considers a financial asset to be in default when: 
 
- the borrower is unlikely to pay its credit obligations to the Fund in full, without 
recourse by the Fund to actions such as realising security (if any is held); or 
 
- the financial asset is more than 90 days past due. 
 
The Fund considers a financial asset to have low credit risk when the credit rating of 
the counterparty is equivalent to the globally understood definition of ‘investment 
grade’. The Fund considers this to be Baa3 or higher per Moody’s or BBB- or higher 
per Standard & Poor’s. 
 
Lifetime ECLs are the ECLs that result from all possible default events over the 
expected life of a financial instrument. 
 
12-month ECLs are the portion of ECLs that result from default events that are possible 
within the 12 months after the reporting date (or a shorter period if the expected life of 
the instrument is less than 12 months). 
 
The maximum period considered when estimating ECLs is the maximum contractual 
period over which the Fund is exposed to credit risk. 

 
Measurement of ECLs 

 
ECLs are a probability-weighted estimate of credit losses.  Credit losses are measured 
as the present value of all cash shortfalls (i.e the difference between the cash flows due 
to the entity in accordance with the contract and the cash flows that the Fund expects 
to receive).  ECLs are discounted at the effective interest rate of the financial asset. 

 
Credit-impaired financial assets 

 
At each reporting date, the Fund assesses whether financial assets carried at 
amortised cost are credit-impaired.  A financial asset is ‘credit-impaired’ when one or 
more events that have a detrimental impact on the estimated future cash flows of the 
financial asset have occurred. 
 
Evidence that a financial asset is credit-impaired includes the following observable 
data: 
 
- significant financial difficulty of the borrower or issuer; 
 
- a breach of contract such as a default or being more than 90 days past due; or 
 
- it is probable that the borrower will enter bankruptcy or other financial 
reorganisation. 
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2 Significant accounting policies (continued) 
 

Presentation of allowance for ECLs in the statement of financial position 
 
Loss allowances for financial assets measured at amortised cost are deducted from the 
gross carrying amount of the assets. 

 
Write-off 
 
The gross carrying amount of a financial asset is written off when the Fund has no 
reasonable expectations of recovering a financial asset in its entirety or a portion 
thereof. 

 
(B) Policy applicable before 1 July 2018 
 

Financial assets not classified at FVTPL were assessed at each reporting date to 
determine whether there was objective evidence of impairment.  A financial asset or a 
group of financial assets was ‘impaired’ if there was objective evidence of impairment 
as a result of one or more events that occurred after the initial recognition of the 
asset(s) and that loss event(s) had an impact on the estimated future cash flows of that 
asset(s) that could be estimated reliably. 
 
Objective evidence that financial assets were impaired included significant financial 
difficulty of the borrower or issuer. default or delinquency by a borrower, restructuring of 
the amount due on terms that the Fund would not otherwise consider, indications that a 
borrower or issuer would enter bankruptcy, disappearance of an active market for a 
security or adverse changes in the payment status of the borrower. 
 
An impairment loss in respect of a financial asset measured at amortised cost was 
calculated as the difference between its carrying amount and the present value of the 
estimated future cash flows discounted at the asset’s original effective interest rate. 
Losses were recognised in profit or loss and reflected in an allowance account against 
receivables.  Interest on the impaired asset continued to be recognised.  If an event 
occurring after the impairment was recognised caused the amount of impairment loss 
to decrease, then the decrease in impairment loss was reversed through profit or loss. 

 
vi. Derecognition 

 
The Fund derecognises a financial asset when the contractual rights to the cash flows from 
the asset expire, or it transfers the rights to receive the contractual cash flows in a 
transaction in which substantially all of the risks and rewards of ownership of the financial 
asset are transferred or in which the Fund neither transfers nor retains substantially all of the 
risks and rewards of ownership and does not retain control of the financial asset. 
 
On derecognition of a financial asset, the difference between the carrying amount of the 
asset (or the carrying amount allocated to the portion of the asset that is derecognised) and 
the consideration received (including any new asset obtained less any new liability assumed) 
is recognised in profit or loss.  Any interest in such transferred financial assets that is created 
or retained by the Fund is recognised as a separate asset or liability. 
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2 Significant accounting policies (continued) 
 
The Fund enters into transactions whereby it transfers assets recognised on its statement of 
financial position, but retains either all or substantially all of the risks and rewards of the 
transferred assets or a portion of them.  If all or substantially all of the risks and rewards are 
retained, then the transferred assets are not derecognised.  Transfers of assets with 
retention of all or substantially all of the risks and rewards include sale and repurchase 
transactions. 
 
The Fund derecognises a financial liability when its contractual obligations are discharged or 
cancelled, or expired.  On derecognition of a financial liability, the difference between the 
carrying amount extinguished and the consideration paid (including any non-cash assets 
transferred or liabilities assumed) is recognised in profit or loss. 
 

(vii) Offsetting 
 

Financial assets and financial liabilities are offset and the net amount presented in the 
statement of financial position when, and only when, the Fund has a legally enforceable right 
to offset the amounts and intends either to settle them on a net basis or to realise the asset 
and settle the liability simultaneously. 
 
Income and expenses are presented on a net basis for gains and losses from financial 
instruments at FVTPL and foreign exchange gains and losses. 
 

