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MOTOR INSURERS’ BUREAU OF HONG KONG

REPORT OF THE COUNCIL MEMBERS

The Council Members have pleasure in submitting their annual report together with the audited
financial statements for the year ended 31st December 2007.

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.

Financial statements

The results of the Bureau for the year ended 31st December 2007 and the state of affairs of the
Bureau as at that date are set out in the financial statements on pages 5 to 27.

Property, plant and equipment

Details of movements 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 out 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 Kin Nam Yu

Mr Kwok Ping Cheng

Mr Kok Ho Wong

Mr Philip Graham Kent

Ms Agnes Choi Heung Kwan
Mr Andrew Wong Kwai Chuen
Mr Kenneth Reid

Messrs Kin Nam Yu and Kwok Ping Cheng and Ms Agnes Choi Heung Kwan 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.

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
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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 5 to 27 which comprise the
balance sheet as at 31 December 2007, and the income statement, the statement of
changes in equity and the cash flow statement for the year then ended, and a summary
of significant accounting policies and other explanatory notes.

Council members’ responsibility for the financial statements

The council members of the Bureau are responsible for the preparation and the true and
fair presentation of these financial statements in accordance with Hong Kong Financial
Reporting Standards issued by the Hong Kong Institute of Certified Public Accountants,
and the Hong Kong Companies Ordinance. This responsibility includes designing,
implementing and maintaining internal control relevant to the preparation and the true
and fair presentation of financial statements that are free from material misstatement,
whether due to fraud or error; selecting and applying appropriate accounting policies; and
making accounting estimates that are reasonable in the circumstances.

Auditor’'s responsibility

Our responsibility is to express an opinion on these financial statements based on our
audit 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.

We conducted our audit in accordance with Hong Kong Standards on Auditing issued by
the Hong Kong Institute of Certified Public Accountants. Those standards require that we
comply with ethical requirements and plan and perform the audit to obtain reasonable
assurance as to whether the financial statements are free from material misstatement.

An audit involves performing procedures to obtain audit evidence about the amounts and
disclosures in the financial statements. The procedures selected depend on the auditor's
judgement, including the assessment of the risks of material misstatement of the financial
statements, whether due to fraud or error. In making those risk assessments, the auditor
considers internal control relevant to the entity's preparation and true and fair
presentation of the financial statements in order to design audit procedures that are
appropriate in the circumstances, but not for the purpose of expressing an opinion on the
effectiveness of the entity’s internal control. An audit also includes evaluating the
appropriateness of accounting policies used and the reasonableness of accounting
estimates made by the council members, as well as evaluating the overall presentation of
the financial statements.

We believe that the audit evidence we have obtained is sufficient and appropriate to
provide a basis for our audit opinion.



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

Opinion

In our opinion, the financial statements give a true and fair view of the state of affairs of
the Bureau as at 31 December 2007 and of the Bureau’s surplus and cash flows for the
year then ended in accordance with Hong Kong Financial Reporting Standards and have
been properly prepared in accordance with the Hong Kong Companies Ordinance.

PricewaterhouseCoopers
Certified Public Accountants

Hong Kong, E.B APR 2008



MOTOR INSURERS’ BUREAU OF HONG KONG

INCOME STATEMENT

FOR THE YEAR ENDED 31ST DECEMBER 2007

Revenue

Members’ coniributions
Non-members’ contributions

Other incomes
Net realised (losses)/gains on
financial assets
Net unrealised gains/{losses) on
financial assets
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 for the year

Note

14

14

First Fund Scheme

Insolvency Fund Scheme

2007 2006 2007 2006
HK$ HK$ HK$ HK$
50,070,662 51,047,560 24,994,779 25715752
125,931 125,132 - -
50,196,493 51,172,692 24994779 25715752
(5223,532) 26,480,913  (47,127,749) 146,054,482
20,711,508  (9,234,731) 131,979,533  (32,868,907)
6,392,009 5131,410 58,624,183 41,791,572
106,671 160,960 83,246 98,319

- - 1,114,650 704,925

2,268 7,250 - 3,625
21,988,924 22,545,802 144,673,863 155084016
33,102,091 44,868,034 50,812 217,812
(135,630) (458,499) - -
32,966,461 44,409,535 50,812 217,812
(53,030,000)  (1,640,000) (23,860,000)  (40,300,000)
(20,063,539) 42,769,535  (23,809,188)  (40,082,188)
10,740,136 10,979,791 - -
699,750 732,750 699,750 732,750
86,250 78,400 86,250 78,400
324,745 212,668 324,745 117,147
9,617 5,896 1,376,284 1,372,561

