Annual Report of the

Consumer Legal Action Fund
HE A lfah 2 B FE

The Consumer Council is the Trustee of the Consumer Legal
Action Fund through a Declaration of Trust executed on 30
November 1994.

PURPOSE

The Fund was established with a Government grant of $10
million initially. A further sum of $10 million was granted by
the Government to the Fund in May 2010. The Fund aims to
give easier consumer access to legal remedies by providing
financial support and legal assistance for the benefit of
consumers, particularly, groups with similar grievances in
cases involving significant public interest and injustice.
Through supporting justifiable cases, the Fund also aims to
deter business malpractices and enhance public awareness of

their consumer rights.

ADMINISTRATION

The Consumer Council, as the Trustee, is responsible, through
a Board of Administrators, for the overall administration
and investment of the Fund. The Board of Administrators
is in turn underpinned by a Management Committee. The
latter, whose members were appointed by the Commerce
and Economic Development Bureau (formerly the Economic
Development and Labour Bureau), is responsible for advising
on the eligibility and merits of applications seeking assistance
from the Fund. The Task Force on Strategic Review of CLAF
(“Task Force”) set up by the Management Committee in
2009 had completed its review on the Fund this year, with
recommendations on measures to enhance its effectiveness,
areas of improvements and policy directions. The
membership of the Board of Administrators and Management

Committee, and the Task Force is at Annex A.

OPERATION

It is a long-standing practice of the Consumer Council to
help consumers resolve their complaints vis-a-vis traders
concerned. The Council may, if it considers appropriate or
if the complainants so request, refer cases of complaints to
the Fund for consideration. Consumers may also apply to the

Fund directly for assistance.
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Generally, the Fund, in examining an application for
assistance, will consider whether all other means of dispute
resolution have been exhausted and assess the case against
established eligibility criteria. Such criteria include whether
the case involves significant consumer interest; whether a
large group of consumers have been or will potentially be
adversely affected; whether the case has a reasonable chance
of success; whether the matter concerned can promote the
consumer cause and has deterrent effects on unscrupulous
business practices; and whether it is practicable for the Fund

to offer timely assistance.

DELIBERATION

During the year under review, the Management
Committee held four meetings and deliberated upon
matters by circulation on one occasion, while the Board
of Administrators held one meeting and deliberated upon

matters by circulation on six occasions.

Since its establishment and up until the year under review,
the Fund had considered 1 187 applications and granted
assistance to 680 applications. A statistical report is at

Annex B.

New Cases

Altogether, the Fund considered 36 applications of different
categories during the year under review. The applications
involved 16 consumer incidents. A “consumer incident” here
means an incident concerning consumer dispute(s) which
may involve an applicant or applicants with similar factual

background or causes of action against identical trader.

After thorough consideration, the Fund declined applications
relating to consumer incidents in the areas of club house
services, wedding services, broadcasting, property repair

services, financial services and sale of goods.

During the reporting period, the Fund has granted assistance
to one case regarding time-sharing and one case relating to

financial services.

Assisted Cases

1. Lehman-related Financial Product (Case 3)
In addition to the two Lehman-related cases for which
assistance has been granted last year, the Fund has granted

assistance to one further Lehman-related case this year.
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The assisted consumer of that case is a retired woman who
purchased ‘octave notes’ from a bank. The assisted consumer
alleged that a bank officer had made false or misleading
representations regarding the nature and potential risks of the
notes. The case also involves the issue of the duties owed by

the bank as a financial advisor.

Preparation is being made for commencement of proceedings

in the District Court.

2. Time-sharing Scheme
This case is concerned with an agreement for membership of

a time-sharing scheme. The assisted consumer was allegedly
induced to enter into the contract by misrepresentation and
unconscionable conduct. The Fund assisted him in pursuing
claim in the Small Claims Tribunal while exploring the

possibility of transferring it to the District Court.

Cases Carried Over From Previous Year
The Fund continued to work on the following cases brought

forward from the previous year.

