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Capital Works Reserve Fund

REPORT OF THE DIRECTOR OF AUDIT
TO THE PRESIDENT OF THE
LEGISLATIVE COUNCIL

I have examined and audited the financial
statements on pages 52 to 61 which have been
prepared under the accounting policies set out on

page 54.

Respective responsibilities of the Director of

Accounting Services and the Director of Audit

The
responsible for the compilation and supervision

Director of Accounting Services is
of the accounts of the Government of the Hong

Kong Special Administrative Region in
accordance with section 16(1) of the Public

Finance Ordinance (Cap. 2).

It is my responsibility to form an independent
opinion, based on my audit, on the financial

statements and to report my opinion to you.

Basis of opinion

I certify that I have examined and audited the

financial statements referred to above in
accordance with section 12(1) of the Audit
Ordinance (Cap. 122) and the Audit Commission
An

examination, on a test basis, of evidence relevant

auditing  standards. audit  includes
to the amounts and disclosures in the financial
statements. It also includes an assessment of the
judgements made by the Director of Accounting
Services in the preparation of the financial
statements, and of whether the accounting
policies are appropriate to the circumstances of
the Capital Works Reserve Fund, consistently

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

Opinion

In my opinion the financial statements properly
present the assets and liabilities of the Capital
Works Reserve Fund as at 31 March 2006 and the
receipts and payments for the year then ended
and have been properly prepared in accordance
with the Public Finance Ordinance and section
11(1) of the Audit Ordinance.

Benjamin Tang
Director of Audit

A

Audit Commission
Hong Kong
23 October 2006
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2006 2005
$°000 $°000
38,111,646 36,046,985
1,942 ;
28,804 25,786
90,210 100,111
38,232,602 36,172,882
(1,188,144)  (1,243,731)
37,044,458 34,929,151
34,929,151 9,318,734
2,023,062 25,702,662
92,245 (92,245)
37,044,458 34,929,151
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STATEMENT OF ASSETS
AND LIABILITIES AS AT
31 MARCH 2006

Assets
Investments with the Exchange Fund
Deposits with banks
Cash and bank balances

Advances

Liabilities

Deposits

Representing:

Fund Balance
Balance at 1 April 2005
Surplus for the year

Write-back of provision/
(Provision) for loss in
Investments with the
Exchange Fund

Balance at 31 March 2006

The accompanying Notes 1 to 10 form part of these
accounts.

Mrs. Lucia LI
Director of Accounting Services
16 August 2006
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2006 2005

$°000 $°000
25,786 26,130
30,977,433 34,034,048
(28,954,371)  (33,725,291)
2,023,062 308,757

- 25,393,905

2,023,062 25,702,662
(2,020,044)  (25,703,006)
28,804 25,786
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STATEMENT OF RECEIPTS
AND PAYMENTS FOR THE
YEAR ENDED 31 MARCH 2006

Cash and bank balances at 1 April 2005

Revenue before issuance of bonds
and notes

Expenditure
Surplus

Net proceeds from issuance of
bonds and notes

Surplus after issuance of bonds and
notes

Other cash movements

Cash and bank balances at 31 March 2006

The accompanying Notes 1 to 10 form part of these
accounts.

Mrs. Lucia LI
Director of Accounting Services
16 August 2006
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NOTES ON THE ACCOUNTS

1. Purpose and Legislation

The Capital Works Reserve Fund was set up to
finance public works programmes, acquisitions
of land, capital subventions and major systems
and equipment items. It was initially established
on 1 April 1982 by a Resolution of the
Legislative Council on 20 January 1982 and has
been reconstituted since 1 January 1998 under
another Resolution passed on 17 December
1997 (hereinafter referred to as the Resolution).

. Accounting Policies

(1) The accounts of the Capital Works Reserve
Fund are kept on a cash basis. Transactions
are recorded when moneys are received or
paid, whether they relate to recurrent or
capital transactions. The Statement of
Assets and Liabilities of the Fund excludes
fixed assets, loans, investments other than
those made under paragraph (d)(iii) of the
Resolution, and debtors and creditors other
than those advances and deposits referred

to in the Notes below.

(i1) Currency balances other than Hong Kong
dollar are translated into Hong Kong dollar
at the rate of exchange ruling on the last
working day of the year.



