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MOTOR INSURERS’ BUREAU OF HONG KONG

REPORT OF THE COUNCIL MEMBERS

The Councit Members have pleasure in submitting their annual report together with the audited
financial statements for the year ended 31st December 2005.

Principal activities

The Bureau administers two funds, namely the First Fund Scheme and the Insolvency Fund
Scheme for the satisfaction of claims liabilities to certain motor vehicle accident victims under
the circumstances as set out in note 1 on the financial statements.

With effect from 1st October 2005, the levy rates for the respective schemes were changed fo
2% for the First Find Scheme and 1% for the Insolvency Fund Scheme although the overall rate
remains at 3%. The decision was made based on the conclusions of an actuarial review
conducted by Deloitte Actuarial and Insurance Solutions (HK) Limited.

Financial statements

The results of the Bureau for the year ended 31st December 2005 and the state of affairs of the
Bureau as at that date are set out in the financial statements on pages 4 to 24.

Property, plant and equipment

Details of movemenits in property, plant and equipment are set out in note 8 to the financial
statements.

General reserve and retained surplus

Movements in general reserve and retained surplus during the year are set cut in the statement
of changes in equity.

Council Members
The Council Members during the financial year and up to the date of this report are:

Mr Andrew Graham Young

Mr Nicholas John Gaven Donne (resigned on 27th April 2005)

Mr Kin Nam Yu

Mr Keith Bernard Land

Mr Kwok Ping Cheng

Mr Grahame Stuart Brown

Mr Ka Yin Chow (resigned on 16th November 2005)
Mr Kok Ho Wong

Mr Tsun Wa Kwok (resigned on 1st October 2005)
Mr Robert H Stead (resigned on 28th February 2005)
Mr Philip Graham Kent (appointed on 10th March 2005)
Ms Agnes Choi Heung Kwan (appointed on 26th May 2005)

Mr Andrew Wong Kwai Chuen (appointed on 5th January 2006)

Messrs Kin Nam Yu, Kwok Ping Cheng and Grahame Stuart Brown are to retire at the
forthcoming annual general meeting in accordance with article 37(a) of the Bureau’s Articles of
Association and, being eligible, offer themselves for re-election.
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Council Members (Continued)

Mr Andrew Wong Kwai Chuen having been appcinted to fill a casual vacancy during the year,
retires at the forthcoming annual general meeting in accordance with article 35 of the Bureau's
Articles of Association and, being eligible, offers himself for re-election.

All other remaining Council Members continue in office.

Council member's interests in contracts

No contract of significance to which the Bureau was a party and in which a Council Member of
the Bureau had a material interest, whether directly or indirectly, subsisted at the end of the
year or at any time during the year.

At no time during the year was the Bureau a party to any arrangements to enable the Council
Members of the Bureau to acquire benefits by means of the acquisition of shares in or
debentures of any body corporate.

Management contracts

No contracts concerning the management and administration of the whole or any substantial
part of the business of the Bureau were entered into or existed during the year.

Auditors

The accounts have been audited by PricewaterhouseCoopers who retire, and being eligible,
offer themselves for re-appointment.

By order of the Council

Chairman

Hong Kong, 2. ‘Z MAR ?nﬂg



AUDITORS’ REPORT TO THE MEMBERS OF
MOTOR INSURERS’ BUREAU OF HONG KONG
{Incorporated in Hong Kong and limited by guarantee)

We have audited the financial statements set out on pages 4 to 24 which have been
prepared in accordance with accounting principles generally accepted in Hong Kong.

Respective responsibilities of Council Members and auditors

The Hong Kong Companies Ordinance requires the Council Members to prepare
financial statements which give a true and fair view. In preparing financial statements
which give a true and fair view it is fundamental that appropriate accounting policies are
selected and applied consistently.

It is our responsibility to form an independent opinion, based on our audit, on those
financial statements and to report our opinion solely to you, as a body, in accordance with
section 141 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.

Basis of opinion

We conducted our audit in accordance with Statements of Auditing Standards issued by
the Hong Kong Institute of Certified Public Accountants. An audit includes examination,
on a test basis, of evidence relevant to the amounts and disclosures in the financial
statements. [t also includes an assessment of the significant estimates and judgements
made by the Council Members in the preparation of the financial statements, and of
whether the accounting policies are appropriate to the Bureau’s circumstances,
consistently applied and adequately disclosed.

