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Performance Table

(LT
Price Record
2010 2009 2008 2007 2006 2005
A ORI EEm RIS B BIE Bl BE BEp BE B RBE
F%Eé ¥ Ml I%Eé ¥ ptiE ?«Eé ¥ ptE ?«E‘é ¥ iptiE ?«Eé ¥ iptE ?_Eé ¥ lptE
Highest Lowest Highest Lowest Highest Lowest Highest Lowest Highest Lowest Highest Lowest
Offer Price Bid Price  Offer Price Bid Price  Offer Price Bid Price  Offer Price Bid Price  Offer Price Bid Price  Offer Price Bid Price
i
HKD 212.64 163.50 202.19 105.00 255.38 85.03 312.24 138.99 167.47 93.44 97.19 80.20
PE AR
Net Asset Value Per Unit
2010+ 125|311 2009 12|31} ! 2008 125|311 2007 12|31} !
As at 31 December 2010 As at 31 December 2009 As at 31 December 2008 As at 31 December 2007
e
HKD 190.64 189.02 125.53 254.79
Wﬁ‘fﬁi’#j‘q b VAEYR A
Total Net Assets Attributable to Unitholders
2010F 12531 }! 2009F 12|31} ! 2008F 125 |31}! 2007F 12F |31} !
As at 31 December 2010 As at 31 December 2009 As at 31 December 2008 As at 31 December 2007
o
HKD 270,984,750 265,226,427 154,283,435 277,850,949
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HSBC Provident Fund Trustee (Hong Kong) Limited
2011 = 4F5]26}!

To the unitholders of Hang Seng FTSE China 25 Index ETF ("the Fund")

We hereby confirm that, in our opinion, the Manager, Hang Seng Investment Management Limited has, in all material respects, managed the Fund in accordance with the
provisions of the Trust Deed dated 1 June 2005, for the year ended 31 December 2010.

HSBC Provident Fund Trustee (Hong Kong) Limited
26 April 2011
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Independent Auditor’s Report

Independent Auditor's Report to the Unitholders of Hang Seng FTSE China 25 Index ETF (the "Fund")

We have audited the financial statements of the Fund set out on page 8 to 23, which comprise the statement of assets and liabilities as at 31 December 2010, the statement of
comprehensive income, statement of changes in equity, cash flow statement and the distribution statement for the year then ended, and a summary of significant accounting
policies and other explanatory information.

Manager's and Trustee's responsibilities for the financial statements

The Manager and the Trustee are responsible for the preparation of 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 Manager and the Trustee determine is necessary to enable the
preparation of financial statements that are free from material misstatement, whether due to fraud or error.

In addition, the Manager and the Trustee also have responsbility to ensure that the financial statements comply with the relevant disclosure provisions of the Trust Deed, as
amended, and the relevant disclsoure requirements set out in Appendix E to the Hong Kong Code on Unit Trusts and Mutual Funds issued by the Hong Kong Securities and
Futures Commission ("the Code").

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, 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 about 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 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 entity’s internal control. An audit also includes evaluating the appropriateness of
accounting policies used and the reasonableness of accounting estimates made by the Manager and the Trustee, 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.
Opinion

In our opinion, the financial statements give a true and fair view of the financial position of the Fund as at 31 December 2010 and of its transactions and cash flows for the year
then ended in accordance with Hong Kong Financial Reporting Standards.

Report on disclosure requirements under the Code

We report that the financial statements have been properly prepared in accordance with the relevant disclosure provisions of the Trust Deed, as amended, and the relevant
disclosure requirements set out in the Code.