216 3,956 216 3,956

76,495 68,125 76,495 68,126
315,000 493,480 18,607 21,776
2,007,089 1,613,988 8,554,204 7,329,714
- - 83,881 81,886

722,007 714,139 722,097 714,139
4,241,259 3,923,402 11,942,529 10,520,455
14,981,395 14,903,193 11,942,529 10,520,455
77,267,561  16,045766 181,535,301 211,261,501




MOTOR INSURERS’ BUREAU OF HONG KONG

BALANCE SHEET

AS AT 31ST DECEMBER 2007

ASSETS

Non-current assets
Leasehold land, property, plant
and equipment

Current assets
Financial assets
Contributions and other
receivables
Bank balances and cash

Total assets

EQUITY
General reserve/retained surplus
LIABILITIES

Current liabilities
Financial liabilities
Provision for outstanding claims
Accounis payable
Other creditors and accruals

Total liabilities

Total equity and liabilities

Note

11
14
15

First Fund Scheme

Insolvency Fund Scheme

2007 2006 2007 2008

HKS HK$ HKS HK$

38,257 21,600 13,704,926 15,054,936
350,008,328 331,628,962 2,262,475,804 2,163,644,617
20,230,558 31,101,294 95,209,613 164,476,873
2,197,561 4,326,599 2,362,964 2,455,414
381,434,447 366,957,855  2,360,048,381  2,320,576,904
381,472,704 366,979,455  2,373,753,307  2,335,631,840
207,174,555 129,906,994 1,934,164,510 1,752,629,209
7,242,913 2,574,057 59,621,288 18,981,849
88,200,000 141,230,000 13,380,000 37,250,000
75,818,910 90,629,128 364,809,873 525,188,397
3,036,326 2,639,276 1,767,636 1,582,385
174,298,149 237,072,461 439,588,797 583,002,631
381,472,704 366,979,455  2,373,753,307  2,335,631,840

Approved and authorised for issue by the Council Members on E.B APR 2008

Council Members

Council Members



MOTOR INSURERS’ BUREAU OF HONG KONG

STATEMENT OF CHANGES IN EQUITY
FOR THE YEAR ENDED 31ST DECEMBER 2007

Total retained surplus;

Balance at 1st January 2006

Surplus for the year

Balance at 31st December 2006 and 1st January 2007
Surplus for the year

Balance at 31st December 2007

Insolvency

First Fund Fund
Scheme Scheme
HK$ HK$
113,861,228 1,541,367,708
16,045,766 211,261,501
129,906,994 1,752,629,209
77,267,561 181,535,301
207,174,555 1,934,164 510




MOTOR INSURERS’ BUREAU OF HONG KONG

CASH FLOW STATEMENT

FOR THE YEAR ENDED 31ST DECEMBER 2007

Operating activities

Surplus for the year
Adjustments for:

- Investment expenses

- Interest on deposits

- Depreciation

- Dividend and interest income

- Loss on write off of fixed assets

- Net realised and unrealised
gains on financial assets and
liabilities

Operating surplus/(deficit) before
changes in working capital

(Increase)/decrease in
contributions and other
receivables

Decrease in provision for
outstanding claims

Increase/(decrease) in other
creditors and accruals

Net cash inflow/(outflows) from
operating activities

Investing activities
Payment for purchase of fixed
assets
Proceeds from disposal of
financial assets
Purchases of financial assets
Proceeds from sale of fixed
assets
Investment expenses
Interest received on deposits
Dividend and interest income

Net cash {outflow)/inflow from
investing activities

Net 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

2007 2006 2007 2006

HK$ HKS$ HK$ HK$
77,267,561 16,045,766 181,535,301 211,261,501
2,007,089 1,613,988 8,554,204 7,329,714
(106,671) (160,960 (83,246) (98,319)
9,617 5,896 1,376,284 1,372,561
(6,392,009) (5,131,410)  (58,624,183) (41,791,572
216 3,956 216 3,956
(15,487,976)  (17,246,182)  (84,851,784)  (113,385,576)
57,297,827 (4,868,948) 47,906,792 64,692,265
(499,175) 1,152,069 173,327 (465,151)
(53,030,000) (1,640,000)  (23,860,000)  (40,300,000)
397,050 1,589,966 185,251 (334,009)
4,165,702 (3,766,911) 24,405,370 23,593,105
(26,490) (8,710) (26,490) (8,710)