We planned and performed our audit so as to obtain all the information and explanations
which we considered necessary in order to provide us with sufficient evidence to give
reasonable assurance as to whether the financial statements are free from material
misstatement.  In forming our opinion we also evaluated the overall adequacy of the
presentation of information in the financial statements. We believe that our audit
provides a reasonable basis for our opinion.

Opinion
in our opinion, the financial statements give a true and fair view of the state of affairs of
the Bureau as at 31st December 2005 and of its results and cash flows for the year then

ended and have been properly prepared in accordance with the Hong Kong Companies
Ordinance.

,%;‘a ol Ftns Loyt

PricewaterhouseCoopers
Certified Public Accountants

Hong Kong, 27 MAR 2006
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MOTOR INSURERS’ BUREAU OF HONG KONG

INCOME STATEMENT

FOR THE YEAR ENDED 31ST DECEMBER 2005

Revenue
Members’ confributions
Non-members’ contributions

Other income

Net realised gains on financial
assels

Net fair value {losses)/gains
on assets at fair value through
profit or loss

Dividends and other
investment income

Deposit interest income

Rental income

Other income

Less: Incurred claims
Gross claims paid
Claims recoveries

Net claims paid
Movement in provision for
outstanding claims

Less: Expenses
Excess of loss reinsurance

Other expenses:-
Accountancy and secretarial
fees
Audit fees
Consultancy, legal and
professional fees
Depreciation
Fixed assets written off
General expenses
Insurance
Investment expenses
Property expenses
Staff costs

Total expenses

Surplus/{deficit} for the year

Transfer (to)/from general
reserve

Surplus retained for the year

First Fund Scheme

Insolvency Fund Scheme

Note 2005 2004 2005 2004
HK$ HK$ HK$ HK$

34,059,133 27,023,823 48,957,716 55,857,671

136,475 142,632 - -

34,195,608 27,165,915 48,957,716 55,857,671
9,311,148 9,762,285 62,164,363 54,130,616
(631,619) 334,805  (16,685,318) 7,142,333

3,854,947 6,412,050 36,610,692 33,493,740

54,691 1,117 51,732 1,223

. - 704,925 567,350

- - - 14,561

12,580,167 16,511,157 82,846,394 95,349,823
30,528,454 30,909,718 1,502,185 2,805,762
(1,217,536)  (1,602,093) (26,777) (680,067)

14 29,310,918 29,307,625 1,475,408 2,125,695
(15,380,000) 37,450,000  (5,600,000)  (2,150,000)
14 13,930,918 66,757,625  (4,124,592) (24,305)
9,563,477 7,243,033 - -

699,250 651,000 699,250 651,000

70,000 62,600 70,000 62,500

250,625 116,112 256,374 126,613

8 27,982 41,097 1,394,647 1,407,763
2,713 1,330 2,713 1,130

74,688 82,201 74,688 82,201

520,000 519,959 27,739 25,035

1,281,545 1,263,747 6,188,357 5,635,826

- - 80,882 244,466

7 707,394 688,323 707,394 688,323
3,634,197 3,426,269 9,502,044 8,924,857
13,197,674 10,669,302 9,502,044 8,924,857
19,656,183  (33,749,855) 126,426,658 142,306,942
(19,656,183) 33,749,855 - -

- - 126426658 142,306,942

-4 -



L

g{%

MOTOR INSURERS’ BUREAU OF HONG KONG

BALANCE SHEET
AS AT 31ST DECEMBER 2005
Note
ASSETS
Non-current assets
Leasehold land, property,
plant and equipment 8

Current assets
Financial assets 10
Accounts receivable,
prepayments and utility
deposits 13
Cash at banks 9