KPMG

Certified Public Accountants
8th Floor, Prince’s Building
10 Chater Road

Central, Hong Kong

26 April 2011
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Investment Portfolio

2010 12£]31F ! as at 31 December 2010

R B 2] -
il REERER
(H7) % of Total Net
ﬁﬁh’“ﬁ Y (kg el Market Value Assets Attributable
Hong Kong Listed Investments Holdings (HK$) to Unitholders
‘Fﬁﬁs’}g‘gj Hong Kong Equities
AR Basic Materials
fl B Aluminum Corporation of China 645,510 4,576,666 1.69%
FHBS P e China Coal Energy 669,923 8,106,068 2.99%
Fl e fEyR China Shenhua Energy 318,447 10,365,450 3.83%
HEMEER Zijin Mining Group 652,810 4,628,423 1.71%
27,676,607 10.22%
WA Consumer Services
I s e 4 Air China 537,893 4,685,048 1.73%
& Financials
RUEIEE 50 Agricultural Bank of China 2,508,223 9,756,987 3.60%
FHESEEL Bank of China 2,805,993 11,448,451 4.22%
RSTIE= Vi Bank of Communications 1,238,757 9,687,080 3.57%
fli fﬁ%ﬁﬁ China CITIC Bank 1,518,225 7,636,672 2.82%
llsﬁi'ﬁ%‘%‘ﬁ China Construction Bank 3,736,918 26,008,949 9.60%
FlIfs ~ 2 China Life Insurance 490,237 15,516,001 5.73%
T %fiﬁ China Merchants Bank 503,270 9,854,027 3.64%
Flst= =0 % China Pacific Insurance 151,112 4,865,806 1.79%
FHB T el Industrial and Commercial Bank of China 3,770,759 21,757,280 8.03%
Fl st < fil s Ping An Insurance 131,678 11,403,315 4.21%
127,934,568 47.21%
- Industrials
', J;ru& BYD 111,817 4,567,724 1.69%
FlEs mjﬁ% China Communications Construction 725,091 4,916,117 1.81%
FHESE e China COSCO 421,115 3,469,988 1.28%
FIEsIF] 1585 China Railway 685,809 3,840,530 1.42%
16,794,359 6.20%
TRfre R 0il & Gas
FHET i = China Petroleum & Chemical 1,535,509 11,378,122 4.20%
FHESRANE T 3 CNOOC 1,198,198 21,998,915 8.12%
FIESIE A= IR PetroChina 1,136,798 11,481,660 4.23%
44,858,697 16.55%
= Telecommunications
FlBF2E) China Mobile 343,447 26,462,591 9.76%
FlT &l IH China Telecom 2,639,860 10,638,636 3.93%
Fl 1 Tﬁ China Unicom 1,002,235 11,144,853 4.11%
48,246,080 17.80%
ALY | i) Total Investments 270,195,359 99.71%
(A7 E7% 4 Total cost of investments HKD237,265,885 y# 7% )
F PU%YE 5 [@ Other Net Assets 789,391 0.29%
kel 'jfﬁ t | * VAR A Total Net Assets Attributable to Unitholders 270,984,750 100.00%
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Statement of Movements in Portfolio Holdings

220108 125 31| [H# & for the year ended 31 December 2010

Fiegee! i3 g
20105 1E[1f! 2010%F 12531 !
ﬁﬁ-l‘ﬁ]?ﬁ’;’f Holdings as at i YD Holdings as at
Hong Kong Listed Investments 01 Jan 2010 Additions Disposals 31 Dec 2010
Fﬁ ISR Hong Kong Equities
AR Basic Materials
fl fﬁ?’éﬁ‘#’ Aluminum Corporation of China 712,871 88,639 156,000 645,510
FHBS P e China Coal Energy 742,350 86,573 159,000 669,923
Fl s fE YR China Shenhua Energy 306,737 88,210 76,500 318,447
LAY Zijin Mining Group 725,818 88,992 162,000 652,810
R Consumer Services
I e g 24+ Air China 598,926 74,967 136,000 537,893
2 Financials
FUEIEE $50 Agricultural Bank of China 2,526,223 18,000 2,508,223
Pl Bank of China 3,579,509 1,858,484 2,632,000 2,805,993
Tl Bank of Communications 1,047,645 439,112 248,000 1,238,757
il xﬁ%if‘? China CITIC Bank 1,681,834 193,391 357,000 1,518,225
il Wﬁﬁfﬁ%@%w China Construction Bank 3,543,988 756,930 564,000 3,736,918
Pl Ze i b China Life Insurance 603,990 56,247 170,000 490,237
e China Merchants Bank 572,040 96,230 165,000 503,270
FL T 32 (i China Pacific Insurance 173,112 22,000 151,112
FH T el Industrial and Commercial Bank of China 3,007,448 1,104,311 341,000 3,770,759
FHT < e Ping An Insurance 160,554 27,124 56,000 131,678
4 Industrials
PR BYD Company 123,899 15,918 28,000 111,817
FHES lmﬁf%“ China Communications Construction 804,562 94,529 174,000 725,091
Pl China COSCO 466,802 54,813 100,500 421,115
FH |68 China Railway 761,658 88,151 164,000 685,809
T R Qil & Gas
FHEST 3 (= China Petroleum & Chemical 1,525,486 210,023 200,000 1,535,509
FHESRANEE T 3 CNOOC 893,016 757,182 452,000 1,198,198
FHBT =R PetroChina 1,074,737 144,061 82,000 1,136,798
?ﬁa* Telecommunications
FliF2 g China Mobile 342,859 53,588 53,000 343,447
il ![aﬁ'}%fﬁ China Telecom 2,790,947 212,913 364,000 2,639,860
fl fﬁaﬁ’%%im China Unicom 988,945 309,290 296,000 1,002,235
RE[HY Utilities
*?] Eﬁ’ﬂi‘?‘é’i% Datang International Power Generation 601,814 50,000 651,814
= BT Huaneng Power International 553,396 10,000 563,396
’}&%JF%(E’@ Rights
fl x[g&lgif%?iﬁi‘;@(zoméﬁ 115]) Bank of China Ltd Rights (Nov 2010) 247,750 247,750
ks iﬂ%&fﬂ‘?’iﬁ?;@(zomﬁ 6%]) Bank of Communications Rights (Jun 2010) 161,496 161,496
FHs r%“f{iﬁ F?i [Efi(2010F 11 %)) China Construction Bank Rights (Nov 2010) 236,459 236,459
ﬁ{ﬁ‘;@fﬁ:ﬁﬁ@(zmo# 35) China Merchants Bank Rights (Mar 2010) 68,515 68,515
Industrial and Commercial Bank of China Rights (Nov 2010) 156,665 156,665

I el i (2000 117])
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Statement of Assets and Liabilities