1. Delay in Completion of a Residential
Development
The High Court proceedings instituted by the assisted

consumers claiming for damages for alleged delay in
completion of the said residential development still
continued. As mentioned in the last report, the judgment
on preliminary issues regarding the validity of the purported
settlement deed was delivered in favour of the assisted
consumers. In November 2010, the defendant developer’s
appeal against the said judgment was dismissed by the Court
of Appeal with severe criticism being made by the judges
on the conduct of the defendant developer. The defendant
developer’s application for leave to appeal from the Court
of Appeal to the Court of Final Appeal was also dismissed.
Nevertheless, the defendant’s developer made a final attempt
to appeal by applying to the Court of Final Appeal for leave
to appeal and this application would be heard in June 2011.

The related assisted District Court cases continued to be put
on hold pending further development of the said High Court

action.

2. Lehman-related Financial Product (Case 1)
When the case was still at the interlocutory stage, the

defendant bank made an offer of sanctioned payment by way
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of a payment into court. Having considered counsel advice
on the offer and with the agreement of the Fund, the assisted
consumer has accepted the offer. The remaining issue to be
dealt with currently is the legal cost to be paid by the bank,
which is to be assessed by the court if the amount cannot be

agreed by the parties.

3. Lehman-related Financial Product (Case 2)
In December 2010, with the assistance of the Fund, the

assisted consumer commenced legal proceedings against the
defendant bank in the District Court. The case is currently at

the stage of exchange of pleadings.

Finance

The Fund is self-financed with income derived from:

a. investing the capital sum in fixed deposits and bonds;

b. charging each applicant a fee of $100 for each case within
the jurisdiction of the Small Claims Tribunal and $1,000
for each other court case;

c. recovering costs from defendants in successful cases; and

d. receiving from each successful case a contribution of 10%

of the benefits gained by the assisted consumer.

As at 31 March 2011, the Fund had a balance of about $19.43
million. The Fund’s Auditors’ Report and Financial Statements

for the period under review are at Annex C.

Acknowledgements

In the year under review, Prof. Johannes CHAN Man-mun,
SC (Hon), retired as Chairman of the Management Committee
and Mr. Samuel CHAN Ka-yan was elected as the new
Chairman. Mr. Godfrey LAM Wan-ho, SC, succeeded Mr.
CHAN as the new Vice Chairman.

During the year, Ms. Anita MA Wing-tseung, Ms. Cecilia
WOO Lee-wah, Dr. YU Wing-tong retired from the
Management Committee. Four new Members, namely, Mr.
Anderson CHOW Ka-ming, SC, Prof. Angela NG Lai-ping,
Mr. Kenneth WONG Wing-yan, Ms. Jessica YOUNG Yee-kit

joined the committee.

The Council wishes to express its heartfelt thanks to Prof.
CHAN and the retired Members, for their support, dedication
and accrued contributions to CLAF. Deep gratitude is

specially expressed to Prof. CHAN.
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During Prof. CHAN'’s tenure, CLAF met with tremendous
challenges in its handling of the Lehman-related cases and
the case relating to delay in completion of a residential
development. Under his chairmanship, CLAF offered efficient
assistance to the aggrieved consumers with its mission clearly
upheld. His expert guidance and advice steered the Fund to
overcome unprecedented difficulties in the most effective
and tactical way. Prof. CHAN also took the helm of the
Task Force on Strategy Review of CLAF. With his thorough
understanding of the Fund’s objects and visionary leadership,
future development of the Fund was clearly mapped out
through the review exercise, paving the way for the Fund to

excel in its role to ensure legal justice for all consumers.

