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Children's Heart Foundation
(Limited by guarantec)
Year ended 31 December 2007

The Executive Committee’s report

The Executive Committee has pleasure in submutting its annual report together with the
audited financial statements for the year ended 31 December 2007. i

Principal place of business

"The Children’s Heart Foundation (the “Foundation™) is a charitable institution limited

by guarantee incorporated in Hong Kong and has its registered office and principal place
of business at Patient Resource Centre, G/F, Main Block, Grantham Hospital, 125 Wong
Chuk Hang Road, Aberdeen, Hong Kong.

Principal activities

The Foundation is a charitable institution limited by guarantee. The principal purpose
of the Foundation is to provide charitable services to the children suffering from heart
diseases,

Financial statements '

The surplus of the Foundation for the year ended 31 December 2007 and the state of the
Foundation’s affairs as at that date are set out in the financial statements on pages 5 to
22,

Fixed assets

Movements in fixed assets during the year are set out in note 5 to the financial
staternents,

Executive Committee

The members of the Executive Committee during the financial year and up to the date of
this report were:

Rebecea Mei Pik Choy Yung Chairman

Kai Tung Chan ‘ Viee Chairman  (appointed as Vice Chairman on
. 25 October 2007)
Robert Footman Treasurer (appointed as Treasurer on
' 1 January 2008)
Angela Ming Yau Lau Secretary (appointed as Secretary on
25 Qctober 2007)
Philip Elder Treasurer (resigned as Treasurer on
1 Janwary 2008)
Jonathan David Marsh Secretary (resigned as Secretary on
25 October 2007)
Wai Kwan Au

Christine Wai Ching Ho

# _\/ 22
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Children's Heart Foundation

(Limitad by guarantee)
Year ended 31 December 2007

Executive Committee (continued)

The members of the Executive Comrnittee during the financial year and up to the date of
this report were: (continued) ‘ v

Monica Kim To Woo

Stephen Zweig David

Tak Cheung Yung (appointed on 25 August 2007)
Maurice Ping Leung Vice Chairman  (resigned on 25 August 2007)

Executive Committee and office bearers

No-contract of significance to which the Foundation was a party, and in which an
Executive Committee member had a material interest, subsisted at the end of the year or
at any time during the yeat,

At no time during the year was the Foundation a party to any arrangements to enable the
Executive Committee members to acquire benefits by means of the acquisition of shares
in or debentures of the Foundation or any other body corporate.

r

Auditors

KPMGQG retire and, being eligible, offer themselves for ré—appointment. A resolution for
the re-appointment of KPMG as honorary auditors of the Foundation is to be proposed
at the forthcoming Annual General Meeting.

By order of the Executive Committes
. .
(:_M_ A\

Executive Committee member

Hong Kong, 1 8 AUG 2008
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Honorary auditor’s report to the Executive Committee of

Children’s Heart Foundation (the “Foundation™)
(Incorporated in Hong Kong with limited by guarantee)

We have audited the financial statements of the Foundation set out on pdges 5 to 22,
which comprise the balance sheet as at 31 December 2007, and the income and
expenditure account, statement of changes in fund and cash flow statement for the year
then ended, and a summary of significant accounting policies and other explanatory
notes.

Executive Committee’s responsibility for the financial statements

The Executive Committee of the Foundation 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 pohcms 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. This report is made 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 4
the financial statements, whether due to’ fraud or. error. In making those risk 7
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 Executive Committee, 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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Honorary auditor’s report to the Executive Committee of
Children’s Heart Foundation (the “Foundation™)

(continued)
(Incorporated in Hong Kong with limited by guarantee)

Opinion

In our opinion, the financial statements give a true and fair view of the state of the
Foundation’s affairs as at 31 December 2007 and of its 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,

Certified Public Accountants

8th Floor, Prince’s Building
10 Chater Road
Central, Hong Kong

18 AUG 2038

z
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Children's Heart Foundation

(Limited by guarantec)