R TR 24 Capital Works Reserve Fund

3. AEAMRERS S i B ¥ 3. Investments with the Exchange Fund
() FEARPEREESE (d)(il) BOT A BOH0E AR (i) These are investments and deposits held

under paragraph (d)(iii) of the Resolution:

2006 2005
$000 $°000
& 37,707,572 35,690,617 Investments
(TEZOONF=H="1—HH (market value as at 31.3.20006:
MiE : 384.1 &) (ALAF (i) $38.41 billion) (see (ii) and
T (iii)) (i11) below)
K 404,074 356,368 Deposits

38,111,646 36,046,985

(i) WERERE_OONE=HA=1—HAILHWE (i) The investments represent the cost of
JFERBCE R Bl B/ 13.5 oA E - investments together with interest of $1.35
billion received in the year ended 31 March

2006.

(i) WEBEREE _OORF—H—HE-0OOhK (iii) The write-back of the provision for loss in
FEEA =AY T ENE®REZE =00 the investments amounts to $92 million.
HAEZA=+—H A IEMEEIER 0.92 ok The provision for loss, made in the year
B > CARFHEE > WAEE R - ended 31 March 2005, was attributed to the

diminution in the market value of these
investments during the period from 1
January 2005 to 31 March 2005. This

provision is no longer required.

4. BT 4. Deposits with Banks

FETE TR T T M 4R A T Y SN A 2 These are foreign currency deposits placed with
licensed banks in Hong Kong:

2006 2005
$000 $°000
PN 1,942 - Foreign currency
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5. WSKHE
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5. Advances

Advances are paid under the authority of
warrants issued under section 20 of the Public
Finance Ordinance for a variety of reasons and
either recoverable or

are chargeable to

expenditure upon authority being given:

2006

$000

5 16 I O FEUE A TRERY 12,848
W 3R

B SCGIOA T HA A TRIEH 77,362

90,210

2005
$°000
22,408  Advances for Tsing Ma Control
Area non-scheduled
maintenance works
77,703  Advances in respect of other
capital works projects
100,111

ST HE LA 1 B A R Y A 2 A A B 2L A%
O OPUAEL H 2 75 16 8 i [ 1o 9F 78 7 418 AR B
SR o RZE SR A SR E A R
Ui i S50 s R WA BT TR 0.2 (T HEEH © Be4h >
O OB ONFEEM » BUMMKIEHR T — G IR LA
B RS BRI ZH > MBI —BERA
FCORCAS AR 0.1 80T » 8 A MG LK S bl
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The advance account for the non-scheduled
maintenance works of Tsing Ma Control Area
(TMCA) was opened in July 2004 following the
securitization of revenue receivable from the
tolls

bridges. The balance on the advance account

on Government-owned tunnels and
will be offset in each financial year by $20
million collected upfront from the Lantau Link
toll revenue and, starting from 2005-06, by
another amount of up to $10 million receivable
from Hong Kong Link 2004 Limited pursuant
to the arrangement set out in the prospectus for

issuance of bonds relating to the securitization.
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6. EGKHE
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6. Deposits

These are moneys received from time to time
from individuals or organisations for a variety
of reasons and are in due course either

repayable or transferable to revenue:

2005
$°000

Contract retentions
Others

812,884
430,847

1,243,731

2006
$000
TRAEHREE 819,005
HAts 369,139
1,188,144

fufE

TR (bRl (55 61 5) Bk & E i AR AR
BRI ARSI B E A RRA

2006
$000
ARAEIE P BUR 7 S 0% 19,950,000

. Liabilities

The following outstanding liabilities under the
Loans Ordinance (Cap. 61) are not included in
the Statement of Assets and Liabilities:

2005
$°000
Outstanding government bonds
19,999,375 and notes

HURFARSE CRERE) (565 61 %) 55 3(1) ok T Py id
M —JHR > ZE O Ot A mEHEREH K i
OB H AT AU 200 TS K > E R aiEm
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o BTFHMAMR O0ONFLAZE O JUF
L HMMBI - £ OO A E ONMBUER » B3 A}
8.5 ICMFLE

[ BCE B AT RO > RARE A REK
A TAE A 2 ME A 4008 5 s
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Following a resolution passed under section
3(1) of the Loans Ordinance (Cap. 61), the
Government issued in July 2004 bonds and
notes totalling $20 billion to retail and
These  include
institutional US$1.25  billion
denominated in United States dollar. Of the
outstanding government bonds and notes,
$2,550 million matured in July 2006 and the
rest will mature within the period July 2008 to

institutional nvestors.

notes of

July 2019. During the financial year, interest
payments of $0.85 billion were made.