- 132,351,248 - 844,948,170
(14,238,337)  (133,487,466)  (94,345,692)  (913,274,737)
- 100 - 100
(2,007,089) (1,613,988) (8,554,204) (7,329,714)
108,671 160,960 83,246 98,319
6,392,009 5,131,410 58,624,183 41,791,572
(9,773,236) 2,533,554 (44,218,957) (33,775,000
(5,607,534) (1,233357)  (19,813,587)  (10,181,895)
11,393,437 12,626,794 36,899,495 47,081,390
5,785,903 11,393,437 17,085,908 36,899,495




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, contribute 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 promotion 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 alsc 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 settlement 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 availabie, 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 fime
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.

-9-



(a)

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. These policies have been consistently applied to all the years
presented, unless otherwise stated.

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.

The preparation of financial statements in conformity with HKFRS requires the use of
certain critical accounting estimates. It 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.

(a) Standards, amendment and interpretations effective in 2007

HKFRS 7, 'Financial instruments: Disclosures', and the complementary amendment to
HKAS 1, 'Presentation of financial statements — Capital disclosures', introduces new
disclosures relating to financial instruments and does not have any impact on the
classification and valuation of the Bureau's financial instruments.

(b)Standards, amendments and interpretations effective in 2007 but not relevant for the
Bureau's operations

The following standards, amendments and interpretations to published standards are
mandatory for accounting periods beginning on or after 1 January 2007 but they are not
relevant to the Bureau’s operations:

e HK(IFRIC) - Int 7, 'Applying the restatement approach under HKAS 29, Financial
reporting in hyper-inflationary economies’;

e HK(IFRIC) - Int 8, 'Scope of HKFRS 2';

o HK(IFRIC) — Int 9, 'Re-assessment of embedded derivatives" and

+ HK{IFRIC) - Int 10, 'Interim financial reporting and impairment'.

(¢) Interpretations to existing standards that are not yet effective and not relevant for the
Bureau’s operations

The following interpretations to existing standards have been published and are
mandatory for the Bureau’s accounting periods beginning on or after 1 January 2008 or
later periods but are not relevant for the Bureau’s operations:

* HK(IFRIC) - Int 11, 'HKFRS 2 ~ Group and treasury share transactions';

» HK(IFRIC) - Int 12, "Service concession arrangements' (effective from 1 January
2008);

e HK(IFRIC) - Int 13, 'Customer loyalty programmes' (effective from 1 July 2008);

o HK(IFRIC) - Int 14, 'HKAS 19 — The limit on a defined benefit asset, minimum
funding requirements and their interaction' (effective from 1 January 2008);

¢ HKAS 23 (Amendment), '‘Borrowing costs' (effective from 1 January 2009); and

o HKFRS 8, 'Operating segments ' (effective from 1 January 2009).

-10 -



(b)

(c)

MOTOR INSURERS’ BUREAU OF HONG KONG

NOTES TO THE FINANCIAL STATEMENTS

Principal accounting policies (Continued)

Revenue recognition

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

(i) 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.

(iv) Realised and unrealised gains/(losses) on financial assets and liabilities

Gains or losses arising from changes in the fair values of financial assets and
liabilities are recognised in the period in which they arise.

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. All 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
method to allocate costs to their residual values over their estimated useful lives, as
follows:

Leasehold property 20 years
Cther fixed assets 6% years

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.

-11 -



{d})

(e)

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

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 reported to the Bureau. For the claims incurred but not reported, statistical
analyses are used, subject to maintaining a minimum provision of HK$10 million.

Financial assets

Investments at fair value through profit or loss are classified in this category if they are
acquired principally for trading. Assets in this category are classified as current assets.

Regular purchases and sales of investments are recognized on trade-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. Financial assets are derecognized when the right
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.

Gains and losses arising from changes in the fair value and the realisation of the
financial assets at fair value through profit or loss’ category are presented in the income
statement in the period in which they arise. Dividend income from financial assets at
fair value through profit or loss is recognised in the income statement as part of other
income when the Bureau’s right to receive payments is established.

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

-12 -



(f)

(9)

3.1

MOTOR INSURERS’ BUREAU OF HONG KONG
NOTES TO THE FINANCIAL STATEMENTS
Principal accounting policies (Continued)
Employee benefits

Employee entitlements to 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.