Financial statements for the year ended 31 December 2007

Income and expenditure account

for the year ended 31 December 2007
(Expressed in Hong Kong dollars)

Income

Donations

Bank interest

Charity walk

House of Heart

Net investment income
Other fund raising events

Expenditure

Bank charges
Depreciation for fixed assets
Exhibition fees
Educational program
Home page expenses
Homograft

Local travelling
Mandatory Provident Fund
Medical sponsorship
Membership expenses
Modem/fax/data charges
Postage

Printing charges

Repairs and maintenance
Salaries

Stationery

Sundry expenses

Surplus for the year

Amount transferred to accumulated fund

2007~ 2006

$ 1,411,027  § 554,648
209,254 249,003
807.337 862,326
33,801 42,243
207,513 77,893
3.144.050 3.213.548
$ 5,903,072 $ 5,000,561
$ 8406 $ 6571
13.800 17,676
1,121 34,001
25,374 i
6.277 2,837
400,000 400,000
5487 2,832
25,132 27,012
735,724 3,315,281

. 80,330 106,400
7,998 9,171
4,747 1.012
1,100 815

- 79,200

538,314 553,044
8.419 11,578
48314 8.636

$ 1,910,543  $ 4,576,986
$ 3,992,520 § 423,575
(3.992.529) (423.575)
5 - .

The notes on pages 9 to 22 form part of these financial statements.

z

RS2
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Children's Heart Foundation
(Limited by guarantee)
Financial statements for the year ended 31 December 2007

Balance sheet at 31 December 2007

(Expressed in Hong Kong dollars)

Nore 2007 v 2006
Non-current assets
Fixed assets 5§ 52579 § 31,648
Non-current financial assets 6 5.119.751 1.557.173
§ 5,172,330 $1,588,821
Current assets p
Other receivables 7 $ 163,791 § 284,567
Deposits with banks 2,000,000 2,063,088
Cash and cash equivalents g 8.521.713 6,057,026
$10,685,504 $8,404,681
Current liabilities '
Accrued expenses and other payables 9 1,952,351 2,429
Net current assets $ 8,733,153 $8,402.252
Net assets $13,905,483 $9,991,073
Reserves 10 $9.991,073

$13,905,483

Approved and authorised for issue by the Executive Committee on 18 AUGC Z308

=

e i S S N

Executive Comimities members

The notes on pages 9 to 22 form part of these financial statements.
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Children’s Heart Foundation
(Limited by gucrantee)
Financiol statements jor the year ended 31 December 2007

Statement of change in fund

for the year ended 31 December 2007
(Expressed in Hong Kong dollars)

 Note 2007 2006

Balance atil January $ 9,991,073 % 9,567,498
Changes in fair value of

available-for-sale securities 10 (78,119) -

Surplus for the year 10 3,992,529 423,575

Balance at 31 December $13,905,483 $ 9,991,073

!

The notes on pages 9 to 22 form part of these financial statements.
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Children's Heart Foundation
{Limited by guarantee)
Financial statements jor the vear ended 31 December 2007

Cash flow statement
for the year ended 31 December 2007

(Expressed in Hong Kong dollars)

2007 2006

Operating activities .
Surplus for the year $ 3,992,529 § 423,575
Adjustments for:
- Depreciation 13,800 17,676
- Interest income (299,254) (249,903)
- Net investment income (207,513) (77,893)
- Exchange gain (1.072) (3.501)
Surplus before changes in working

capital $ 3,498490 % 109,954
Decrease/(increase) in other receivables 168,834 (122,041)
Increase in accrued expenses and other

payables ) 1,949,922 1.166
Cash generated from/(used in) operations $ 5617246 § (10,921)
Investing activities |
Payment for purchase of:
- held to maturity securities $ (3,147.367) § -
- available-for-sale securities (2,063,265) -
Payment for purchase of fixed assets | (34,731) (8,376)
Proceeds from redemption of held to

maturity securities 1,556,216 029,516
Interest received from bank deposits 251,196 163,355
Interest received from held-to-maturity

securities 137,669 103,315
Dividends received from available-for-sale

securities 84,635 -
Decrease in deposits with banks 63,088 -
Net cash (used in)/generated from

investing activities § (3,152,559) § 1,187,810

Net increase in cash and cash equivalents § 2,464,687 § 1,176,889
Cash and cash equivalents at 1 January 6.057.026 4.880.137
Cash and cash equivalents at 31 December $ 8,521,713  § 6,057,026