(d) Cash and cash equivalents 
 
Cash and cash equivalents comprise cash at bank and demand deposits with banks and 
other financial institutions that are readily convertible into known amounts of cash and which 
are subject to an insignificant risk of changes in value, having been within three months of 
maturity at acquisition. 
 

(e) Revenue recognition 
 
Revenue is measured at the fair value of the consideration received or receivable.  Provided 
it is probable that the economic benefits will flow to the Fund and the revenue and costs, if 
applicable, can be measured reliably, revenue is recognised in the statement of 
comprehensive income as follows: 
 
Dividend income 
 
Dividend income from listed investments is recognised when the share price of the 
investment goes ex-dividend.  Dividend income is presented gross of any non-recoverable 
withholding taxes, which are separately disclosed in the statement of comprehensive income. 
 
Interest income 
 
Interest income is recognised as it accrues, using the original effective interest method.  
Interest income on bank deposits is separately disclosed in the statement of comprehensive 
income. 
 

(f) Expenses 
 
All expenses are recognised in the statement of comprehensive income on an accrual basis. 
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2 Significant accounting policies (continued) 
 

(g) Translation of foreign currencies 
 
Foreign currency transactions during the year are translated at the foreign exchange rates 
ruling at the transaction dates.  Monetary assets and liabilities denominated in foreign 
currencies are translated at the foreign exchange rates ruling at the end of the reporting 
period. 
 
Foreign currency exchange differences relating to financial assets at fair value through profit 
or loss are included in net unrealised gain or loss on financial assets at fair value through 
profit or loss or net realised gain or loss on sale of financial assets at fair value through profit 
or loss.  All other foreign currency exchange differences relating to monetary items, including 
cash and cash equivalents are presented separately in the statement of comprehensive 
income. 
 

(h) Related parties 
 
(a) A person, or a close member of that person’s family, is related to the Fund if that 

person: 
 
(i) has control or joint control over the Fund; 
 
(ii) has significant influence over the Fund; or 
 
(iii) is a member of the key management personnel of the Fund. 

 
(b) An entity is related to the Fund if any of the following conditions applies: 

 
(i) The entity and the Fund are members of the same group (which means that each 

parent, subsidiary and fellow subsidiary is related to the others). 
 
(ii) One entity is an associate or joint venture of the other entity (or an associate or 

joint venture of a member of a group of which the other entity is a member). 
 
(iii) Both entities are joint ventures of the same third party. 
 
(iv) One entity is a joint venture of a third entity and the other entity is an associate of 

the third entity. 
 
(v) The entity is a post-employment benefit plan for the benefit of employees of 

either the Fund or an entity related to the Fund. 
 
(vi) The entity is controlled or jointly controlled by a person identified in (a). 
 
(vii) A person identified in (a)(i) has significant influence over the entity or is a 

member of the key management personnel of the entity (or of a parent of the 
entity). 

 
(viii) The entity, or any member of a group of which it is a part, provides key 

management personnel services to the Fund or to the Fund’s parent. 
 
Close members of the family of a person are those family members who may be expected to 
influence, or be influenced by, that person in their dealings with the entity. 
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2 Significant accounting policies (continued) 
 
(i) Units in issue 

 
The Fund classifies financial instruments issued as financial liabilities or equity instruments in 
accordance with the substance of the contractual terms of the instruments. 
 
A puttable financial instrument that includes a contractual obligation for the issuer to 
repurchase or redeem that instrument for cash or another financial asset is classified as 
equity if it meets all of the following conditions: 
 
- it entitles the holder to a pro rata share of the Fund’s net assets in the event of Fund’s 

liquidation; 
 

- it is in the class of instruments that is subordinate to all other classes of instruments; 
 

- all financial instruments in the class of instruments that is subordinate to all other classes 
of instruments have identical features; 

 
- apart from the contractual obligation for the Fund to repurchase or redeem the instrument 

for cash or another financial asset, the instrument does not include any other features that 
would require classification as a liability; and 

 
- the total expected cash flows attributable to the instrument over its life are based 

substantially on the profit or loss, the change in the recognised net assets or the change 
in the fair value of the recognised and unrecognised net assets of the Fund over the life of 
the instrument. 

 
The Fund has only one class of units in issue and they are the most subordinate class of 
financial instruments in the Fund.  The units provide investors with the right to require 
redemption for cash at a value proportionate to the investor’s share in the Fund’s net assets 
at each redemption date and also in the event of the Fund’s liquidation. 
 
The Fund’s units meet all the criteria for equity classification and are classified as equity. 
 

(j) Futures contracts 
 
A futures contract is an agreement between two parties to buy and sell a security or currency 
at a specific price or rate at a future date.  The daily change in contract value is recorded as 
an unrealised gain or loss and the Fund recognises a realised gain or loss when the contract 
is closed. 
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3 Changes in accounting policies 
 
The HKICPA has issued several amendments to HKFRSs that are first effective for the 
current accounting period of the Fund. Of these, the following development is relevant to the 
Fund’s financial statements. 
 
- HKFRS 9, Financial instruments 
 
As permitted by the transition provisions of HKFRS 9, comparative information throughout 
these financial statements has not generally been restated to reflect the requirements of the 
standard.  
 
Except for the changes below, the Fund has consistently applied the accounting policies as 
set out in note 2(c) to all periods presented in these financial statements. 
 