Total assets

EQUITY

General reservefretained

surplus
LIABILITIES
Current liabilities
Financial liabilities 11
Provision for cutstanding

claims 14
Accounts payable 15
Other creditors and

accruals

Total liabilities

Total equity and
liabilities

Approved and authorised for issue by the Council Members on 21

First Fund Scheme

Insolvency Fund Scheme

2005 2004 2005 2004

HK$ HK$ HK$ HK$

22,842 46,622 16,422,843 17,813,289
302,297,538 290,693,674  1,889,533,449  1,815,225,576
14,583,235 11,649,113 7,135,452 15,131,128
4,140,587 5,221,485 2,256,904 1,858,123
321,021,360 307,564,272  1,898,925,805  1,832,214,827
321,044,202 307,610,894  1,915,348,648 1,850,028,116
113,861,228 94,308,380  1,541,367,708  1,415,227,520
4,310,961 4,315,977 27,412,709 22,423,380
142,870,000 158,250,000 77,550,000 83,150,000
58,952,703 48,954,717 267,101,837 327,349,495
1,049,310 1,781,820 1,916,394 1,877,721
207,182,974 213,302,514 373,980,940 434,800,596
321,044,202 307,610,894  1,915,348,648  1,850,028,116

: ¥
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MOTOR INSURERS’ BUREAU OF HONG KONG

STATEMENT OF CHANGES IN EQUITY
FOR THE YEAR ENDED 31ST DECEMBER 2005

Total general reserve/retained surplus:

Balance at 1st January 2004, as previously reported
Change in accounting policy - note 2(d)

Balance at 1st January 2004, as restated
(Deficit)/surplus for the year

Balance at 31st December 2004

Balance at 1st January 2005, as per above
Opening adjustment for the adoption of HKAS39
Balance at 1st January 2005, as restated
Surplus for the year

Balance at 31st December 2005

First Fund
Scheme
HK$

168,058,235
(40,000,000)

Insolvency
Fund
Scheme
HK$

1,322,920,578
(50,000,000)

128,058,235

(33,749,855)

1,272,920,578

142,306,942

04,308,380  1,415,227,520
04,308,380  1,415,227,520
(103,335) (286,470)
94,205,045  1,414,941,050
19,656,183 126,426,658
113,861,228  1,541,367,708
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MOTOR INSURERS’ BUREAU OF HONG KONG

CASH FLOW STATEMENT

FOR THE YEAR ENDED 31ST DECEMBER 2005

Operating activities

Surplus/(deficit) for the year
Adjustments for:
- Investment expenses
- Deposit interest
- Depreciation
- Dividend and interest income
- Loss on write off of fixed
assets
- Gain on disposal of fixed
assets
- Net realised and fair value
gains on financial assets and
liabilities

Operating surplus/(deficit)
before changes in working
capital

(Increase)/decrease in accounts
receivable, prepayments and
utility deposits

(Decrease)/increase in provision
for outstanding claims

(Decrease)fincrease in other
creditors and accruals

Net cash (outflow)/inflow from
operating activities

Investing activities

Payment for purchase of fixed
assets

Net sales/(purchases) of
financial assets

Dividend and interest received

Proceeds from sale of fixed
assels

Net cash inflow/(outflow} from
investing activities

Net increase/(decrease) in cash
and cash equivalents

Cash and cash equivalents at
1st January

Cash and cash equivalents at
31st December

First Fund Scheme

Insolvency Fund Scheme

2005 2004 2005 2004
HK$ HKS HKS$ HK$
19,656,183  (33,749,855) 126,426,658 142,306,942
1,281,545 1,263,747 6,188,357 5,635,826
(54,691) (1,117) (51,732) (1,223)
27,982 41,007 1,394,647 1,407,763
(3,854,947)  (6,412,950) (36,610,692) (33,493,740)
2,713 1,330 2,713 1,330
- - - (200)
(8,679,529)  (10,097,000) (45,479,045) (61,272,949)
8,379,256  (48,954,838) 51,870,906 54,583,749
(1,400,616)  (10,525,455) 7,995,676  (1,125,162)
(15,380,000) 37,450,000 (5,600,000)  (2,150,000)
(732,510) 1,031,823 38,673 21,458
(9,133,870)  (20,998,470) 54,305,255 51,330,045
(7,015) (10,300) (7,015) (10,300)
7,207,894 13,784,100 (107,591,041)  (77,114,940)
3,909,638 6,414,067 36,662,424 33,494,963
100 - 100 200
11,110,617 20,187,867  (70,935,532) (43,630,077)
1,976,747 (810,603) (16,630,277} 7,699,968
10,650,047 11,460,650 63,711,667 56,011,699
12,626,794 10,650,047 47,081,380 63,711,667
-7 -



MOTOR INSURERS’ BUREAU OF HONG KONG
NOTES TO THE FINANCIAL STATEMENTS
Legal status

Motor Insurers’ Bureau of Hong Kong (the "Bureau™) is a company limited by guarantee
and was incorporated under the Hong Kong Companies Ordinance on 10th December

1980. The address of its registered office is Level 28, Three Pacific Place, 1 Queen's

Road East, Hong Kong.