The notes on pages 9 to 22 form part of these financial statements.
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Children's Heart Foundation
{Limited by guarantee)
Financial staterents for the year ended 31 December 2007

Notes to the financial statements
(Expressed in Hong Kong dollars)

Status of the Fluund-.ition -

The Foundation is a charitable institution incorporated in Hong Kong, limited by
puarantee and not having a share capital. It is established exclusively for providing
charitable services to children suffering from heart diseases.

Significant accounting policies

Statement of compliance ‘

These financial statements have been prepared in accordance with all applicable Hong
Kong Financial Reporting Standards (“HKFRSs™), which collective term includés all
applicable individual Hong Kong Financial Reporting Standards, Hong Kong
Accounting Standards (“HKASs”) and Interpretations issued by the Hong Kong
Institute of Certified Public Accountants (“HKICPA™), accounting, principles generally
accepted in Hong Kong and the requirements of the Hong Kong Companies Ordinance.
A summary of the significant accounting policies adopted by the Foundation is set out
below. .

The HKICPA has issued certain new and revised HKFRSs that are first effective or
available for early adoption for current accounting period of the Foundation. The new
disclosures resulting from the initial application of these standards or developments to
the extent they are relevant to the Foundation are surmmarised as follows:

f
(1) HKFRS 7, Financial instruments: Disclosures, requires expanded disclosure about
the significance of the financial instruments and the nature and extent of risks
arising from those instruments, compared with the information previously required
to be disclosed by HKAS 32, Financial instruments: Disclosure and presentation.
These disclosures are provided primarily in note 1.2.

(ii) The Amendment to HKAS 1, Presentation of financial statements: Capital
disclosures, introduces additional disclosure requirements to provide information
about the level of capital and the Foundation’s objectives, policies and processes
for managing capital. These new disclosures are set out in note 11,

Both HKFRS 7 and the amendment to HKAS 1 do not have any material impact
on the classification, recognition and measurement of the amounts recognised in
the financial instruments,

The Foundation has not applied any new standard or interpretation that is not yet
effective for the current accounting period (see note 13).

z

8/ 22
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Children's Heart Foundation
(Limited by guarantee)
Financial statements for the year ended 31 December 2007

Significant accounting policies (continued)

Basis of preparation of the financial statements

The measurement basis used in the preparation of the financial statements is the
historical cost basis.

The preparation of financial statements in conformity with HKFRSs requires
management to make judgements, estimates and assumptions that affect the application
of policies and reported amounts of assets, liabilities, income and expenditure. The
estimates and associated assumptions are based on historical experience and various
other factors that are believed to be reasonable under the circumstances, the results of
which form the basis of making the judgements about carrying values of assets and
liabilities that are not readily apparent from other sources. Actual results may differ
from these estimnates. .

The estimates and underlying assumptions are reviewed on an ongoing basis.
Revisions to accounting estimates are recognised in the peried in which the estimate is
revised if the revision affects only that period, or in the period of the revision and future
periods if the revision affects both current and future periods.

Investments in debt and equity securities '

Investments are recognised/derecognised on the date the Foundation commits to
purchase/sell the investments or they expire. Investments in debt and equity securities
are initially stated at cost, which is their transaction price unless fair value ¢an be more
reliably estimated using valuation techniques whose variables include only data from
observable markets. Cost includes attributable transaction costs, These investments
are subsequently accounted for as follows, depending on their classification:

Held-to-maturity debt securities r
Dated debt securities that the Foundation has the positive ability and intention to hold to
maturity are classified as held-to-maturity securities. Held-to-maturity securities are
stated in the balance sheet at amortised cost less impairment losses.