HKFRS 9, Financial Instruments 
 
HKFRS 9 sets out requirements for recognising and measuring financial assets, financial 
liabilities and some contracts to buy or sell non-financial items.  This standard replaces 
HKAS 39 Financial Instruments: Recognition and Measurement. 
 
As a result of the adoption of HKFRS 9, the Fund has adopted consequential amendments to 
HKAS 1 Presentation of Financial Statements, which require: 
 
- impairment of financial assets to be presented in a separate line item in the statement of 

comprehensive income. Under HKAS 39, impairment was recognised when losses were 
incurred.  The Fund did not previously report any incurred losses; and 

 
- separate presentation in the statement of comprehensive income of interest revenue 

calculated using the effective interest method.   
 
Additionally, the Fund has adopted consequential amendments to HKFRS 7 Financial 
Instruments: Disclosures, which are applied to disclosures about 2018 but have not generally 
been applied to comparative information. 
 
The adoption of HKFRS 9 had no material impact on the net assets attributable to 
unitholders of the Fund. 
 

i. Classification and measurement of financial assets and financial liabilities 
 
HKFRS 9 contains three principal classification categories for financial assets: measured at 
amortised cost, fair value through other comprehensive income (“FVOCI”) and FVTPL.  The 
classification of financial assets under HKFRS 9 is generally based on the business model in 
which a financial asset is managed and its contractual cash flow characteristics. HKFRS 9 
eliminates the previous HKAS 39 categories of held to maturity, loans and receivables and 
available for sale.  Under HKFRS 9, derivatives embedded in contracts where the host is a 
financial asset in the scope of the standard are never separated.  Instead, the hybrid financial 
instrument as a whole is assessed for classification. 
 
HKFRS 9 largely retains the existing requirements in HKAS 39 for the classification and 
measurement of financial liabilities. 



Haitong Middle Kingdom Fund 
Financial statements for the year ended 30 June 2019 

25 

3 Changes in accounting policies (continued) 
 
The adoption of HKFRS 9 has not had a significant effect on the Fund’s accounting policies 
related to financial liabilities. 
 
For an explanation of how the Fund classifies and measures financial instruments and 
accounts for related gains and losses under HKFRS 9, see note 2(c). 
 
The following table and the accompanying notes below explain the original measurement 
categories under HKAS 39 and the new measurement categories under HKFRS 9 for each 
class of the Fund’s financial assets and financial liabilities as at 1 July 2018. 
    

 Note 
Original classification 

under HKAS 39 
New classification 

under HKFRS 9 
Financial assets    
    
Cash and cash equivalents  Loans and receivables Amortised cost 
Dividends receivable  Loans and receivables Amortised cost 
Prepayments and other 

receivables  Loans and receivables Amortised cost 
Amount due from unitholders  Loans and receivables Amortised cost 
Investment at fair value through 
profit or loss (a) Held for trading Mandatorily at FVTPL 
    
Financial liabilities    
    
Accrued expenses and other 

payables  Amortised cost Amortised cost 
 
(a) Under HKAS 39, these financial assets were classified as held for trading because they 

were acquired for the purpose of short-term profit-taking.  These assets have been 
classified as mandatorily measured at FVTPL under HKFRS 9. 

 
The measurement categories for all financial liabilities remain the same.  The carrying 
amounts for all financial liabilities at 1 July 2018 have not been impacted by the initial 
application of HKFRS 9. 
 

ii. Impairment of financial assets 
 
HKFRS 9 replaces the “incurred loss” model in HKAS 39 with an expected credit loss (“ECL”) 
model.  The new impairment model applies to financial assets measured at amortised cost 
and debt instruments at FVOCI, but not to investments in equity instruments.  Under HKFRS 
9, credit losses are recognised earlier than under HKAS 39. 
 
The effect of adopting HKFRS 9 on the carrying amounts of financial assets at 1 July 2018 
relates solely to the new impairment requirements.  The Manager considers the probability of 
default to be close to zero as the counterparties have a strong capacity to meet their 
contractual obligations in the near term.  There is no impairment allowance recognised on 
dividends receivable, prepayments and other receivables, amount due from unitholders and 
cash and cash equivalents on the initial application of HKFRS 9’s impairment requirements 
as at 1 July 2018.  Therefore, the carrying amounts of the financial assets remain the same. 
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3 Changes in accounting policies (continued) 
 

iii. Transition 
 
Changes in accounting policies resulting from the adoption of HKFRS 9 have been applied 
retrospectively, except as described below. 
 
- Comparative periods have not generally been restated.  Differences in the carrying 

amounts of financial assets resulting from the adoption of HKFRS 9 are recognised in net 
assets attributable to unitholders as at 1 July 2018.  Accordingly, the information 
presented for 2018 does not reflect the requirements of HKFRS 9, but rather those of 
HKAS 39. 

 
- The following assessments have been made on the basis of the facts and circumstances 

that existed at the date of initial application. 
 

- The determination of the business model within which a financial asset is held. 
 
- The revocation of previous designations of certain financial assets as measured at 

FVTPL. 
 