The institutional notes denominated in United
States dollar are translated into Hong Kong
dollar at the rate of exchange ruling on the last

working day of the year.
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8. Revenue
2006 2005
J A T B B m B R

Original

Estimate Actual Actual
$°000 $°000 $°000
21,165,000 10,673,260 20,717,744
5,000,000 4,459,637 808,793
5,600,000 14,073,698 10,279,855
218,300 265,353 226,379
31,983,300 29,471,948 32,032,771
1,658,339 1,377,545 1,938,922
131,000 - 11,235
1,000 36,339 2,174
46,000 91,601 48,946
178,000 127,940 62,355
33,819,639 30,977,433 34,034,048
- - 5,522,499
- - 19,871,406
- - 25,393,905
33,819,639 30,977,433 59,427,953
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Land premium:
Sales by public auction and tender
Private treaty grants
Modification of existing leases,
exchanges and extensions
Fees received in respect of short

term waivers

Investment income

Other revenue:
Recovery from MTR
Corporation Ltd.
Donations and contributions
Others

Revenue before issuance of

bonds and notes

Net proceeds from issuance of
bonds and notes:
Toll Revenue Bond
Other government bonds and

notes

Revenue after issuance of bonds

and notes
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b3 9. Expenditure
2006 2005
RS EEEEE H B
Original
Estimate Actual Actual
$°000 $000 $°000
i 1,807,610 353,590 470,907  Land acquisition
LA wkl Public Works Programme:
EARPNE 3RS 387,613 370,108 1,079,052 Port and airport development
AEY) 6,661,601 6,369,445 6,862,371 Buildings
R 1,445,248 1,405,151 1,857,981 Drainage
TARTHE 2,220,271 2,383,950 3,235,409 Civil engineering
N 7,018,937 7,077,273 8,120,193 Highways
S T B T i 2,467,638 2,343,085 2,706,825 New towns and urban area
development
KB 1,280,462 1,259,354 1,317,540 Waterworks
) 682,402 743,772 883,230 Housing
22,164,172 21,952,138 26,062,601
FMBEEY SR T ERS Capital subventions and major
Bl systems and equipment:
R EL & 5,478,389 4,503,563 5,328,535 Capital subventions
TERLGRM 883,676 487,037 434,057 Major systems and equipment
6,362,065 4,990,600 5,762,592
B AL 1,701,517 800,411 985,479  Computerisation
AT S BOR PR A B 852,811 850,524 440,378  Interest and other expenses on
Jofl B 52 bonds and notes issued
Jefb s i Other payments:
RIRZ O (E - 7,108 3,334 Refund of overpayment of land
premium
32,888,175 28,954,371 33,725,291
HE— LB S BT LA R o Further analyses of expenditure appear in the Supporting Statements.
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“OORZEONEEE MBI 4 b
Analysis of Expenditure for the year ended 31 March 2006

BATR R B Interest and other expenses

L5 3157 1159,2 on bonds and notes issued
HApb P T3 Land acquisition

$0.4 #{& /Billion
1%

$0.8 &/ Billion
3%

WHOX  Port and

BEBI%EE  airport development
$0.4 %43 /Billion

1%

EIEALEH  Computerisation
$0.8 A&/ Billion
3%

FERLRM  Major systems and equipment
$0.5 #{E /Billion

2%

JeH R EP 4 Capital subventions
$4.5 #4/Billion

16%
pil& Housing /

$0.7 #{i / Billion
2%

Y Buildings
$6.4 #{& / Billion
22%

WH Drainage
$1.4 #4%/Billion
5%

KB Waterworks + AT Civil engineering
$1.3 # &/ Billion $2.4 #{%/Billion
4% 8%
A Highways
$7.1 i /Billion
25%
B B% New towns and
i l@%E% urban area development
$2.3 #i/Billion
8%
P 3¢ #4781 Total Expenditure
$29.0 #¥£i/Billion
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10. Jofb B4 im) 10. Other Cash Movements

O B ) 2 R A e AT BTk s T B These are cash movements arising from changes in

other assets and liabilities.

2006 2005
$°000 $000
WA (Wim) ¥ Reduction/(Increase) in Assets:
TEAM R B I (1,972,416) (25,454,033) Investments with the Exchange
Fund
SATAEX (1,942) - Deposits with banks
L E 9,901 (18,618) Advances
(1,964,457)  (25,472,651)
B, (A B - Increase/(Reduction) in Liabilities:
teer (55,587) (230,355) Deposits
(2,020,044)  (25,703,006)

—HREZZOOANBAEERBON ~ B SE B R a4 bk
Revenue, Expenditure and Fund Balance for the years ended 31 March 1997 to 2006

#1E7¢ /1 $Billion
60.

40

20

10

WA Revenue
\3 O nx Expenditure
@ :44%  Fund Balance

61