Impairment losses for held-to-maturity securities are recognised when there is objective
evidence of impairment and are measured as the difference between the asset’s carrying
amount and the present value of estimated future cash flows, discounted at the asset’s
original effective interest rate (i.e. the effective interest rate originally computed at
initial recognition of the asset).” Objective evidence of impairment includes observable
data-that comes to the attention of the Foundation about events that have an impact on
the asset’s estimated future cash flows such as:

- significant financial difficulty of the debtor; or

- significant changes in the technological, market, economic or legal environment
that have an adverse effect on the debtor.
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Children's Heart Foundation
(Limited by grnarantee)}
Financial statements for the year ended 31 December 2007

2 Significant accounting policies (continued)
(c) Investments in debt imd equily securities (continued)
(i) Held-to-maturity debt securities (continued) |

If in a subsequent period the amount of an impairment loss decreases and the decrease
can be linked objectively to an event occurring after the impairment loss was
recognised, the impairment loss is reversed through income and expenditure account.
A reversal of an impairment loss shall not result in the asset’s carrying amount
exceeding that which would have been determined had no impairment loss been
recognised in prior years.

F

(ii) Available-for-sale securities

Other investments in securities, being those held for non-trading purposes, are classified
as available-for-sale securities. At each balance sheet date the fair value is
remeasured, with any resultant gain or loss being recognised directly in equity in the fair
value reserve, except foreign exchange gains and losses resulting from changes in the
amortised cost of monetary items such as debt securities which are recognised directly
in the income and expenditure account. Dividend income from these investments is
recognised in accordance with the policy set out in note 2(j)ii)} and, where these
investments are interest-bearing, interest calculated using the effective interest method
is recognised in the income and expenditure account in accordance with the policy set
out in note 2(j)(iii). When these investments are derecognised, the cumulative gain or
loss previously recognised directly in equity is recognised in the imcome and
expenditure account.

When there is objective evidence that available-for-sale securities are impaired, the
cumulative loss that has been recognised directly in equity is removed from equity and
is recognised in the income and expenditure account. The amount of the cumulative
loss that is recognised in the income and expenditure account is the difference between
the acquisition cost (net of any principal repayment and amortisation) and current fair
value, less any impairment loss on that asset previously recognised in the income and
expenditure account. Objective evidence of impairment includes observable data that
comes to the attention of the Foundation concerning the underlying financial stability of
the investee as well as a significant or prolonged decline in the fair value of an
investment below its cost.

Impairment losses recognised in the income and expenditure account in respect of
available-for-sale equity securities are not reversed through the income and expenditure
account. Any subsequent increase in the fair value of such assets is recognised directly
in equity.

Impairment losses in respect of available-for-sale debt securities are reversed if the
subsequent increase in fair value can be objectively related to an event occurring after
the impairment loss was recognised. Reversals of impairment losses in such
circumstances are recognised in the income and expenditure account.
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Children's Heart Foundation
(Limited by guarantee)
Financial statements for the vear ended 31 December 2007

Significant accounting policies (continued)

Fixed assets ' i

Fixed assets are stated in the balance sheet at cost less accumulated depreciation and
impairment losses,

Depreciation is calculated to write off the cost of fixed assets, less their estimated
residual value, if any, using the straight-line method over their estimated useful lives at
10% per annum.

Both the useful life of an asset and its residual value, if any, are reviewed annually,

The carrying amounts of fixed assets are reviewed for indications of impairment at each
balance sheet date. An impairment loss is recognised to the extent that the carrying
amount of an asset, or the cash-generating unit to which it belongs, is more than its
recoverable amount. The recoverable amount of an asset, or of the cash generating
unit to which it belongs, is the greater of its net selling price and value in use. In
assessing value in use, the estimated future cash flows are discounted to their present
value using a pre-tax discount rate that reflects current market assessments of time value
of money and the risks specific to the assets. An impairment loss is reversed if there
has been a favourable change in estimates used to determine the recoverable amount.