4 Net (loss)/gain on financial assets at fair value through profit or loss 
   
 2019 2018 
   
Net unrealised loss on financial assets at fair value 

through profit or loss  $ (6,795,945) $ (13,277,284) 
Net realised (loss)/gain on sale of financial assets at 

fair value through profit or loss (3,783,155) 44,997,360 
 

    

 $ (10,579,100) $ 31,720,076 
 

    

 
5 Taxation 

 
There are no taxes on income or gains in the Cayman Islands and the Fund has received an 
undertaking from the Governor in Cabinet of the Cayman Islands exempting it from all local 
income, profits and capital taxes for a period of 50 years from the creation of the Fund.  
Accordingly, no provision for Cayman Islands taxes is included in these financial statements. 
 
No provision for Hong Kong Profits Tax has been made in the financial statements as the 
income of the Fund is exempt from taxation under S26A (1A) of the Hong Kong Inland 
Revenue Ordinance. 
 
Overseas withholding tax was charged on certain dividend income received during the year.  
Dividend income is recorded gross of such tax. 
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5 Taxation (continued) 
 
Foreign Account Tax Compliance Act 
 
On 18 March 2010, the Hiring Incentives to Restore Employment Act of 2010 added chapter 
4 to Subtitle A (“Chapter 4”) of the US Internal Revenue Code (“the Code”).  The provisions 
in Chapter 4 are commonly referred to as the Foreign Account Tax Compliance Act 
(“FATCA”).  US Treasury regulations providing guidance on the due diligence, reporting, and 
withholding obligations under FATCA were passed and came into effect in January 2013 
(“the Regulations”). 
 
The Regulations require foreign financial institution (“FFI”) to provide the Internal Revenue 
Service (“IRS”) with information on certain U.S. persons invested in accounts outside of the 
U.S. and for certain non U.S. entities to provide information about any U.S. owners.  The 
obligations of an FFI under FATCA may be modified by an Intergovernmental Agreement 
(“IGA”) between the US and the FFI’s country of organization.  The Cayman Islands entered 
into a Model 1 IGA on 29 November 2013, which provides for reporting and enforcement by 
FFIs to be facilitated by local authorities.  The Cayman Islands also entered into a similar 
IGA with the United Kingdom.  Therefore, all Cayman Islands domiciled “financial institutions” 
are subject to domestic legislation and regulations that implement both the Foreign Account 
Tax Compliance Act (“US FATCA”) and its UK equivalent (“UK FATCA” and together, 
“FATCA”).  The due diligence and reporting regimes introduced by the domestic legislation 
and regulations apply to all such financial institutions irrespective of whether they have US or 
UK based account holders and/or have US or UK assets or source income. 
 
The Fund has registered for a Global Intermediary Identification Number (“GIIN”) for US 
FATCA purposes and the Fund’s GIIN is KM6F5D.99999.SL.136.  
 

6 Financial assets at fair value through profit or loss 
   
 2019 2018 
Equities   
- Listed in Hong Kong $ 165,784,240 $ 177,613,953 
 

    

Financial assets at fair value through profit or loss $ 165,784,240 $ 177,613,953 
 

    

 
7 Cash and cash equivalents 

   
 2019 2018 
   
Cash at bank $ 14,100,617 $ 19,422,546 
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8 Financial instruments and associated risks 
 
The Fund maintains positions in a variety of financial instruments as dictated by its 
investment management strategy.  The Fund’s investment portfolio comprises of equity 
securities listed in Hong Kong Stock Exchange. 
 
The nature and extent of the financial instruments outstanding at the end of the reporting 
period and the risk management policies employed by the Fund are discussed below. 

 
(a) Market risk 

 
Market risk embodies the potential for both gains and losses and includes currency risk, 
interest rate risk and price risk. 
 
The Fund’s strategy on the management of investment risk is driven by the Fund’s 
investment objective as stated in note 1.  The Fund’s overall market positions are monitored 
regularly by the Manager and the Trustee. 
 

(i) Currency risk 
 
The Fund may invest in financial instruments and enter into transactions denominated in 
currencies other than its functional currency.  Consequently, the Fund is exposed to risks 
that the exchange rate of its currency relative to other foreign currencies may change in a 
manner that has an adverse effect on the value of that portion of the Fund’s assets or 
liabilities denominated in currencies other than the Hong Kong dollars, the presentation 
currency. 
 
The following table details the Fund’s exposure at the end of reporting period to currency risk 
arising from recognised assets denominated in a currency other than the Fund’s functional 
currency of Hong Kong dollars.  For presentation purposes, the amounts of the exposure are 
expressed in Hong Kong dollars. 
    
 2019 2018 

 
Chinese  

yuan 

United 
States 
Dollars 

United 
States 
Dollars 

    
Prepayments and other receivables $ - $ 21,589 $ 16,903 
Dividends receivable 189,448 21,862 21,974 
Cash and cash equivalents - - 28,669 
Accrued expenses and other 

payables - (10,228) (11,261) 
 

      

Net exposure to currency risk $ 189,448 $ 33,223 $ 56,285 
 

      

 
Sensitivity analysis 
 
It is assumed that the pegged rate between the Hong Kong dollars and the United States 
dollars would be materially unaffected by any changes in movement in value of the United 
States dollars against other currencies. 
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8 Financial instruments and associated risks (continued) 
 

(ii) Interest rate risk 
 
The Fund has negligible interest-bearing financial assets and therefore minimal exposure to 
interest rate risk.  Consequently, changes in interest rates would have insignificant impact on 
the Fund’s profit attributable to unitholders. 
 