The Consumer Council would like to express gratitude to
members of the Board of Administrators and the Management
Committee, and to all those who have rendered assistance,
including counsels and solicitors engaged by the Fund, for
all their efforts and contributions to the Fund throughout the
year. We are also much grateful to the HKSAR Government

for living up to its pledge of financial support to the Fund.
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Applications for Consumer Legal Action Fund
1H e e 2 <8 I R At

Number of applications considered since 30 November 1994
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¢ Problem solved during application 7ZEFRF5HAE MEE B ER
¢ Under Consideration {373 &
# Assistance granted BE S T B B5E

Compensation recovered 55/
¢ out-of-court settlement FESNAR

¢ judgment obtained £ B55FEEY

Not pursued further REIR#E

& no recovery prospect [KfEFE{E ATAE
¢ application withdrawn R Fz5#E]
& terminated by the Fund #ES&KIE

Referred to Legal Aid EXEREBE

In process 7EBREEAH
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16

465

# Referred to Council for Policy Consideration #2358 & & /EBUR FR I 3
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CONSUMER LEGAL ACTION FUND
(Established in Hong Kong under a Deed of Trust)

Report and Financial Statements
For the year ended 31 March 2011
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Deloitte

INDEPENDENT AUDITOR'S REPORT

TO THE TRUSTEE OF CONSUMER LEGAL ACTION FUND
(Established in Hong Kong under the Deed of Trust dated 30 November 1994)

We have audited the financial statements of Consumer Legal Action Fund (the "Fund") set out on
pages 3 to 13, which comprise the statement of financial position as at 31 March 2011, and the
income and expenditure account, the statement of changes in equity and the statement of cash
flows for the year then ended, and a summary of significant accounting policies and other
explanatory information.

Board of administrators' responsibilities for the financial statements

The board of administrators is responsible for the preparation of the financial statements that give
a true and fair view in accordance with Hong Kong Financial Reporting Standards issued by the
Hong Kong Institute of Certified Public Accountants, and for such internal control as the board of
administrators determine is necessary to enable the preparation of the financial statements that are
free from material misstatement, whether due to fraud or error.

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 the 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. 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 judgment,
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 Fund's preparation of the financial statements that give a true and fair view 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. An audit also includes
evaluating the appropriateness of accounting policies used and the reasonableness of accounting
estimates made by the board of administrators, 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.
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INDEPENDENT AUDITOR'S REPORT

TO THE TRUSTEE OF CONSUMER LEGAL ACTION FUND - continued
(Established in Hong Kong under the Deed of Trust dated 30 November 1994)

Opinion

In our opinion, the financial statements give a true and fair view of the state of the Fund's affairs
as at 31 March 2011 and of its deficit and cash flows for the year then ended in accordance with
Hong Kong Financial Reporting Standards.

_.D‘a,i',e\?'é‘- ?Evn--:.-{';_v_ ZC L—L S

Deloitte Touche Tohmatsu
Certified Public Accountants
Hong Kong

1 August 2011
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CONSUMER LEGAL ACTION FUND

INCOME AND EXPENDITURE ACCOUNT
FOR THE YEAR ENDED 31 MARCH 2011

2011 2010
HKS HKS$
INCOME
Bank interest income 84,611 2,890
Interest income from held-to-maturity debt securities 189,600 408,016
Application fee from assisted consumers 8,800 38,800
Amortisation of discount on a held-to-maturity debt security - 13,834
Sundry income 30,000 -
313,011 463,540
EXPENDITURE
Auditor's remuneration 12,400 12,000
Management fee 1,934,000 1.828,000
Bank charges 1,830 1,100
Legal fees for assisted consumers 1,013,280 830,921
Amortisation of premium on a held-to-maturity debt security 11,139 11,139
Staff cost - 39,520
Sundry expenses 3,905 2,516
2,976,554 2,725,196
DEFICIT FOR THE YEAR (2,663,543) (2,261,656)
-3-
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CONSUMER LEGAL ACTION FUND

STATEMENT OF FINANCIAL POSITION
AT 31 MARCH 2011

NOTES 2011 2010
HKS$ HKS$
NON-CURRENT ASSETS
Held-to-maturity debt securities 6 3,974,135 3,985,274
CURRENT ASSETS
Interest receivable 118,028 59,217
Other receivable 11,376 10,000
Bank balances 7 17,568,990 9,886,152
17,698,394 9,955,369
CURRENT LIABILITIES
Accounts payable and accrued expenses 303,929 14,500
Amount due to Trustee 8 1,934,000 1,828,000
2,237,929 1,842,500
NET CURRENT ASSETS 15,460,465 8,112,869
19,434,600 12,098,143
CAPITAL AND RESERVE
Capital 1 20,000,000 10,000,000
Accumulated surplus (deficit) (565,400) 2,098,143
19,434,600 12,098,143