Grains or losses arising from retirement or disposal of a fixed asset are determined as the
difference between the net disposal proceeds and the carrying amount of the asset and is
recognised in the income and expenditure account on the date of retirement or disposal.

Other receivables f

Other receivables are initially recognised at fair value and thereafter stated at amortised
cost less allowance for impairment of doubtful debts, except where the receivables are
interest-free loans made to related parties without any fixed repayment terms or the
effect of discounting would be immaterial.  In such cases, the receivables are stated at
cost less allowance for impairment of doubtfid debts.

Impairment losses for bad and doubtful debts are recognised when there is objective
evidence of impairment and are measured as the difference between the carrying
amount of the financial asset and the estimated future cash flows, discounted at the
asset’s original effective interest rate where the effect of discounting is material.
Objective evidence of impairment includes observable data that comes to the attention
of the Foundation about events that have an impact on the asset’s estimated future cash
flows such as significant financial difficulty of the debtor.

12
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Children's Heart Foundation
{Limited by guarantee}
Financial statements for the year ended 31 December 2007

Significant acco'unting policies (continued)

Other receivables (contfnued) o

Impatrment losses for other receivables whose recovery is considered doubtful but not
remote are recorded using an allowance account.  When the Foundation is satisfied that
recovery is remote, the amount considered irrecoverable is writien off against other
receivables directly and any amounts held in the allowance account relating to that debt
are reversed. Subsequent recoveries of amounts previously charged to the allowance
account are reversed against the allowance account. Other changes in the allowance
account and subsequent recoveries of amounts previously written off directly are
recognised in the income and expenditure account.

Other payables

Other payables are initially recognised at fair value and thereafter stated at amortised
cost unless the effect of discounting would be immaterial, in WhiCh' case they are stated
at cost.

Cash and cash equivalents

Cash and cash equivalents comprise cash at bank and on hand, demand deposits with
banks and other financial institutions, and short-term, highly liquid investments that are
readily convertible into known amounts of cash and which are subject to an
insignificant risk of changes in value, having been within three months of maturity at
acquisition. '

Employee benefits

Salaries, annual bonuses, paid ammual leave, contributions to defined contribution
retirement plans and cost of non-monetary benefits are acerued in the vear in which the
associated services are rendersd by employees. Where payment or settlement is
deferred and the effect would be material, these amounts are stated at their present
values,

Provisions and contingent liabilities

Provisions are recognised for liabilities of uncertain timing or amount when the
Foundation has a legal or constructive obligation arising as a result of a past event, it is
probable that an cutilow of economic benefits will be required to settle the obligation
and a reliable estimate can be made. Where the time value of money is material,
provisions are stated at the present value of the expenditure expected to settle the
obligation.
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Children's Heart Foundation
(Limited by guarantee)
Financial stalements for the year ended 31 December 2007

Significant accounting policies (continued)

Provisions and contingent liabilities (continued) -

Where it is not probable that an outflow of economic benefits will be required, or the

‘amount cannot be estimated reliably, the obligation is disclosed as a contingent liability,

unless the probability of outflow of economic benefits is remote. Possible obligations,
whose existence will only be confirmed by the occurrence or non-occurrence of one or
more future events are also disclosed as contingent liabilities unless the probability of
outflow of economic benefits is remote.

Income recognition

Provided it is probable that the economic benefits will flow to the Foundation and the
imcome and expenditure, if applicable, can be measured reliably, income is recognised
in the income and expenditure account as follows:

(i) Donations are accounted for on a cash received basis. ,
(i) Dividend income is recognised when the right to receive payment is established.
(iii) Interest income is recognised as it accrues using the effective interest method.

{iv) Other income related to the fund raising activities are accounted for on the net
cash received basis.