2010 12£]31F ! as at 31 December 2010

2010 2009
Bt () (#7)
Notes (HKD) (HKD)
Y& Assets
o f?'f fifrzgf g gﬁ@ﬁ]flﬁ?@?flnvestments at fair value through profit or loss 4,11 270,195,359 264,965,425
FlEwHe fi“f‘g?#’d Cash and cash equivalents 7(d) 2,437,033 1,508,117
E’r@%ﬁf@ Total Assets 272,632,392 266,473,542
F"Ilr?i Liabilities
TR PRI Accrued expenses and other payables 7(a)&(b) 368,355 306,982
el U2 53 Y~ Distributions Payable 7(f) 1,279,287 940,133
F‘j @iﬁ{s{[@ Total liabilities 1,647,642 1,247,115
ek f\_ﬂﬁ‘é 1 & VEFE 9l Net assets attributable to unitholders 9 270,984,750 265,226,427
%< Representing:
HEZERE [ Total Equity 270,984,750 265,226,427
=158 5 ET 5 BeF [Total number of units in issue 7(f),8 1,421,430 1,403,184
190.64 189.02

53R 4l Net asset value per unit

FIAoEs 0 FL & RERINT201L5 AR 26 F B WL = -

Approved and authorised for issue by the Trustee and the Manager on 26 April 2011.

V13% 23F U i AT - 05 -
The notes on pages 13 to 23 form part of the financial statements.

}

= For and on behalf of
TFE A Trustee
HSBC Provident Fund Trustee (Hong Kong) Limited

4 For and on behalf of
H Manager
(EES #v“?»g.,,ﬂfj EL7 il Hang Seng Investment Management Limited
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Statement of Comprehensive Income
220108 12| 31| | [H# & for the year ended 31 December 2010

B e
20107 12|31} ! 20097 125|311
1RE 1R
Year ended Year ended
31 December 2010 31 December 2009
=4 () (F#7)
Notes (HKD) (HKD)
J&7 Income
HEEL* ™ Dividend income 5,945,495 5,170,580
FIIELIS 7 Interest income 5, 7(d) 151 81
5,945,646 5,170,661
75| Expenses
FHECETPY £ Auditor's remuneration (139,814) (184,511)
PZEIY Management fees 7(a) (1,396,008) (1,195,529)
ﬁ F%V;ﬁ b Registrar's fees 7(b) (15,600) (15,600)
FE RS ELEYY] Safe custody and bank charges 7(c)&(e) (65,078) (51,512)
FEEIYH ] Sundry expenses (250,996) (174,741)
TYd pLRH ] Investment transaction costs 7(c) (203,308) (247,495)
{505 ~ % pA§'" Transaction fees paid to trustee 7(b) (31,740) (27,460)
UFS U Trustee's fees 7(b) (126,910) (108,685)
y’ﬁ, fifi'¥ Valuation fees 7(b) (99,600) (99,600)
(2,329,054) (2,105,133)
SR TR 497 * ol
Income attributable to unitholders before gains on investments 3,616,592 3,065,528
HEY52E Gains on investments
WS 2% Net gains on investments 6 549,151 87,263,444
=545 77| Securities expenses 7(c) (17,062) (13,393)
532,089 87,250,051
R )
Income attributable to unitholders before finance costs 4,148,681 90,315,579
FYeYR5 2 Finance costs
FIIELY U Interest expenses 7(9) (3,046) (311)
BRI 473 - sl
Income attributable to unitholders before taxation 4,145,635 90,315,268
#7F) Taxation 3 (594,549) (492,649)
e e R g T TE
Income attributable to unitholders and total comprehensive income for the year 3,551,086 89,822,619

FYL3Z 23F I O g A e Ao 0 -

The notes on pages 13 to 23 form part of the financial statements.




MR
Statement of Changes in Equity

220108 12|31 [ [-& & for the year ended 31 December 2010

' o=
2010 1231} ! 20097 12F |31} !
=7 =T
Year ended Year ended
31 December 2010 31 December 2009
i (¥7+) (¥
Notes (HKD) (HKD)
FIRNE
Balance at beginning of year 265,226,427 154,283,435
eyl {\i’#?] LRSS W R s
Income attributable to unitholders and total comprehensive income for the year 3,551,086 89,822,619
BT HOAEHE NPT B DT S R R
Transactions with owners (i.e. unitholders), recorded directly in equity
5 1 ft A B 0 ISR R
Received and receivable on issue of units 7(h),8 15,979,429 29,045,408
R B o o] e
Paid and payable on redemption of units 7(h),8 (10,995,902) (5,227,750)
SRR S R
Distributions to unitholders 7(f) (2,776,290) (2,697,285)
2 1 -"j»jslj"é] MV BhadE
Total transactions with owners (i.e. unitholders) 2,207,237 21,120,373
58
Balance at year end 270,984,750 265,226,427

57132 23 FOITE IR TR H00 -

The notes on pages 13 to 23 form part of the financial statements.
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FEWES
Cash Flow Statement

220108 12| 31| | [H# & for the year ended 31 December 2010

e Bz
20107 12|31} ! 20097 12F |31} !
1HF =T
Year ended Year ended
31 December 2010 31 December 2009
(F7+) (H7)
(HKD) (HKD)