Contributions fo the defined contribution retirement scheme are expensed as incurred.

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 settlement of such transactions and from the translation at
year-end exchange rates of monetary assets and liabilities denominated in foreign
currencies are recognised in the income statement.

Management of insurance and financial risk
Financial risk factors

The Bureau is exposed to financial risk through its financial assets. |n 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, currency risk
and price risk.

(a) Interest rate risk

The investment portfolio of the Bureau as at 31 December 2007 comprises bond
funds of approximately HK$203 million (2006: HK$188 million) for the First Fund
Scheme and HK$1,155 million (2006: HK$1,167 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 2.93 % (2006:
2.7%) for the First Fund Scheme and 3.63% (2006: 3.3%) for the Insolvency
Fund Scheme,

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

As the Bureau's investments are fully hedged, it does not have exposure to
interest rate risk and no sensitivity analysis is performed.

-13-



3.1

MOTOR INSURERS’ BUREAU OF HONG KONG

NOTES TO THE FINANCIAL STATEMENTS

Management of insurance and financial risk (Continued)

Financial risk factors (Continued)

(b)

Credit risk

The Bureau has exposures to credit risk, which is the risk that a counterparty will
be unable to pay amounts in full when due. Key areas where the Bureau is
exposed to credit risk are:

- reinsurers’ share of insurance liabilities of HK$178,000,000 for First Fund
Scheme: and

- counterparty risk with respect to investments in bond securities of
HK$203,172,807 for First Fund Scheme and HK$1,155,132,804 for
Insolvency Fund Scheme.

Reinsurance is used to manage insurance risk. This does not, however,
discharge the Bureau's primary liability to settle claims. if a reinsurer fails to pay
a claim for any reason, the Bureau remains liable for the payment to the
policyholder. The creditworthiness of reinsurers is considered on an annual

basis by reviewing their financial strength prior to finalization of any reinsurance
contracts.

In relation to the Bureau's investment portfolio, the Bureau manages the level of
credit risk it accepts by implementing a set of investment guidelines.

No more than 5% of the investment portfolio is held in any one security, other
than a fund or a security representing a collective investment of other securities,
unless the security represents an OECD sovereign borrower or issuer.  No more
than 10% of the investment portfolio is invested in the obligations of a singie
issuer except for sovereign or supranational borrowers where a limit of 20%
applies. There are no restrictions on the obligations of the United States, the
Government of Japan, the Republic of Germany, the United Kingdom, the
Government of Canada, the Republic of France, the Republic of ltaly, the
Kingdom of Spain and the Netherlands.

Investments in bonds have a minimum rating of BBB ~ as measured by Standard
& Poor's or Baa3 as measured by Moody's. The overall credit rating for the
bond porifolios are maintained at AA or above as measured by Standard & Poors
or equivalent at all times. The allocation to BBB rated bonds as measured by
Standard & Poor's or equivalent cannot exceed 5% above the weighting in the
benchmark. Short term investments are maintained at a rating of A1 or above
as measured by Standard & Poor’s or P1 as measured by Moody’s. The
maximum holding for any single issuer with a credit rating of A+ or below as
measured by Standard & Poor’s or equivalent is restricted to 2% of the total
portfolio.

The Bureau has no significant concentrations of credit risk. There is no financial
assets that are past due as at 31 December 2007.

-14 -



MOTOR INSURERS’ BUREAU OF HONG KONG

NOTES TO THE FINANCIAL STATEMENTS

Management of insurance and financial risk (Continued)

Financial risk factors (Continued)

(c) Currency risk
The Bureau's exposures to foreign exchange risk arise primarily from holding
financial assets and financial liabilities that are denominated in currencies other
than Hong Kong dollars. The above foreign currency exchange rate exposures,

are fully hedged to Hong Kong dollars through the use of derivatives (note 12).

The tables below summarize the Bureau's exposure to foreign currency
exchange rate risk at 31st December 2007.