Under the provision of the Bureau’s Memorandum of Association, every member shall, in
the event of the Bureau being wound up, confribute such amount as may be required to
meet the liabilities of the Bureau but not exceeding HK$100 per member. The assets
of the Bureau shall be applied solely towards the promation of the objects of the Bureau
as set out in the Bureau's Memorandum of Association and no part thereof shall be
distributed to the members of the Bureau. All insurers authorised by law to carry on
motor vehicle insurance business in Hong Kong must become members of the Bureau.

The First Fund Scheme was set up in accordance with an agreement entered into on 1st
February 1981 between the Government of Hong Kong and the Bureau (“the First Fund
Agreement”) and also a Domestic Agreement entered into on 1st February 1981
between the Bureau and insurers authorised to carry on motor vehicle insurance
business in Hong Kong. In accordance with the First Fund Agreement, the Bureau is
liable for the setflement of all claims for damages for bodily injury or death arising out of
any motor vehicle accidents, if judgement is obtained and either at the time of the
accident giving rise to liability there is not in force a policy or such policy is ineffective for
any reason other than the inability of the insurer to pay its debts by reason of its
insolvency and any such judgement is not satisfied in full within 28 days.

The Insolvency Fund Scheme was set up in accordance with an agreement entered into
on 1st November 1985 between the Government of Hong Kong and the Bureau {“the
insolvency Fund Agreement”} and also a Domestic Agreement on the same date
between the Bureau and insurers authorised to carry on motor vehicle insurance
business in Hong Kong. In accordance with the Insolvency Fund Agreement, the
Bureau is liable for the settlement of judgements that remain unsettled as a result of the
insolvency of a motor insurer. The assets of the Insolvency Fund are to be kept
separate from the Bureau's other assets and from any other funds subsequently set up.

At the request of the Government of Hong Kong, the Bureau has made available, with
effect from 1st January 2002, a limited facility out of the First Fund to satisfy the claims
of third parties who have suffered death or bodily injury caused by a terrorism act
through the use of a motor vehicle in Hong Kong. The Bureau’s liability for such
terrorist acts is limited to a maximum aggregate amount of HK$200 million (or such
other amount as may be agreed in writing from time to time between the Government of
Hong Kong and the Bureau) or such lesser amount as shall stand to the credit of the
First Fund in the books of account of the Bureau as at midnight on the 28th day after a
judgement (whether in respect of a terrorist act or any other claims) is obtained. This is
after making all appropriate provisions and reductions for actual liabilities of the Bureau
under the First Fund Agreement which have been notified to the Bureau prior to the date
of judgement of the relevant claim until such time as further funds shall at any time
thereafter have been credited to the First Fund, in which event, and as from that time,
the Bureau shall become liable for the unsatisfied portion of the relevant judgment.

The limited facility provides cover on a first come first served (by notification of court
judgements) basis. The Bureau waives any rights to which it would be entitled under
the First Fund Scheme’s Domestic Agreement dated 1st February 1981 to recover from
any insurer concerned any sums paid where the judgement is given in respect of bodily
injury liability which arises out of a terrorist act.

-8-
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MOTOR INSURERS’ BUREAU OF HONG KONG
NOTES TO THE FINANCIAL STATEMENTS
Principal accounting policies

The principal accounting policies applied in the preparation of the financial statements
are set out below.

Basis of preparation

These financial statements have been prepared in accordance with Hong Kong Financial
Reporting Standard (HKFRS). They have been prepared under the historical cost
convention as modified by the revaluation of financial assets and financial liabilities
(including derivative instruments) at fair value through profit or loss which are carried at
fair value.

The preparation of financial statements in conformity with HKFRS requires the use of
certain critical accounting estimates. lt also requires management to exercise its
judgement in the process of applying the Bureau’s accounting policies. The areas
involving a higher degree of judgement or complexity, or areas where assumptions and
estimates are significant to the financial statements, are disclosed in Note 4.