ﬁﬁfﬁﬁ’[;}b Operating activities
FEETPY & Payment for auditor's remuneration (125,026) (114,429)
FV‘V_EEJ i1's Payment for management fees (1,393,738) (1,148,539)
AT~ ' Payment for trustee's fees (126,603) (106,099)
v BhHYH | Payment for investment transaction costs (203,308) (247,495)
UFE N V3 B3 5] Payment for transaction fees paid to trustee (31,740) (27,460)
ﬁ F%V;ﬁ 's Payment for registrar's fees (15,600) (15,600)
(F‘, fifi'y Payment for valuation fees (99,600) (99,600)
SRS ELE 1 H | Payment for safe custody and bank charges (65,078) (51,512)
H {4EHETY Y Payment for other operating expenses (206,988) (218,225)
E‘Jif?ﬁﬁ‘fﬁﬁ?&ﬁﬁﬂﬁ Y93 Net cash used in operating activities (2,267,681) (2,028,959)

?Q'EHF“[EVJ Investing activities
=545 1'vH | Payment for securities expenses (17,062) (13,393)
BRI ™ B 2T Dividend income received 5,350,946 4,677,931
it || EL Interest received 151 81
B YA T Proceeds from sale of investments 69,629,220 71,330,130
fi 7 457 1 Payment for purchase of investments (64,525,769) (79,889,535)
s E‘I/(E'Jtﬂ‘)ﬁ“‘g’ﬁﬁgﬁﬁfﬁﬁ!ﬁ YE Net cash generated from/(used in) investing activities 10,437,486 (3,894,786)

ﬁ!{‘g"ﬁﬁaﬁ Financing activities
FIIELY Y Interest expenses (3,046) (311)
5 (5 {156 P 7 Proceeds on issue of units 6,195,195 13,762,118
a1t A Fref+] 1 71 Payments on redemption of units (10,995,902) (5,227,750)
?f fr \ﬁ:ﬁ? | MRS 255 9E < ] Distributions paid to unitholders (2,437,136) (2,863,295)
(B )Y F rﬁﬂ«‘;’ﬁﬁﬁfxﬁﬁfﬁﬂfi ¥R¥E Net cash (used in)/generated from financing activities (7,240,889) 5,670,762
F& B L THPARET VR D) Net increasel(decrease) in cash and cash equivalents 928,916 (252,983)
FLE|IFIVHEWFE %“[F]#"J Cash and cash equivalents at 1 January 1,508,117 1,761,100
FLREBIFIVHERFE %“[Fﬁ"l Cash and cash equivalents at 31 December 2,437,033 1,508,117

FINIERE L bk
Major non-cash transactions:

() HE P FOCRTE) T - R LRSI [ (R 19,784,234 5% (2000 ¢ 15,283,200 ) » I 150,000 £ 1% (2009 : 100,005 £ 1) -
During the year, unitholders subscribed for 50,000 units of the Fund (2009: 100,000) by tendering a basket of the constituent stocks of FTSE China 25 Index with a market value of HKD9,784,234

(2009: HKD15,283,290).

SY13Z 23 1Y ﬂl’Tﬁng UEER ﬁﬁ' [y e
The notes on pages 13 to 23 form part of the financial statements.
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Distribution Statement

220108 12| 31| | [H# & for the year ended 31 December 2010

e '
2010 12F |31} ! 20097 12F |31} !
=7 =7
Year ended Year ended
31 December 2010 31 December 2009
(Hh7+) (¥7+)
(HKD) (HKD)
FEIRIEV I S
Undistributed income brought forward 2,152,037 1,730,915
PN 1 ) ¢ s
Income attributable to unitholders before gains on investments 3,616,592 3,065,528
FR¥ e B0
Investment transaction costs 203,308 247,495
FIIELD MY
Interest expenses (3.046) (311)
R
Taxation (594,549) (492,649)
1 T A O SR (T ﬁ[f;’))
Income portion of received and receivable on issue of units 218,230 371,769
T o 5 2 s R (5 )
Income portion of paid and payable on redemption of units (97,458) (73,425)
[T “T | S O VR 4
Amount available for distribution to unitholders 5,495,114 4,849,322
—’:";&‘{ v’wjﬁ‘gj SRS VR
Distributions to unitholders (2,776,290) (2,697,285)
R VRV A4
Undistributed income carried forward 2,718,824 2,152,037
SCETEREEE ) PSSR 5T YF(S) B ) Distribution to unitholders per unit 1.10 1.30
TE)F p
TIVEHL v’\j'}‘fj‘*tj * p |17 Date of distribution to unitholders 2010 6%] 25} 1 2009 6%] 26 !
25 June 2010 26 June 2009
SEEERRE T M YIS 5T PR(£) H ) Distribution to unitholders per unit 0.90 0.67
TEF
TIVE v’\j';t‘fj‘*tj * pi |17 Date of distribution to unitholders 20105 127|171 20097 12F 18} !
17 December 2010 18 December 2009

12
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Notes on the Financial Statements

1 Background

Hang Seng FTSE China 25 Index ETF (“the Fund”) is authorised by the Securities and Futures Commission in Hong Kong ("SFC") under Section 104(1) of the Hong Kong
Securities and Futures Ordinance ("HKSFQ"), and is governed by the Hong Kong Code on Unit Trusts and Mutual Funds (“the Code”).