(iii) Price risk 
 
Price risk is the risk that value of the instrument will fluctuate as a result of changes in market 
prices (other than those arising from interest rate risk or currency risk), whether caused by 
factors specific to an individual investment, its issuer or all factors affecting all instruments 
traded in the market. 
 
As the Fund’s financial instruments are carried at fair value with fair value changes 
recognised in the statement of comprehensive income, all changes in market conditions will 
directly affect net profit. 
 
The Fund is exposed to price risk arising from changes in market price.  The Fund’s market 
price risk is managed through (i) deliberate securities selection, and (ii) diversification of the 
investment portfolio. 
 
Price sensitivity 
 
Financial assets at fair value through profit or loss held by the Fund are shown in the 
investment portfolio.  The impact of 10% increase in value of financial assets at fair value 
through profit or loss at 30 June 2019 and 2018, with all other variables held constant, would 
have increased the net assets attributable to unitholders and the profit attributable to 
unitholders per the statement of comprehensive income by $16,578,424 (2018: 
$17,761,395); an equal change in the opposite direction would have had an equal but 
opposite effect. 
 

(b) Credit risk 
 
Credit risk is the risk that a counterparty to a financial instrument will fail to discharge an 
obligation or commitment that it has entered into with the Fund.  The Fund’s exposure to 
credit risk is monitored by the Manager and the Trustee on an ongoing basis. 
 
As at 30 June 2019 and 2018, all of the Fund’s financial assets were exposed to credit risk.  
These include all financial assets at fair value through profit or loss and cash placed with the 
Hongkong and Shanghai Banking Corporation Limited (“the Custodian”) which has a credit 
rating of AA- (Standard and Poor’s).  Bankruptcy or insolvency of the Custodian may cause 
the Fund’s rights with respect to the financial assets at fair value through profit or loss and 
cash held by the Custodian to be delayed or limited.  The Fund monitors the credit rating and 
financial position of the Custodian to mitigate this risk. 
 
The carrying amounts of financial assets best represent the maximum credit risk exposure at 
the end of the reporting period.  As at 30 June 2019 and 2018, there were no significant 
concentrations of credit risk to counterparties except to the Custodian. 
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8 Financial instruments and associated risks (continued) 
 

(c) Liquidity risk 
 
The Fund’s financial instruments include investments in listed equity securities, which are 
considered to be readily realisable as they are all listed on a major stock exchange. 
 
The Fund is exposed to daily cash redemptions of units in accordance with its Explanatory 
Memorandum and all the financial liabilities of the Fund mature within three months.  It 
therefore invests its assets in investments that are traded in active markets and can be 
readily disposed of. 
 

(d) Fair values of financial instruments   
 
The Fund’s financial instruments are measured at fair value on the date of the statement of 
financial position.  Fair value estimates are made at a specified point in time, based on 
market conditions and information about the financial instruments.  Usually, fair values can 
be reliably determined within a reasonable range of estimates.  For certain other financial 
instruments, including amount due from unitholders, prepayments and other receivables, 
dividend receivables and accrued expenses and other payables, the carrying amounts 
approximate fair value due to the immediate or short-term nature of these financial 
instruments. 
 
Financial instruments measured at fair value 
 
The Fund’s accounting policy on fair value measurements is detailed in accounting policy in 
note 2(c)(iii). 
 
The Fund measures fair values using the following fair value hierarchy that reflects the 
significance of the inputs used in making the measurements. 
 
- Level 1: Inputs that are quoted market prices (unadjusted) in active markets for identical 

instruments. 
 
- Level 2: Inputs other than quoted prices included within Level 1 that are observable either 

directly (i.e. as prices) or indirectly (i.e. derived from prices).  This category includes 
instruments valued using: quoted market prices in active markets for similar instruments; 
quoted prices for identical or similar instruments in markets that are considered less than 
active; or other valuation techniques in which all significant inputs are directly or indirectly 
observable from market data. 

 
- Level 3: Inputs that are unobservable.  This category includes all instruments for which the 

valuation technique includes inputs not based on observable data and the unobservable 
inputs have a significant effect on the instrument’s valuation.  This category includes 
instruments that are valued based on quoted prices for similar instruments but for which 
significant unobservable adjustments or assumptions are required to reflect differences 
between the instruments. 

 
When fair values of listed and quoted investments at the reporting date are based on quoted 
market prices or binding dealer price quotations in an active market, without any deduction 
for transactions costs, the instruments are included within Level 1 of the hierarchy. 
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8 Financial instruments and associated risks (continued) 
 
The fair value of suspended equity securities is valued based on valuation techniques as set 
out in note 2(c)(iii).  The objective of valuation techniques is to arrive at a fair value 
measurement that reflects the price that would be received to sell the asset or paid to 
transfer the liability in an orderly transaction between market participants at the 
measurement date. 
 
Financial instruments not measured at fair value 
 
The financial instruments not measured at fair value through profit or loss are short-term 
financial assets and financial liabilities whose carrying amounts approximate fair value. 
 
The following table sets out the fair values of financial instruments not measured at fair value 
and analyses it by the level in the fair value hierarchy into which each fair value 
measurement is categorised. 
 