In 2005, the Bureau adopted the following new/revised standards and interpretations of
HKFRS below, which are relevant to its operations.

HMKAS 1 Presentation of Financial Statements

HKAS 7 Cash Fiow Statements

HKAS 8 Accounting Policies, Changes in Accounting Estimates and Errors
HKAS 10 Events after the Balance Sheet Date

HKAS 16 Property, Plant and Equipment

HKAS 17 Leases

HKAS 21 The Effects of Changes in Foreign Exchange Rates
HKAS 24 Related Party Disclosures

HKAS 32 Financial Instruments: Disclosures and Presentation
HKAS 36 Impairment of Assets

HKAS 39 Financial Instruments: Recognition and Measurement
HKFRS 4 Insurance Contracts

The adoption of new/revised HKASs 1, 7, 8, 10, 16, 17, 21, 24, 32 and 36 did not result
in substantial changes to the Bureau's accounting policies.
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MOTOR INSURERS’ BUREAU OF HONG KONG
NOTES TO THE FINANCIAL STATEMENTS
Principal accounting policies (Continued)
Basis of preparation {Continued)

The adoption of HKAS 39 has resulied in a change in the accounting policy relating to
the measurement of fair values of quoted financial assets. HKAS 39 requires that
quoted financial assets be measured at current bid prices. In prior years, quoted
financial assets were measured at current mid prices.

This change in accounting policy has been applied prospectively. The Bureau applied
the previous SSAP 24 “Accounting for investments in securities" for the 2004
comparative information.

The adoption of HKAS 39 resulted in decreases in opening reserve at 1st January 2005
by HK$103,335 and HK$286,470 for the First Fund Scheme and the Insolvency Fund
Scheme respectively.

Revenue recognition
0 Members’ contributions

Members’ contributions received and receivable are recognised based on gross
motor insurance premiums received and receivable by members from their
policyholders.

{if) Dividends and interest income

Interest income from bank deposits and debt securities is accrued on a time-
apportioned basis on the principal outstanding and at the rates applicable.
Dividend income is recognised when the right to receive payment is established.

(iii) Rental income
Operating lease rental income is recognised on a straight-line basis.

Property, plant and equipment

All property, plant and equipment are stated in the balance sheet at cost less
accumulated depreciation and impairment losses. Historical cost includes expenditure
that is directly attributable to the acquisition of the items.

Subsequent costs are included in the asset's carrying amount or recognised as a
separate asset, as appropriate, only when it is probable that future economic benefits
associated with the item will flow to the Bureau and the cost of the item can be
measured reliably. Al other repairs and maintenance are expensed in the income
statement during the financial period in which they are incurred.

Depreciation of property, plant and equipment is calculated using the straight-line
mfathod to allocate costs to their residual values over their estimated useful lives, as
follows:

Leasehold property 20 years
Other fixed assets 6% years
-10 -
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MOTOR INSURERS’ BUREAU OF HONG KONG
NOTES TO THE FINANCIAL STATEMENTS
Principal accounting policies (Continued)
Property, plant and equipment (continued)

The assets’ residual values and useful lives are reviewed, and adjusted if appropriate, at
each balance sheet date.

An asset's carrying amount is written down immediately to its recoverable amount if the
asset's carrying amount is greater than its estimated recoverable amount.

Gains and losses on disposals are determined by comparing proceeds with carrying
amount. These are included in the income statement.

Insurance contracts

Insurance contracts are those contracts that transfer significant insurance risk. As a
general guideline, the Bureau defines as significant insurance risk the possibility of
having to pay benefits on the occurrence of an insured event that are at least 10% more
than the benefits payable if the insured event did not occur.  The Bureau believes that
the facilities described in note 1 above meet the definition of insurance contracts.

Claims are charged to income as incurred based on the estimated liability for
compensation owed to policyholders. They include claims settlement costs arising from
events that have occurred up to the balance sheet date even if they have not yet been
reported to the Bureau. The Bureau does not discount its liabilities for unpaid claims.
Liabilities for unpaid claims are estimated using the input of assessments for individual
cases rgported to the Bureau and statistical analyses for the claims incurred but not
reported.