The Fund was constituted by a Trust Deed dated 1 June 2005, as amended from time to time under the laws of Hong Kong, and registered on the same date as a unit trust under
the laws of Hong Kong.

The investment objective of the Fund is to match, before expenses, as closely as practicable, the performance of FTSE China 25 Index (“the Index”) by holding a basket of the
constituent stocks of the Index.

As at 31 December 2010, 80% (2009: 77%) of the redeemable units of the Fund were held by Hang Seng China Index Fund, which is considered as the parent of the Fund.

The name of Hang Seng FTSE/Xinhua China 25 Index ETF was changed to Hang Seng FTSE China 25 Index ETF on 1 April 2011.

2 Significant accounting policies

(@

Statement of compliance

The financial statements of the Fund have been prepared in accordance with all applicable Hong Kong Financial Reporting Standards (‘HKFRSs”), which collective term
includes 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, the relevant disclosure provisions of the Trust Deed, as
amended, and the relevant disclosure provisions of the Code issued by the SFC. A summary of the significant accounting policies adopted by the Fund is set out below.

The HKICPA has issued certain new and revised HKFRSs that are first effective or available for early adoption for the current accounting period of the Fund. There have
been no significant changes in accounting policies resulting from initial application of these developments to the extent that they are relevant to the Fund for the current and
prior accounting periods reflected in these financial statements.

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

Basis of preparation of the financial statements

The financial statements are presented in Hong Kong dollars and rounded to the nearest dollar.

The measurement basis used in the preparation of the financial statements is the historical cost basis except that investments are stated at their fair value as explained in the
accounting policies set out below.

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 expenses. 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 estimates.

The estimates and underlying assumptions are reviewed on an ongoing basis. Revisions to accounting estimates are recognised in the period 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.

Income and expenses
Interest income and expense are recognised as they accrue using the effective interest method. Dividend income is recognised when the underlying securities are quoted ex-
dividend. Dividend income is presented gross of any non-recoverable withholding taxes, which are disclosed separately in the profit or loss. All other income and expenses
are accounted for on an accruals basis.
Translation of foreign currency
Foreign currency transactions during the year are translated into Hong Kong dollars at the foreign exchange rates ruling at the transaction dates. Monetary assets and
liabilities denominated in foreign currencies are translated into Hong Kong dollars at the foreign exchange rates ruling at the date of statement of assets and liabilities.
Exchange gains and losses are recognised in profit or loss.
Financial instruments
(i) Classification
All the investments including investments in the constituent stocks of the Index are acquired principally for the purposes of selling in the short term and are held for
trading. The Fund classifies all the investments as financial assets at fair value through profit or loss category. Financial liabilities that are not at fair value through profit
or loss include distributions payables, accrued expenses and other payables.
(i) Recognition

The Fund recognises financial assets and financial liabilities on the date it becomes a party to the contractual provisions of the instruments.

A regular purchase or sale of financial assets or financial liabilities at fair value through profit or loss is recognised on a trade date basis. From this date, any gains and
losses arising from changes in fair value of the financial assets or financial liabilities at fair value through profit or loss are recorded.

(i) Measurement

Financial instruments are measured initially at fair value (transaction price). Transaction costs on financial assets and financial liabilities at fair value through profit or
loss are expensed immediately.
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Notes on the Financial Statements (continued)

()

Subsequent to initial recognition, all trading instruments are measured at fair value.
(iv)  Fair value measurement principles

The fair value of financial instruments is generally based on their quoted market prices at the date of the statement of assets and liabilities without any deduction of
estimated future selling costs. Financial assets are priced at current bid prices while financial liabilities are priced at current ask prices.

Net gains on investments are included in profit or loss. Realised gains and losses on investments and unrealised gains and losses on investments arising from a
change in fair value are provided in note 6.

(v)  Derecognition

A financial asset is derecognised when the contractual rights to receive the cash flows from the financial asset expire, or where the financial asset together with
substantially all the risks and rewards of ownership, have been transferred.

Assets held for trading that are sold are derecognised and corresponding receivables from brokers are recognised as of the date the Fund commits to sell the assets.
A financial liability is derecognised when the obligation specified in the contract is discharged, cancelled or expires.
On derecognition of a financial asset, the difference between the carrying value of the asset and the consideration received is recognised in profit or loss.

Related parties

For the purposes of these financial statements, a party is considered to be related to the Fund if:

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

(i) the Fund and the party are subject to common control;
(iiiy  the party is a subsidiary, an associate of the Fund or a joint venture in which the Fund is the venturer;

(iv) the party is a member of key management personnel of the Fund or the Fund’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 Fund or of any entity that is a related party of the Fund.

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

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. Bank overdrafts that are repayable on demand and form an integral part of the Fund's cash management are included as a component of cash and cash
equivalents for the purpose of the cash flow statement.

Units in issue

The Fund classifies financial instruments issued as financial liabilities or equity instruments in accordance with the substance of the contractual terms of the instruments.