As at 30 June 2019 
     
 Level 1 Level 2 Level 3 Total 
Financial assets     
     
Cash and cash equivalents $ - $ 14,100,617 $ - $ 14,100,617 
Prepayments and other 

receivables - 24,708 - 24,708 
Dividends receivable - 1,239,172 - 1,239,172 
 

        

 $ - $ 15,364,497 $ - $ 15,364,497 
 

        

Financial liabilities     
     
Accrued expenses and other 

payables $ - $ 481,877 $ - $ 481,877 
 

        

 $ - $ 481,877 $ - $ 481,877 
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8 Financial instruments and associated risks (continued) 
 
As at 30 June 2018 
     
 Level 1 Level 2 Level 3 Total 
Financial assets     
     
Cash and cash equivalents $ - $ 19,422,546 $ - $ 19,422,546 
Amount due from unitholders - 33,988 - 33,988 
Prepayments and other 

receivables - 19,933 - 19,933 
Dividends receivable - 942,261 - 942,261 
 

        

 $ - $ 20,418,728 $ - $ 20,418,728 
 

        

Financial liabilities     
     
Accrued expenses and other 

payables $ - $ 535,909 $ - $ 535,909 
 

        

 $ - $ 535,909 $ - $ 535,909 
 

        

 
9 Units in issue 

   
 2019 2018 
   
Balance at the beginning of the year 2,615,820 2,856,323 
Issue of units 50,683 199,583 
Redemption of units (147,489) (440,086) 
 

    

Balance at the end of the year 2,519,014 2,615,820 
 

    

 
The capital of the Fund is represented by the net assets attributable to unitholders which are 
subject to subscriptions and redemptions of units.  The Fund does not have any externally 
imposed capital requirements. 
 
Units may be acquired on any valuation date at the unit value determined on that day.  The 
valuation date is every business day in Hong Kong except Saturday.  The minimum initial 
investment amount for the Fund is HK$5,000, with subsequent minimum investments of no 
less than HK$5,000.  
 
Units may be redeemed on any valuation date, at the redemption price applicable as at the 
close of business in Hong Kong on such day.  The minimum amount which can be redeemed 
at any one time is HK$5,000, and a unitholder may not make a partial redemption if this 
would result in his holding being less than the minimum holding of HK$5,000. 
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10 Soft commission 
 
During the year, the Manager has soft commission arrangements in place with brokers, 
under which certain goods and services which are of demonstrable benefit to the Fund could 
be received.  The goods and services that could be received may include research and 
advisory services, economic and political analysis, portfolio analysis including valuation and 
performance measurement, market analysis and data and quotation services, computer 
hardware and software incidental to the above goods and services, clearing and custodian 
services and investment-related publications.  The Manager does not make direct payment 
for these services but transacts business with the brokers on behalf of the Fund and 
commission is paid on these transactions. During the year, no such goods and services 
under soft commission arrangements were received. 
 

11 Transactions with the Trustee, the Manager and connected persons 
 
Connected persons are those as defined in the Code.  All transactions entered into during 
the year between the Fund and the Trustee, the Manager and connected persons were 
carried out in the normal course of business and on normal commercial terms.  To the best of 
the Manager's and the Trustee’s knowledge, the Fund does not have any other transactions 
with connected persons except those disclosed below. 
 

(a) Manager 
 
Haitong International Investment Managers Limited is the Manager of the Fund.  The 
Manager is entitled under the Trust Deed, as amended, of the Fund to a management fee at 
a maximum rate of 2.5% per annum of the net asset value of the Fund.  During the year, the 
Manager received a management fee at a rate of 1.75% (2018: 1.75%) per annum of the net 
asset value of the Fund. 
 
The management fee is calculated and accrued daily and is payable monthly in arrears.  
During the year, the total management fee and the outstanding balances included in accrued 
expenses and other payables at the year end date are as follows: 

     
 Management fee Management fee payable 
 2019 2018 2019 2018 
     
Haitong International 

Investment Managers Limited $ 3,043,392 $ 3,662,679 $ 251,714 $ 296,737 
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11 Transactions with the Trustee, the Manager and connected persons 
(continued) 

 
(b) Connected persons of the Manager 

 
During the year, the Fund utilised the services of Haitong International Securities Company 
Limited, a fellow subsidiary of the Manager, in the Fund’s purchases and sales of financial 
assets at fair value through profit or loss.  Details of such transactions executed during the 
year are as follows: 

     

 

Aggregate 
value of 

purchases 
and sales 

 of securities 

% of 
the total 
value of 

transactions 
of the Fund 

Total 
brokerage 

commission 
paid 

Average 
rate of 

commission 
Haitong International 

Securities Company 
Limited     

     
Year ended 30 June 2019 $ - 0.00% $ - 0.00% 
Year ended 30 June 2018 3,240,360 0.95% 3,240 0.10% 
 

        

 
For the year ended 30 June 2019, there was no transfer of units among connected persons 
of the Manager. During the year ended 30 June 2018, Haitong International Finance 
Company Limited transferred all of its holdings of the Fund to West Ridge Investment 
Company Limited, a fellow subsidiary of the Manager. As at 30 June 2019, West Ridge 
Investment Company Limited held 882,718.42 units (2018: 882,718.42 units) of the Fund. 
 