The accounting policy described in the paragraph above became effective on 1st
January 2004." In 2003 and prior years, provisions were not made for claims incurred
but not reported af the balance sheet date. The above represented a change in
accounting policy in 2004 which was applied retrospectively so that the opening equity of
2004 was restated to conform to the changed policy.

For the First Fund Scheme, this change of accounting policy resulted in an increase in
provision for outstanding claims as at 1 January 2004 of HK$40,000,000, and a
decrease in opening general reserves at 1 January 2004 of the same amount.  This
change also resulted in an increase in the movement in provision for outstanding claims
and also the deficit for the year beginning 1 January 2004 by HK$5,000,000.

For the Insolvency Fund Scheme, this change of accounting policy resulted in an

increase in provisions for outstanding claims as at 1 January 2004 of H&#50,000,000,
and a decrease in opening retained surplus at 1 January 2004 of the same amount.

-11 -
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MOTOR INSURERS’ BUREAU OF HONG KONG
NOTES TO THE FINANCIAL STATEMENTS
Principal accounting policies (Continued)
Financial assets

From 1st January 2004 to 31st December 2004:

The Bureau classified its investments in securities as trading securities. Trading
sacurities were carried at fair value. At each balance sheet date, the net unrealized
gains or losses arising from the changes in fair value of trading securities were
recognised in the income statement. Profits or losses on disposal of trading securities,
representing the difference between the net sales proceeds and the carrying amounts,
were recognised in the income statement as they arose.

Derivative financial instruments were initially recognised at fair values on the date on
which the derivative contracts were entered into and were subsequently re-measured at
their fair values. Changes in the fair values of these derivative instruments were
recognised immediately in the income statement.

From 1st January 2005 onwards:
The Bureau classified its financial assets in the fair value through profit or loss category.

Regular purchases and sales of financial assets are recognized on frade-date — the date
on which the Bureau commits to purchase or sell the asset. Financial assets carried at
fair value through profit or loss are initially recognized at fair value and transaction costs
are expensed in the income statement. Investments are derecognized when the rights
to receive cash flows from the investments have expired or have been transferred and
the Bureau has transferred substantially all risks and rewards of ownership.

Realized and unrealized gains and losses arising from changes in the fair value of the
financial assets at fair value through profit or loss’ category are included in the income
statement in the period in which they arise.

The fair values of quoted investments are based on current bid prices.

Employee benefits

Employee entitlements {0 annual leave and long-service leave are recognised when they
accrue to employees. A provision is made for the estimated liability for annual leave
and long-service leave as a result of services rendered by employees up to the balance
sheet date.

Employee entitlements to sick leave and maternity leave are not recognised until the
time of leave.

Confributions to the defined contribution retirement scheme are expensed as incurred.

-12-
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MOTOR INSURERS’ BUREAU OF HONG KONG
NOTES TO THE FINANCIAL STATEMENTS
Principal accounting policies {Continued)
Translation of foreign currencies

The financial statements are presented in HK dollars, which is the Bureau's functional
currency and presentation currency.

Foreign currency transactions are translated into the functional currency using the
exchange rates prevailing at the dates of the transactions. Foreign exchange gains
and losses resulting from the settiement of such transactions and from the transiation at
year-end exchange rates of monetary assets and liabilities denominated in foreign
currencies are recognised in the income statement.

Translation differences on non-monetary financial assets and liabilities are reported as
part of the fair value gain or loss.

Management of insurance and financial risk
Financial risk factors

The Bureau is exposed to financial risk through its financial assets. In particular, the
key financial risk is that the proceeds from its financial assets are not sufficient to fund
the obligations arising from claims and from unanticipated volatility of return and other
financial market driven events that can change the risk profile of the funds. The most
important components of this financial risk are interest rate risk, credit risk and currency
risk.

(a) Interest rate risk

The Bureau held bond funds of approximately HK$184 million (2004: HK$184 million) for
the First Fund Scheme and HK$1,105 million (2004: HK$1,149 million) for the
Insolvency Fund Scheme. Interest rate movements can have a material impact on the
carrying values of these bond funds.

The effective interest rates for the bond funds is approximately 2.78% (2004: 2.64%) for
the First Fund Scheme and 2.83% (2004 2.29%) for the Insolvency Fund Scheme.

The Bureau manages its interest rate risk for hedging and non-speculative purposes by
entering into certain derivative transactions.

-13 -





