The Fund has one class of redeemable units in issue. This is the most subordinate class of financial instruments in the Fund and ranks pari passu in all material respects and
has identical terms and conditions. The redeemable units provide investors with the right to require redemption for cash at a value proportionate to the investor's share in the

Fund's net assets at each daily redemption date and also in the event of the Fund's liquidation.

A puttable financial instrument that includes a contractual obligation for the issuer to repurchase or redeem that instrument for cash or another financial asset is classified as
equity instruments if it meets the following conditions:

(i) itentitles the holder to a pro rata share of the entity's net assets in the event of the Fund’s liquidation;
(i) itisinthe class of instruments that is subordinate to all other classes of instruments;
(i) allfinancial instruments in the class of instruments that is subordinate to all other classes of instruments have identical features;

(iv)  apart from the contractual obligation for the Fund to repurchase or redeem the instrument for cash or another financial asset, the instrument does not include any other
features that would require classification as a liability; and

(v) the total expected cash flows attributable to the instrument over its life are based substantially on the profit or loss, the change in the recognised net assets or the
change in the fair value of the recognised and unrecognised net assets of the Fund over the life of the instrument.

The Fund's redeemable units meet all of these conditions and are classified as equity.
Segment reporting

An operating segment is a component of the Fund that engages in business activities from which they may earn revenues and incur expenses, including revenues and
expenses that relate to transactions with any of the Fund's other components, whose operating results are reviewed regularly by the chief operating decision maker to make
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decisions about resources allocated to the segment and assess its performance, and for which discrete financial information is available. Segment results that are reported to
the chief operating decision maker include items directly attributable to a segment as well as those that can be allocated on a reasonable basis. The chief operating decision
maker of the Funds is identified as the Manager, Hang Seng Investment Management Limited.

3 Taxation

No provision for Hong Kong Profits Tax has been made in the financial statements as the income of the Fund is exempt from taxation under Section 26A(1A) of the Hong Kong
Inland Revenue Ordinance.

Taxation for the year represents non-recoverable withholding tax on dividend income.

4 Financial instruments and associated risks

The Fund maintains investment portfolio in the constituent stocks of the Index as dictated by its investment management strategy, but is not limited to equity instruments. The
Fund's investment objective is to match, before expenses, as closely as practicable, the performance of the Index against which the Fund is benchmarked. The Manager primarily
adopts a replication strategy to achieve the investment objective of the Fund. When there is a change in the constituent stock of the Index or the weighting of the constituent stock
in the Index, the Manager will be responsible for implementing any adjustment to the Fund’s portfolio of stocks to ensure that the Fund'’s investment portfolio closely corresponds to
the composition of the Index and the weighting of each constituent stock. Details of such investments held as at 31 December 2010 are shown in the Investment Portfolio.

The nature and extent of the financial instruments outstanding at the year end date and the risk management policies employed by the Fund are discussed below.

(@) Market risk

Market risk arises when the fair value and future cash flows of a financial instrument will fluctuate because of changes in market prices and includes currency risk, interest
rate risk and price risk.

(i)  Currency risk
As all the financial assets and liabilities of the Fund are denominated in Hong Kong dollars, the functional currency, the Fund has limited exposure to currency risk.
(i) Interest rate risk
Interest rate risk arises from changes in interest rates which may inversely affect the value of interest bearing assets and therefore result in potential gain or loss to the
E;?d Except for bank deposits, all the financial assets and liabilities of the Fund are non-interest bearing. As a result, the Fund has limited exposure to interest rate
(ili)  Price risk

Price risk is the risk that the value of instrument will fluctuate as a result of changes in market prices (other than those arising from interest rate risk or currency risk),
whether caused by factors specific to an individual investment, its issuer or all factors affecting all instruments traded in the market.

The Manager constructs the portfolio through adopting replication strategy. The Fund is not actively managed and the Manager does not have the discretion to select
stocks or to take defensive position in declining market. Hence, any fall in the underlying index will result in a corresponding fall in the value of the Fund.

All investments of the Fund are constituent stocks of the Index listed on The Stock Exchange of Hong Kong Limited (“SEHK”). It is estimated that a 20% (2009:20%)
increase in the Index at 31 December 2010, other variables held constant, would increase the net assets attributable to unitholders by HKD 54,039,072 (2009: HKD
52,993,085); an equal change in the opposite direction would decrease the net assets attributable to unitholders by an equal but opposite amount.

(b)  Credit risk

Credit risk arising on transactions with brokers relates to transactions awaiting settlement. Risk relating to unsettled transactions is considered small due to the short
settlement period involved and the high quality of the brokers used. The Fund monitors the credit rating and financial positions of the brokers used to further mitigate this risk.