Translation of foreign currencies r

Foreign currency transactions during the year are translated at the foreign exchange
rates ruling at the transaction dates. Monetary assets and liabilities denomninated in
foreign currencies and non-monetary assets and liabilities denominated in foreign
cuwrrencies that are stated at fair value are translated at the foreign exchange rates ruling
at the balance sheet date. Exchange gains and losses are recognised in the income and
expenditure account,

Related parties
For the purposes of these financial statements, a party is considered to be related to the

Foundation if; '

(i) the party has the ability, directly or indirectly through one or more intermediaries,
to control the Foundation or exercise significant influence over the Foundation in
making financial and operating policy decisions, or has joint control over the
Foundation;

14
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Children's Heart Foundation

(Limited by guaraniee)

Financial statements for the year ended 31 December 2007

Significant accounting policies (continued)

Related parties (continued)

(i) the Foundation and the party are subject to common control;

(1i1) the party is a subsidiary, an associate of the Foundation or a joint venture in which

the Foundation is a venturer;

(iv) the party is a member of key management personnel of the Foundation or the
Foundation’s parent, or a close family member of such an individual, or is an
entity under the control, joint control or significant influence of such individuals;

(v) " the party is a close family member of a party referred to in (i) or is an entity under
The control, joint control or significant influence of such individuals; or

(vi) the party is a post-employment benefit plan which is for the benefit of employees
of the Foundation or of any entity that is a related party of the Foundation,

Close family members of an individual are those family members who may be expected
1o influence, or be influenced by, that-individual in their dealings with the entity.

Executive Committee members’ remuneration

Executive Committee members’ remuneration disclosed pursuant to section 161 of the

Hong Kong Companies Ordinance is as follows:

2007
Fees | $  Nil
Salaries, allowances and benefits in kind Nil
Discretionary bonuses Nil

Retirement scheme contributions Nil

Income tax

2006
b Nil
Nil

The Foundation is exempted from Hong Kong Profits Tax under Section 88 of the

Inland Revenue Ordinance.
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Children 's Heart Foundation
(Limited by guaraniee)
Financtal statements for the year ended 31 December 2007

Fixed assets

Furniture :
and Office o

fixtures equipment Total
Cost: ‘
At January 2006 $ 80,090 § 88,294 $168,384
Additions - 8,376 8.376
At 31 December 2006 $ 80,090 § 96,670 $176,760
Accumulated depreciation: ’
At 1 January 2006 $ 71,421 $ 56,015 $127.436
Charge for the year 8,009 9.667 17,676
At 31 December 2006 : $ 79,430 $ 65,682 $145,112
Net book value:
At 31 December 2006 $ 660 . § 30,988 $ 31,648

Furniture
and Office

Jixtures . 1 equipment Total
Cost:
At 1 January 2007 £ 80,000 $ 96,670 $176,760
Additions - 34.731 34,731
At 31 December 2007 $ 80,090 £131,401 $211,401
Accumaulated depreciation:
At 1 Japuary 2007 $ 79,430 $ 65,682 $145,112
Charge for the year 660 13.140 13.800 4
At 31 December 2007 $ 80,090 $ 78,822 $158,912
Net book value:
At 31 December 2007 $ - § 52,579 § 52,579
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10

Non-current financial assets

2006

, 2007
Held-to-maturity debt securities listed in the -

United States of America : $3,137,803 $ 779,539
Fixed deposits with bank - 177,634
Available-for-sale securities listed in the

United States of America 1,981,948 -

$5,119,751 $1,557,173
Market value of listed securities $5,123,140 $ 777,610
Other receivables
All of the other receivables are expected to be recovered within one year,
Cash and cash equivalents
2007 2006
Deposits with banks $ 3,477,884 $1,570,743
Cash at bank and in hand 5.043.829 4,486,283
$ 8,521,713 $6,057,026

Accrued expenses and other payables

All of the accrued expenses and other payables are expected to be settled within one

year.
Reserves
Fair value Accumulated B
reserve find Total
At 1 January 2006 $ ' - $ 9,567.498 $ 9,567,498
Surplus for the year - 423.575 423,575
At 31 December 2006 i - $ 9,991,073 $ 9,991,073
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Children's Feart Foundation
(Limited by guarentee)
Financial statements for the year encled 31 December 2007

Reserves (continued).