(c) Trustee 
 
During the year, the Trustee of the Fund changed from Bank of Bermuda (Cayman) Limited 
to HSBC Trustee (Cayman) Limited.  The Trustee is entitled under the Trust Deed, as 
amended, of the Fund to a trustee fee at a maximum rate of 0.5% per annum of the net asset 
value of the Fund.  During the year, the Trustee received a trustee fee of 0.3% (2018: 0.3%) 
per annum of the net asset value of the Fund, subject to a minimum annual charge of 
$125,000. 
 
Trustee fee is calculated and accrued daily and is payable monthly in arrears.  During the 
year, the total trustee fee was $521,724 (2018: $627,888).  Included in accrued expenses 
and other payables at 30 June 2019 is the trustee fee payable of $43,151 (2018: $50,869). 
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11 Transactions with the Trustee, the Manager and connected persons 
(continued) 
 

(d) Connected persons of the Trustee 
 
During the year, the transaction handling fees charged by HSBC Institutional Trust Services 
(Asia) Limited in its capacity as Custodian, an affiliate of the Trustee, on purchases and sales 
of financial assets at fair value through profit or loss were $12,158 (2018: $14,974).  Included 
in accrued expenses and other payables at 30 June 2019 is the transaction handling fee 
payable of $10,228 (2018: $11,261). 
 
The Custodian of the Fund is the immediate holding company of the Trustee. At 30 June 
2019, the cash balances and financial assets at fair value through profit or loss balances held 
in the Custodian amounted to $14,100,617 (2018: $19,422,546) and $165,784,240 (2018: 
$177,613,953) respectively.  During the year, interest income on the cash balances held in 
the Custodian was $21,986 (2018: $1,003).  During the year, safe custody and bank charges 
charged by the Custodian was $15,034 (2018: $31,326). 
 

12 Segment reporting 
 
The Manager makes strategic resource allocation and assesses performance on behalf of 
the Fund and has determined the operating segments based on the reports reviewed which 
are used to make strategic decisions. 
 
The Manager considers that the Fund has a single operating segment which is investing in a 
diversified portfolio of equity securities with the objective as stated in the Explanatory 
Memorandum of the Fund. 
 
The segment information provided to the Manager is the same as that disclosed in the 
statement of comprehensive income and the statement of financial position. 
 

13 Possible impact of amendments, new standards and interpretations issued but 
not yet effective for the year ended 30 June 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 30 June 2019 and which have not been adopted in these financial statements.  These 
include the following which may be relevant to the Fund. 
  
 Effective for 

accounting periods 
beginning on or after 

  
HK(IFRIC) 23, Uncertainty over income tax treatments 1 January 2019 
  
Annual Improvements to HKFRSs 2015-2017 cycle 1 January 2019 

 
The Manager and the Trustee are in the process of making an assessment of what the 
impact of these amendments, new standard and interpretations is expected to be in the 
period of initial application.  So far it has concluded that the adoption of them is unlikely to 
have a significant impact on the Fund’s financial statements. 
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14 Subsequent events 
 
The Manager and the Trustee have evaluated subsequent events occurring through  
17 October 2019, the date that these financial statements were available to be issued. There 
were no significant events subsequent to the year end which require disclosure in the 
financial statements. 
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Investment portfolio as at 30 June 2019 (unaudited) 
(Expressed in Hong Kong dollars) 
 
 
    

 Holdings Market value 
% of total 

net assets 
Listed investments    
    
Equities (91.76%)    
    
Hong Kong (91.76%)    
    
AIA Group Ltd 120,000 $ 10,110,000 5.60 
Anhui Conch Cement Co Ltd 150,000 7,342,500 4.06 
Anta Sports Products Ltd 132,000 7,081,800 3.92 
China Merchants Bank Co Ltd 200,000 7,790,000 4.31 
China Resources Land Ltd 200,000 6,880,000 3.81 
China Vanke Co Ltd 242,000 7,090,600 3.92 
Country Garden Holdings Company Ltd 550,000 6,534,000 3.62 
Hang Seng Bank Ltd 50,000 9,725,000 5.38 
Henderson Land Development Co Ltd 145,200 6,250,860 3.46 
Hong Kong & China Gas 484,000 8,382,880 4.64 
Hong Kong Exchanges and Clearing Ltd 22,000 6,067,600 3.36 
HSBC Holdings PLC 28,000 1,814,400 1.00 
Jiangsu Expressway Co Ltd 220,000 2,446,400 1.35 
Kingboard Holdings Ltd 110,000 2,392,500 1.32 
MTR Corp Ltd 130,000 6,838,000 3.78 
Ping An Insurance (Group) Co of China Ltd 77,000 7,222,600 4.00 
Sands China Ltd 132,000 4,930,200 2.73 
Shenzhou International Group 77,000 8,269,800 4.58 
Sun Hung Kai Properties Ltd 33,000 4,372,500 2.42 
Sunac China Holdings Ltd 185,000 7,104,000 3.93 
Swire Pacific Ltd 69,000 6,624,000 3.67 
Tencent Holdings Ltd 22,000 7,757,200 4.29 
Weichai Power Co Ltd 550,000 7,260,000 4.02 
Wheelock and Co Ltd 132,000 7,392,000 4.09 
Zoomlion Heavy Industry Science and Technology 

Co Ltd 1,580,000 8,105,400 4.50 
 

     

Total equities  $ 165,784,240 91.76 
  ---------------- ---------------- 
Total investments  $ 165,784,240 91.76 
    
Other net current assets  14,882,620 8.24 
 

     