The financial statements on pages 3 to 13 were approved and authorised for issue by the Board of
Administrators on 1 August 2011 and are signed on its behalf by:

% Come s %ﬁj&m

ADMINISTRATOR ADMINISTRATOR
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CONSUMER LEGAL ACTION FUND

STATEMENT OF CHANGES IN EQUITY
FOR THE YEAR ENDED 31 MARCH 2011

Annex C o [f{$&%

Accumulated

Capital surplus (deficit) Total

HK$ HK$ HK$
At 1 April 2009 10,000,000 4,359,799 14,359,799
Deficit for the vear - (2,261,656) (2,261,656)
At 31 March 2010 10,000,000 2,098,143 12,098,143
Injection of capital 10,000,000 - 10,000,000
Deficit for the year - (2,663,543) (2,663,543)
At 31 March 2011 20,000,000 (565,400) 19,434,600

5.

2010-11 HBEZESER
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CONSUMER LEGAL ACTION FUND

STATEMENT OF CASH FLOWS
FOR THE YEAR ENDED 31 MARCH 2011
2011 2010
HKS$ HK$
OPERATING ACTIVITIES
Deficit for the year (2,663,543) (2,261,656)
Adjustments for:
Bank interest income (84,611) (2,890)
Interest income from held-to-maturity debt securities (189,600) (408,016)
Amortisation of discount on a held-to-maturity debt security - (13,834)
Amortisation of premium on a held-to-maturity debt security 11,139 11,139
Operating cash flows before movements in working capital (2,926,615) (2,675,257)
Increase in other receivable (1,376) (10,000)
Increase (decrease) in accounts payable and accrued expenses 289,429 (2,300)
Increase in amount due to the Trustee 106,000 396,000
NET CASH USED IN OPERATING ACTIVITIES (2,532,562) (2,291,557)
INVESTING ACTIVITIES
Proceeds from sale of held to maturity securities - 5,150,000
Interest received 215,400 414,078
CASH FROM INVESTING ACTIVITIES 215,400 5,564,078
CASH FROM FINANCING ACTIVITIES
Capital injected 10,000,000 -
NET INCREASE IN CASH AND CASH EQUIVALENTS 7,682,838 3,272,521
CASH AND CASH EQUIVALENTS AT BEGINNING
OF THE YEAR 9,886,152 6,613,631
CASH AND CASH EQUIVALENTS AT END OF THE YEAR,
represented by bank balances 17,568,990 9,886,152
-6-

158 CONSUMER COUNCIL ANNUAL REPORT 2010-11



Annex C o [f}$%/%

CONSUMER LEGAL ACTION FUND

NOTES TO THE FINANCIAL STATEMENTS
FOR THE YEAR ENDED 31 MARCH 2011

I. OBIJECTIVES AND OPERATION OF THE FUND

The Consumer Legal Action Fund (the "Fund") was established on 30 November 1994 under a
Deed of Trust with the Consumer Council as the trustee (the "Trustee") for the purpose of offering
financial assistance to consumers in seeking legal redress, remedies and protection. The
Government of the Hong Kong Special Administrative Region (the "HKSAR™") has granted a sum
of HK$10 million as initial capital to the Fund. The capital should be repayable to the HKSAR
upon termination. Additional capital amounting to HK$10 million was further injected to the
fund on 6 September 2010 increasing the capital to HK$20 million.

The address of the registered office and principal place of operation of the Trustee is 22nd Floor,
K. Wah Centre, 191 Java Road, North Point, Hong Kong.

The financial statements are presented in Hong Kong dollars, which is same as the functional
currency of the Fund.