All of the assets of the Fund are safe-kept by HSBC Provident Fund Trustee (Hong Kong) Limited (the "Trustee"). Bankruptcy or insolvency of the Trustee may cause the
Fund's rights with respect to the assets safe-kept by the Trustee to be delayed or limited. The Manager monitors the credit quality of the Trustee by performing due diligence
annually.
All of the investments of the Fund are held by Hang Seng Bank Limited (the “Custodian”). Bankruptcy or insolvency of the Custodian may cause the Fund's rights with
respect to investments held by the Custodian to be delayed or limited. The Fund monitors its risk by monitoring the credit rating of the Custodian on an on-going basis. If the
credit rating of the Custodian deteriorates significantly the Manager will move the investments to another bank.
Majority of the cash held by the Fund is deposited with Hang Seng Bank Limited and the Hongkong and Shanghai Banking Corporation Limited (the “banks”). Bankruptcy or
insolvency of the banks may cause the Fund’s rights with respect to the cash held by the banks to be delayed or limited. The Fund monitors its risk by monitoring the credit
rating of these banks on a on-going basis. If the credit rating of these banks deteriorates significantly the Manager will move the cash holdings to another bank.
Other than outlined above, there were no significant concentrations of credit risk to counterparties at 31 December 2010 and 31 December 2009.

(c) Liquidity risk

Liquidity risk is the risk that the Fund will encounter difficulty in meeting obligations arising from its financial liabilities that are settled by delivering cash or another financial
asset, or that such obligations will have to be settled in a manner disadvantageous to the Fund.

The Fund's policy and the Manager's approach to manage liquidity is to have sufficient liquidity to meet its liability including estimated redemption of units, as and when due,
without incurring undue losses or risking damage to the Fund's reputation.

The Fund's Hong Kong Offering Document (“Offering Document”) provides for the daily creation and cancellation of units and it is therefore exposed to the liquidity of meeting
unitholder redemptions daily. All other financial liabilities are repayable on demand or have contractual maturities less than three months.
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The Fund's majority of financial assets are listed equity investments which are considered to be readily realisable as they are all listed on the SEHK. As a result, the Fund is
able to liquidate quickly its investments in order to meet its liquidity requirements.

The Fund's liquidity risk is managed on a daily basis by the Manager in accordance with the policies and procedures in place. The Fund's redemption policy allows
redemption to be made:
through participating dealers by any investor with a basket of constituent stocks of the Index and a minor cash component at a minimum of 50,000 units; and
through the Manager by the feeder fund, Hang Seng China Index Fund, with a basket of constituent stocks of the Index and a minor cash component or wholly with
cash at a minimum of 1 unit.

The Manager has the right to declare suspension of unitholders' right to redeem units under certain conditions, such as SEHK is closed; dealings on the SEHK or the Hong
Kong Futures Exchange Limited are restricted or suspended; or the Index is not complied or published, etc. in accordance with the Offering Document.

Capital management
The Fund's capital as at the year end date is represented by its redeemable units.

The Fund's objective in managing the capital is to ensure a stable and strong base to maximise returns to all investors, and to manage liquidity risk arising from the
redemptions. The Manager manages the capital of the Fund in accordance with the Fund's investment objectives and policies stated in the Offering Document.

There were no changes in the policies and procedures during the year with respect to the Fund's approach to its capital management.
The Fund is not subject to externally imposed capital requirements.

The amount and the movement of equity are stated in the statement of changes in equity. As the redeemable units are redeemed on demand at the unitholders' option, the
actual level of redemption may differ significantly from the historic experience.

5 Interest income

During the year, the Fund earned all its interest income from cash and cash equivalents.

6 Net gains on investments

During the year, the Fund disposed of equities and earned or incurred realised and unrealised gains and losses as shown on page 16.

7 Transactions with related parties

The following is a summary of transactions with related parties during the year which were entered into in the ordinary course of business and under normal commercial terms:

(@

(h)

Hang Seng Investment Management Limited (“HSIM"), a wholly-owned subsidiary of Hang Seng Bank Limited (“HSB"), which is a member of the HSBC Group, is the
Manager of the Fund. HSIM earns management fees at a maximum rate of 1% of net asset value per annum. HSIM received less than the full management fees to which it
was entitled from the Fund during the year and waived its right to the difference. Management fees are calculated as at each dealing date and payable monthly. Management
fees payable to the Manager at the year end date is HKD 126,583 (2009: HKD 124,313).

HSBC Provident Fund Trustee (Hong Kong) Limited, a member of the HSBC Group, is the Trustee of the Fund and earns trustee’s fee at a maximum rate of 0.15% of net
asset value per annum. The Trustee received less than the full trustee’s fee to which it was entitled from the Fund during the year and waived its right to the difference.
Trustee's fee is calculated as at each dealing day and payable monthly. Trustee's fee payable at the year end is HKD 21,733 (2009: HKD21,426). The Trustee also earns
fees for providing various other services to the Fund during the year as shown on page 16.

The Fund utilises the services of Hang Seng Securities Limited (*HSSL"), a wholly-owned subsidiary of HSB, in its purchase and sale of investments. Details of such
transactions executed and fees paid during the year are shown on page 16.

Also, the Fund utilises the services of HSB and pays securities expenses and safe custody charges for depository of securities and commitment fee on unused portion of
bank overdraft facility and the annual fee for the bank overdraft facility to HSB. Details of such fees paid during the year are shown on page 16.

Certain bank accounts are maintained with The Hongkong and Shanghai Banking Corporation Limited (‘HSBC") and HSB. The respective bank balances at 31 December
2010 were HKD 97,902 (2009: HKD 15,385) and HKD 2,339,131 (2009: HKD 1,492,732). The interest income earned from the HSB’s bank account during the year is HKD
151 (2009: HKD 81).