Financial Assets

(i) First Fund Scheme

€ £ Uss Other Totat

Debt securities 38,155,092 - 141,765,034 23,252,680 203,172,806

Cash at bank 960,565 702,484 1,681,185 209,301 3,553,535
Derivative financial

instruments 1,523,139 1,271,646 4,067 548 681,703 7,544,036

Others 865,609 - 885,077 161,449 1,912,135

41,504,405 1,974,130 148,398,844 24,305,133 216,182,512

(i) Insolvency Fund Scheme

€ £ uss$ Other Total

Debt securities 318,882,527 4,508,625 740,045,300 91,696,352 1,165,132 804

Cash at bank 4,116,207 3,215,612 3,701,212 3,383,343 14,418,374
Derivative financial

instruments 7,036,472 7,335,110 28,884,930 4,721,562 47,982,074

Others 11,348,249 3,799 4,591,381 903,193 17,246,622

341,383,455 15,067,146 777,622,823 100,704,450 1,234,777 874

-15 -



3.1

MOTOR INSURERS’ BUREAU OF HONG KONG

NOTES TO THE FINANCIAL STATEMENTS

Management of insurance and financial risk (Continued)

Financial risk factors (Continued)

{c)

(i)

(ii)

Currency risk (Continued)

Financial Liabilities

First Fung Scheme
€ £ uss Other Total
Derivative financial
instruments 551,748 58,447 4,849,734 1,188,553 6,619,482
Cthers 370,021 253,410 - - 623,431
921,769 311,857 4,849,734 1,159,553 7,242913
Insolvency Fund Scheme
€ £ uss Other Total
Derivative financial
instruments 8,433,637 1,031,256 37,260,111 8,877,708 55,602,712
Others 1,744,767 1,822,841 344,989 105,979 4,018,576
10,178,404 2,854,097 37,605,100 8,983,687 59,621,288
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3.1

MOTOR INSURERS’ BUREAU OF HONG KONG

NOTES TO THE FINANCIAL STATEMENTS

Management of insurance and financial risk (Continued)

Financial risk factors (Continued)

{d)

()

Liquidity risk

The Bureau's exposures to liquidity risk arise primarily from the timing of cash
outflows in meeting the outstanding claims liabilities.

The tables below summarises the timing of cash flows arising from the Bureau’s
assets and liabilities:

First Fund Scheme

Contractual cash flows (undiscounted)

Carrying
Amount On demand 0-5 yrs 5-10 yrs Gver 10 yrs
Carrying value and cash
flows arising from:
Financial assets 359,006,328 159,389,593 62,497 468 49,354,611 87,764,656
Contributions and other
receivables 20,230,558 - 20,230,558 - -
Cash at bank 2,197,561 2,197,561 - - -
Financial liabilities (7,242,913) (3,548,076} (3,694,837) - -
Other payable and
accruals (78,855,236) - (78,855,236) - -
\
295,336,298 158,039,078 177,953 49,354,611 87,764,656
Expected cash flows (Undiscounted)
Carrying
Amount  On demand 0-5yrs 5-10 yrs Over 10 yrs
Carrying value and cash
flows arising from:
Provision for
outstanding claims 88,200,000 14,200,000 74,000,000 - -
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MOTOR INSURERS’ BUREAU OF HONG KONG

NOTES TO THE FINANCIAL STATEMENTS

Management of insurance and financial risk {Continued)

Financial risk factors (Continued)

(d) Liquidity risk

(in) Insolvency Fund Scheme
Contractual cash flows (undiscounted)
Cairying
Amount On demand 0-5yrs 5-10 yrs Over 10 yrs
Carrying value and cash
flows arising from:
Financial assets 2,262,475,804  1,086,472,561 431,391,778 140,700,070 603,911,395
Contributions and other
receivables 95,208,613 - 95,209,613 - -
Cash at bank 2,362,964 2,362,964 - - -
Financial liabilities (59,621,288) (28,600,631) (30,931,265) - (89,392)
Other payable and
accruals (366,577,509} - (366,577,509) - -
1,933,848,584  1,060,234,894 129,082,617 140,700,070 603,822,003
Expected cash flows (undiscounted)
Carrying
Amount On demand 0-5 yrs 5-10 yrs Over 10 yrs
Carrying value and cash
flows arising from:
Provision for
outstanding claims 13,390,000 13,390,000 - - -

(e) Price risk

The Bureau is exposed to equity securities price risk. The Bureau manages its
price risk by monitoring the percentage of allocation to equity securities in the
investment portfolio. A 10% increase in the market values of the equity
securities would result in a gain of HK$14.2 million for First Fund Scheme and
HK$101.8 million for Insolvency Fund Scheme in 2007.

Fair value estimation

The fair value of financial instruments fraded in active markets is based on quoted

market prices at the balance sheet date.

The quoted market price used for financial

assets and financial liabilities held by the Bureau are the current bid price and current

ask price respectively.

The Bureau does not hold any financial instruments with no quoted prices.
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