2. APPLICATION OF NEW AND REVISED HONG KONG FINANCIAL REPORTING
STANDARDS ("HKFRSs")

In the current year, the Company has applied the following new and revised Standards,
Amendments and Interpretations issued by the Hong Kong Institute of Certified Public
Accountants ("HKICPA").

HKFRS 1 (Amendments) Additional Exemptions for First-time Adopters

HKFRS 2 (Amendments) Group Cash-settled Share-based Payment Transactions

HKFRS 3 (as revised in 2008) Business Combinations

HKAS 27 (as revised in 2008) Consolidated and Separate Financial Statements

HKAS 32 (Amendments) Classification of Rights Issues

HKAS 39 (Amendments) Eligible Hedged Items

HKFRSs (Amendments) Improvements to HKFRSs issued in 2009

HKFRSs (Amendments) Amendments to HKFRS 5 as part of Improvements to
HKFRSs issued in 2008

HEK(IFRIC) - Int 17 Distributions of Non-cash Assets to Owners

HK -Int 5 Presentation of Financial Statements - Classification by

the Borrower of a Term Loan that Contains a
Repayment on Demand Clause

The application of the new and revised HKFRSs in the current year has had no material effect on

the amounts reported in these financial statements and/or disclosures set out in these financial
statements.
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CONSUMER LEGAL ACTION FUND

APPLICATION OF NEW AND REVISED HONG KONG FINANCIAL REPORTING

STANDARDS ("HKFRSs") - continued

New and revised Standards and Interpretations issued but not yet effective

The Company has not early applied the following new and revised Standards and Interpretations
that have been issued but are not yet effective:

HKFRSs (Amendments)
HKFRS 1 (Amendments)

HKFRS 1 (Amendments)

HKFRS 7 (Amendments)
HKFRS 9

HKFRS 10

HKFRS 11

HKFRS 12

HKFRS 13

HKAS 1 (Amendments)
HKAS 12 (Amendments)
HKAS 19 (Revised in 2011)
HKAS 24 (Revised in 2009)
HKAS 27 (Revised in 2011)

Improvements to HKFRSs issued in 2010

Limited Exemption from Comparative HKFRS 7
Disclosures for First-time Adopters”

Severe Hyperinflation and Removal of Fixed Dates for
First-time Adopters’

Disclosures - Transfers of Financial Assets’

Financial Instruments®

Consolidated Financial Statements®

Joint Arrangements"

Disclosure of Interests in Other Entities*

Fair Value Mcasurement®

Presentation of Items of Other Comprehensive Income’

Deferred Tax: Recovery of Underlying Assets’

Employee Benefits®

Related Party Disclosures®

Separate Financial Statements®

HKAS 28 (Revised in 2011) Investments in Associates and Joint Ventures®

HKAS 32 (Amendments) Classification of Rights Issues’

HK(IFRIC) - Int 14 (Amendments) Prepayments of a Minimum Funding Requirement®

HK(IFRIC) - Int 19 Exlinguishing Financial Liabilities with Equity
Instruments

Effective for annual periods beginning on or after 1 July 2010 or 1 January 2011, as appropriate
Effective for annual periods beginning on or after 1 July 2010

Effective for annual periods beginning on or after 1 July 2011

Effective for annual periods beginning on or after 1 January 2013

Effective for annual periods beginning on or after 1 January 2012

Effective for annual periods beginning on or after 1 January 2011

Effective for annual periods beginning on or after 1 February 2010

Effective for annual periods beginning on or after 1 July 2012.

oo =1 O othn fa L R —

The administrators of the Fund anticipate that the application of the above new and revised
Standards and Interpretation will have no material impact on the results and the financial position
of the Fund.

3. SIGNIFICANT ACCOUNTING POLICIES
The financial statements have been prepared on the historical cost basis and in accordance with
Hong Kong Financial Reporting Standards issued by the HKICPA. The principal accounting

policies adopted are as follows:

Revenue recognition

Bank interest income and interest income from held-to-maturity debt securities are recognised on
a time proportion basis by reference to the principal outstanding and the interest rate applicable.