Net assets attributable to unitholders  $ 180,666,860 100.00 
 

     

    
Total investments, at cost  $ 141,147,295  
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Statement of movements in investment portfolio 
as at 30 June 2019 (unaudited) 
(Expressed in number of shares) 
 
 
     
  Holdings  

 

Balance at  
1 July 
2018 Additions Deductions 

Balance at  
30 June  

2019 
Listed investments     
     
Equities     
     
Hong Kong     
     
AIA Group Ltd 120,000 - - 120,000 
Anhui Conch Cement Co Ltd - 180,000 30,000 150,000 
Anta Sports Products Ltd 200,000 - 68,000 132,000 
BOC Hong Kong Holdings Ltd 240,000 - 240,000 - 
China Merchants Bank Co Ltd 290,000 - 90,000 200,000 
China Railway Construction Corp - 680,000 680,000 - 
China Resources Cement Holding 

Ltd - 810,000 810,000 - 
China Resources Land Ltd - 238,000 38,000 200,000 
China Shanshui Cement Group 

Ltd 1,000,000 - 1,000,000 - 
China Vanke Co Ltd - 242,000 - 242,000 
Country Garden Holdings 

Company Ltd 700,000 - 150,000 550,000 
Country Garden Services 

Holdings Co 80,460 - 80,460 - 
CSPC Pharmaceutical Group Ltd 500,000 - 500,000 - 
Geely Automobile Holdings Ltd 350,000 - 350,000 - 
Haitian International Holdings Ltd 320,000 - 320,000 - 
Hang Seng Bank Ltd 50,000 - - 50,000 
Henderson Land Development Co 

Ltd - 132,000 - 132,000 
Hong Kong & China Gas 330,000 110,000 - 440,000 
Hong Kong Exchanges and 

Clearing Ltd - 22,000 - 22,000 
HSBC Holdings PLC 28,000 - - 28,000 
Industrial and Commercial Bank 

of China Ltd 1,425,000 - 1,425,000 - 
Jiangsu Expressway Co Ltd - 500,000 280,000 220,000 
Kerry Properties Ltd 140,000 - 140,000 - 
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Statement of movements in investment portfolio 
as at 30 June 2019 (unaudited) (continued) 
(Expressed in number of shares) 
 
 
     
  Holdings  

 

Balance at  
1 July 
2018 Additions Deductions 

Balance at  
30 June  

2019 
Listed investments (continued)     
     
Equities (continued)     
     
Hong Kong (continued)     
     
Kingboard Holdings Ltd 150,000 - 40,000 110,000 
Kingboard Laminates Hldgs Ltd 700,000 - 700,000 - 
Lee & Man Paper Manufacturing 

Ltd 600,000 - 600,000 - 
Melco International Development 

Ltd 280,000 - 280,000 - 
MTR Corp Ltd - 130,000 - 130,000 
Ping An Insurance (Group) Co of 

China Ltd 110,000 - 33,000 77,000 
Sands China Ltd - 132,000 - 132,000 
Shandong Chenming Paper 

Holding Ltd 600,000 - 600,000 - 
Shenzhou International Group 120,000 - 43,000 77,000 
Sino Biopharmaceutical Ltd 225,000 225,000 450,000 - 
Sinopharm Group Co Ltd - 170,000 170,000 - 
Sun Hung Kai Properties Ltd - 33,000 - 33,000 
Sunac China Holdings Ltd - 185,000 - 185,000 
Sunny Optical Technology Group 

Co 86,000 - 86,000 - 
Swire Pacific Ltd - 69,000 - 69,000 
Techtronic Industries Co Ltd 182,500 - 182,500 - 
Tencent Holdings Ltd 22,000 22,000 22,000 22,000 
Weichai Power Co Ltd - 550,000 - 550,000 
Wheelock and Co Ltd - 132,000 - 132,000 
Zoomlion Heavy Industry Science 

and Technology Co Ltd - 1,580,000 - 1,580,000 
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Performance table (unaudited) 
(Expressed in Hong Kong dollars) 
 
 

(a) Net asset value: 
  
At 30 June 2019 $ 180,666,860 
At 30 June 2018 $ 197,496,772 
At 30 June 2017 $ 184,168,899 
At 30 June 2016 $ 154,666,555 
At 30 June 2015 $ 384,846,406 

 
(b) Net asset value per unit: 

  
At 30 June 2019 $ 71.72 
At 30 June 2018 $ 75.50 
At 30 June 2017 $ 64.48 
At 30 June 2016 $ 52.59 
At 30 June 2015 $ 66.15 

 
(c) Performance record 

   

Financial year ended 

Highest 
price 

per unit 

Lowest 
price  

per unit 
   
30 June 2019 $ 75.38 $ 59.81 
30 June 2018 $ 83.15 $ 63.45 
30 June 2017 $ 64.94 $ 51.64 
30 June 2016 $ 65.18 $ 46.40 
30 June 2015 $ 72.86 $ 54.42 
30 June 2014 $ 69.18 $ 51.32 
30 June 2013 $ 66.87 $ 45.94 
30 June 2012 $ 62.87 $ 42.64 
30 June 2011 $ 72.83 $ 51.91 
30 June 2010 $ 66.37 $ 49.92 
30 June 2009 $ 57.31 $ 24.54 
30 June 2008 $ 95.92 $ 52.87 

 