Fair value Accumulated
reserve Jund Total
At 1 January 2007 $ - $ 9,991,073 § 9,991,073

Changes in fair value of
available-for-sale securities (78,119) - (78,119}
Surplus for the year - 3.992.529 3.992.529

At 31 December 2007 $ (78,119) § 13,983,602  $13,905,483

i

Fair value reserve

The fair value reserve comprises the curnulative net change in the fair value of
available-for-sale securities held at the balance sheet date and is dealt with in
accordance with the accounting policies in note 2(¢)(ii).

r

Capital management

The Foundation’s primary objectives when managing capital are to safeguard the
Foundation’s ability to continue as a going concern.

The Foundation defines “capital” as including all components of equity. On this basis
the amount of capital employed at 31 December was $13,905,483 (2006: §9,991,073).

The Foundation’s capital structure is regularly reviewed' and managed. Adjustments
are made to the capital structure in light of changes in economic conditions affecting the
Foundation, to the extent that these do not conflict with the Executive Committee’s
fiduciary duties towards the Foundation or the requirements of the Hong Kong
Compenies Ordinance.

The Foundation was not subject to externally imposed capital requirements in either the
cutrent Or prior year.

18
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Children's Heart Foundation
(Limited by guarantee)
Financial statements Jor the year ended 31 Degember 2007

Financial instruments

Exposure to credit, liquidity, interest rate, forgign currency and price risks arises in the
normal course of the Foundation’s operation. These risks are himited by the
Foundation’s financial management policies and practices described below,

Credit risk

The Foundation’s credit risk is primarily attributable to other receivables and listed
investments. Management manages this risk as follows:

In respect of other receivables, individual credit evaluations are performed on all
debfors. Normally, the Foundation does not obtain collateral from the debtors.

Investments are normally only in liquid securities quoted on a recognised stock
exchange and with counterparties that have high credit ratings. Given their credit
ratings, management does not expect any investment counterparty to fail to meet its
obligations. :

The maximum exposure to credit risk is represented by the carrying amount of each
financial asset in the balance sheet. The Foundation does not provide any guarantees
which would expose the Foundation 10 credit risk.

Liguidity risk

The Foundation’s policy is to regularly monitor its liquidity requirements and its
compliance with lending covenants, to ensure that it maintains sufficient reserves of
cash and readily realisable marketable securities to satisfy its foreseeable obligations as
they fall due.

Interest rate risk

The Foundation’s inferest rate risk arises primarily from investments in held-to-maturity
securities and available-for-sale securities, cash and cash equivalents and deposits with
banks. The fair value of the Foundation’s fixed rate financial instruments will be
affected by changes in prevailing external interest rate. The cash flows receivable
from the Foundation’s variable rate financial instruments will vary with changes in
prevailing external interest rates.
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Children's Heart Foundation
(Limited by guarantee)
Financial statements for the year ended 31 December 2007

Financial instruments (continued)

Interest rate risk (continued) o

Interest rate profile

The following table details the interest rate profile of the Foundation’s interest bearing
financial instruments at the balance sheet date:

2007 2006

Effective Effective

interest “interest
rate Amount rate Amount
Cash and cash equivalents 2.14%  § 8,521,713 2.80% % 6,057,026
Deposits with bank 5.75% 2,000,000 3.88% - 4.00% 2,063,088
Held-to-maturity securities  4.18% - 4.90% 3,137,803 5.08% 1,557,173
Available-for-sale securities © 3.65% 1,981,948 - -

e e e e e e ' —— e aLL i

Sensitivity analysis

At 31 December 2007, it is estimated that a general increase/decrease by 1 per cent in
interest rates, with all other variables held constant, would decrease/increase the
Foundation’s surplus and equity by approximately $156,415 (2006: $96,773).