-8-
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CONSUMER LEGAL ACTION FUND

3. SIGNIFICANT ACCOUNTING POLICIES - continued
Cost of financial assistance
All costs connected with the provision of financial assistance rendered to consumers are recorded
on an accrual basis and charged against income and expenditure account in the period incurred.

Any costs recoverable from assisted consumers are recorded as income upon receipt.

Financial Instruments

Financial assets and financial liabilities are recognised on the Fund's statement of financial
position when the Fund becomes a party to the contractual provisions of the instrument. Financial
assets and financial liabilities are initially measured at fair value. Transaction costs that are
directly attributable to the acquisition or issue of financial assets and financial liabilities are added
to or deducted from the fair value of the financial assets or financial liabilities, as appropriate, on
initial recognition.

Financial assets

The Fund's financial assets are classified as held-to-maturity investments, and loans and
receivables. All regular way purchases or sales of financial assets are recognised and
derecognised on a trade date basis. Regular way purchases or sales are purchases or sales of
financial assets that require delivery of assets within the time frame established by regulation or
convention in the marketplace.

Effective interest method

The effective interest method is a method of calculating the amortised cost of a financial asset and
of allocating interest income over the relevant period. The effective interest rate is the rate that
exactly discounts estimated future cash receipts (including all fees paid or received that form an
integral part of the effective interest rate, transaction costs and other premiums or discounts)
through the expected life of the financial asset, or, where appropriate, a shorter period to the net
carrying amount on initial recognition.

Income is recognised on an effective interest basis for debt instruments.
Held-to-maturity debt securities

Held-to-maturity investments are non-derivative financial assets with fixed or determinable
payments and fixed maturities that the board of administrators of the Fund has the positive
intention and ability to hold to maturity. Subsequent to initial recognition, held-to-maturity debt
securities are measured at amortised cost using the effective interest method, less any identified
impairment losses (see accounting policy on impairment loss on financial assets below).

Loans and receivables

Loans and receivables are non-derivative financial assets with fixed or determinable payments that
are not quoted in an active market. Subsequent to initial recognition, loans and receivables
(including other receivable, interest receivable and bank balances) are carried at amortised cost
using the effective interest method, less any identified impairment losses (see accounting policy
on impairment loss on financial assets below).
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CONSUMER LEGAL ACTION FUND

3. SIGNIFICANT ACCOUNTING POLICIES - continued

Financial Instruments - continued

Financial assets - continued

Impairment of financial assets

Financial assets are assessed for indicators of impairment at the end of the reporting period.
Financial assets are impaired where there is objective evidence that, as a result of one or more
events that occurred after the initial recognition of the financial asset, the estimated future cash

flows of the financial assets have been affected.

Objective evidence of impairment could include:

. significant financial difficulty of the issuer or counterparty; or
. default or delinquency in interest or principal payments; or
) it becoming probable that the borrower will enter bankruptcy or financial re-organisation.

An impairment loss is recognised in income and expenditure account when there is objective
evidence that the asset is impaired, and is measured as the difference between the asset's carrying
amount and the present value of the estimated future cash flows discounted at the original
effective interest rate.

If, in a subsequent period, the amount of impairment loss decreases and the decrease can be
related objectively to an event occurring after the impairment losses was recognised, the
previously recognised impairment loss is reversed through income and expenditure account to the
extent that the carrying amount of the asset at the date the impairment is reversed does not exceed
what the amortised cost would have been had the impairment not been recognised.

Financial liabilities and equity
Financial liabilities and equity instruments are classified according to the substance of the
contractual arrangements entered into and the definitions of a financial liability and an equity

instrument.

An equity instrument is any contract that evidences a residual interest in the assets of the Fund
after deducting all of its liabilities.

Effective interest method

The effective interest method is a method of calculating the amortised cost of a financial liability
and of allocating interest expense over the relevant period. The effective interest rate is the rate
that exactly discounts estimated future cash payments through the expected life of the financial

liability, or, where appropriate, a shorter period.

Interest expense is recognised on an effective interest basis.

-10 -
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CONSUMER LEGAL ACTION FUND

3. SIGNIFICANT ACCOUNTING POLICIES - continued
Financial Instruments - continued
Financial liabilities - continued

Financial liabilities (including accounts payable and amount due to the Trustee) are subsequently
measured at amortised cost, using the effective interest method.

Derecognition

Financial assets are derecognised when the rights to receive cash flows from the assets expire or,
the financial assets are transferred and the Fund has transferred substantially all the risks and
rewards of ownership of the financial assets. On derecognition of a financial asset, the difference
between the asset's carrying amount and the sum of the consideration received and receivable is
recognised in income and expenditure account.

Financial liabilities are derecognised when the obligation specified in the relevant contract is
discharged, cancelled or expires. The difference between the carrying amount of the financial
liability derecognised and the consideration paid or payable is recognised in income and
expenditure account.

4. CAPITAL RISK MANAGEMENT

The capital structure of the Fund consists of capital from HKSAR and accumulated surplus, if
any.

The HKSAR has granted a sum of HK$10 million as an initial capital and HK$10 million as
additional capital to the Fund. The board of administrators of the Fund manages its capital to
ensure that the Fund will be able to continue as a going concern. The Fund's overall strategy
remains unchanged from prior year.

S. FINANCIAL INSTRUMENTS

a. Categories of financial instruments

2011 2010

HKS$ HKS
Held-to-maturity debt securities 3,974,135 3,985,274

Loans and receivables (including cash and cash
equivalents) 17,698,394 9,955,369
21,672,529 13,940,643
Financial liabilities at amortised cost 2,225,929 1,830,500
-11-
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CONSUMER LEGAL ACTION FUND

5. FINANCIAL INSTRUMENTS - continued
b. Financial risk management objectives and policies

The Fund's major financial instruments include held-to-maturity debt securities, other
receivable, interest receivable, bank balances, accounts payable and amount due to the
Trustee.

The risks associated with these financial instruments and the policies on how to mitigate
these risks are set out below. The board of administrators of the Fund manages and
monitors these exposures to ensure appropriate measures are implemented on a timely and
effective manner.

Credit risk

The credit risk on liquid funds is limited because majority of the counterparties are banks
with high credit ratings.

Market risk
Foreign exchange risk

The Fund's functional currency is Hong Kong dollars since the transactions are mainly
denominated in Hong Kong dollars. Accordingly, the board of administrators of the Fund
considers the foreign exchange risk is not significant.

Interest rate risk

The Fund has no significant interest rate risk as it does not have any significant interest-
bearing financial assets and liabilities other than cash and deposits placed with financial
institutions.

Liquidity risk

The Fund is exposed to minimal liquidity risk as the administrators closely monitors its
cash flow position.

The earliest date on which the undiscounted cash flows of financial liability (representing
non-interest bearing financial liability of the Fund can be required to pay is 3 months or
less.

c. Fair value
The fair values of financial assets and financial liabilities are determined in accordance
with generally accepted pricing models based on discounted cash flow analysis using
prices from observable current market transactions.
The board of administrators of the Fund considers that the carrying values of financial
assets and financial liabilities recorded at amortised cost in the financial statements

approximate their corresponding fair values.

-12 -
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6. HELD-TO-MATURITY DEBT SECURITIES

2011 2010

HKS$ HKS
Debt securities listed in Hong Kong 3,974,135 3,985,274
Market value of securities 4,160,535 4,147,895

7. BANK BALANCES

Bank balances comprise cash and short-term deposits with an original maturity of three months or
less and carry interest at market rates which ranged from 0.4% to 1.2% (2010: 0.01% to 0.27%)
per annum.

8. AMOUNT DUE TO TRUSTEE

The amount is unsecured, interest free and repayable on demand.

9. RELATED PARTY TRANSACTION

Management fee incurred during the year of HK$1,934,000 (2010: HK$1,828,000) were paid to
the Trustee for management services and office support provided. The amount due to Trustee at
the end of the reporting period is set out in the statement of financial position.

-13 -
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