The sensitivity analysis above has been determined assuming that the change in inierest
rates had occurred at the balance sheet date and had been applied to the exposure to
interest rate risk for financial instruments in existence at that date. The assumption of
increase or decrease represents management’s assessment of a reasonably possible
change in interest rates over the period until the next annual balance sheet date. The
analysis is performed on the same basis for 2006.

Foreign currency risk
The Foundation is exposed to foreign currency risks primarily arising from financial
instruments that are denominated in the United States dollars ("USD™). As the Hong

Kong dollar (“HKD™) is pegged to the USD, the Foundation considers the risk of
movements in exchange rates between the HKD and the USD to be insignificant.
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Chlldren's Heart Foundation
{(Limited by guarantee)
Financial statements for the year ended 31 December 2007

Financial instruments (continued)

Foreign currency risk (continued)

As all the Foundation’s financial instruments at 31 December 2007 and.2006 were
denominated in either HKD or USD, the management does not expect that there will be
any significant currency risk assomated with them.

The following table details the Foundation’s exposure at the balance sheet date to
currency risk arising from recognised assets or liabilities denominated in a currency
other than the Foundation’s functional currency.

2007 2006

Uited United

“ States States

Dollars Dollars

Non-current financial assets 660,216 200245
Cash and cash equivalents 444 895 13,380

1,105,111 213,625

As the pegged rate between the HED and the USD would be matenally unaffected by
any charges in movement in value of the USD against other currencies, no sensitivity
analysis is prepared.

Price risk

The Foundation is exposed to price changes arising from investments classified as
available-for-sale securities (see note 6).

The Foundation’s investments are held for long term strategic purposes and indexed to
United States dollar denominated fixed income securities. The fair value of which is
affected by changes in the market price of the underlying fixed income securities.

At 31 December 2007, it is estimated that a general increase/decrease of 5% in fixed
income security prices, with all other variables held constant, would increase/decrease

the Foundation’s fund by approximately $99,097 (2006; §Nil).

The sensitivity analysis has been determined assuming that the reasonably possible
changes in the fixed income security prices had occurred at the balance sheet date and
had been applied to the exposure to price risk in existence at that date. It is also
assumed that the fair values of the Foundation’s investments would change in
accordance with the historical correlation with the relevant fixed income security prices,
that none of the Foundation’s available-for-sale investments would be considered
impaired as a result of a reasonably possible decrease in the relevant fixed income
security prices and that all other variables remain constant. The stated changes
represent management’s assessment of reasonably possible changes in the relevant fixed
income security prices over the period until the next annual balance sheet date.
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Children's Heart Foundation
(Limited by guarantee)
Financtal statemenis for the vear ended 31 December 2007

Financial instruments (continued)

Fair values

)

All financial instruments are carried at amounts not materially different from their fair
values as at 31 December 2007 and 2006 except as follows:

2007 2006
Carrying Fair Carrying Fair
amount value amount value
Held-to-maturity
securities $ 3,137,803  § 3,141,192  § 1)557,173  § 1,555,244

Estimation of fair values

The following summaries the major methods and assumptions used in estimating the
fair values of financial instruments. '

Securities

Fair value is based on quoted market prices at the balance sheet date without any
deduction for transactions costs.

Possible impact of amendments, new standards and interpretations issued
but not yet effective for the year ended 31 December 2007

Up to the date of issue of these financial statements, the HKICPA has issued a number
of amendments, new standards and interpretations which are not yet effective for the
vear ended 31 December 2007 and which have not been adopted in these financial
statements.

The Foundation is in the process of making an assessment of what the impact of these
amendments, new standards and new interpretations is expected to be in the period of
initial application. So far it has concluded that the adoption of them is unlikely to have
a significant impact on the Foundation’s results of operations and financial position,
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