During the year, HSB charged service fees for handling dividend income amounting to HKD 6,421 (2009: HKD 5,614) for the Fund.

Hang Seng China Index Fund, a fund managed by HSIM invests in the Fund and earns the Fund’s distributions to unitholders. At the year end date, the fund held 1,135,330
units (2009: 1,081,384 units) of the Fund. During the year, distributions to unitholders earned by the fund were HKD 2,222,020 (2009: HKD 2,134,876) and distributions
payable to the fund at the year end date is HKD 1,018,827 (2009: HKD 719,234).

The Fund paid bank overdraft interest of HKD 3,046 (2009: HKD 311) to HSB during the year.

Hang Seng China Index Fund, a sub-fund under Hang Seng Investment Series managed by HSIM, subscribed 32,419 units (2009: 101,636 units) and redeemed 64,173 units
(2009: 27,500 units) of the Fund, at amounts of HKD 6,119,375 (2009: HKD 13,699,650) and HKD 10,995,902 (2009: HKD 5,227,750) respectively during the year.

8 Units in issue

For movements of units in issue, please refer to page 17.
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9 Reconciliation of Net Asset Values

The Trustee and the Manager would like to highlight that the principles for calculating the published unit price as set out in the Offering Document are different from those required
for calculating the net assets attributable to unitholders and hence the corresponding net asset value per unit for financial reporting purposes under HKFRSs. The net assets
attributable to unitholders as reported in the financial statements are therefore different from the adjusted total net assets for valuation purposes at the reporting dates. The

reconciliation between the net assets attributable to unitholders as reported in the financial statements and the adjusted total net assets for valuation purposes is shown in the table
on page 17.

10 Soft dollar commission

As regards to the Fund, the Manager has not entered into any soft dollar commission arrangements with brokers.

11 Fair value information

The Fund’s financial instruments are measured at fair value on the date of the statement of assets and liabilities. Fair value estimates are made at a specified point in time, based
on market conditions and information about the financial instruments. Usually, fair values can be reliably determined within a reasonable range of estimates. For certain other
financial instruments, including cash and cash equivalents, accrued expenses and other payables and distributions payable, the carrying amounts approximate fair value due to the
immediate or short-term nature of these financial instruments.

Valuation of financial instruments

The Fund's accounting policy on fair value measurements is detailed in accounting policy in note 2e(iv).

The Fund measures fair values using the three levels of fair value hierarchy defined in HKFRS 7, Financial Instruments: Disclosures, with the fair value of each financial instrument
categorized in its entirety based on the lowest level of input that is significant to that fair value measurement. The levels are defined as follows:

® Level 1 (highest level): fair values measured using quoted prices (unadjusted) in active markets for identical financial instruments

®  Level 2: fair values measured using quoted prices in active markets for similar financial instruments, or using valuation techniques in which all significant inputs are directly
based on observable market data

®  Level 3 (lowest level): fair values measured using valuation techniques in which any significant input is not based on observable market data.

All investments held by the Fund are listed on SEHK and their fair values are based on quoted market prices in active markets. For all other financial instruments, their carrying
amounts approximate fair value due to the intermediate or short-term nature of these financial instruments.

The table on page 17 presents the carrying value of financial instruments measured at fair value at the date of the statement of assets and liabilities across the three levels of fair
value hierarchy.

12 Segment information

The Manager makes strategic resource allocation on behalf of the Fund and determines operating segments based on internal reports reviewed which are used to make strategic
decisions.

The Manager considers that the Fund has one single operating segment based on one single, integrated investment strategy by investing in constituent stocks of the Index with the
objective to match, before expenses, as closely as practicable, the performance of the Index as stipulated in the Offering Document. There were no changes in the operating
segment during the year.

All revenues generated by the Fund are from listed equities. The segment information provided to the Manager is the same as that disclosed in the statement of comprehensive
income and statement of assets and liabilities.

The Fund is domiciled in Hong Kong. All of the Fund's income from investments is from equities listed in Hong Kong.

13 Possible impact of amendments, new standards and interpretations issued but not yet effective for the year ended 31 December
2010

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 year
ended 31 December 2010 and which have not been adopted in these financial statements.

Of these developments, the following relates to matters that may be relevant to the Fund's operations and financial statements:

Effective for accounting periods beginning on or after
HKFRS 9, Financial instruments 1 January 2013
Improvements to HKFRSs 2010 1 July 2010 or 1 January 2011

The Fund is in the process of making an assessment of what the impact of these amendments 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 Fund's results of operations and financial position.
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Performance of the FTSE China 25 Index and Hang Seng FTSE China 25 Index ETF
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From 1 January 2010 to 31 December 2010
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Investors should note that investment involves risks and not all investment risks are predictable. Prices of fund units may go up as well as down and past performance information
presented is not indicative of future performance. Investors should read the Hong Kong Offering Document of Hang Seng FTSE China 25 Index ETF (including the full text of the
risk factors stated therein (such as the arrangement in the event that the Hang Seng FTSE China 25 Index ETF is delisted)) in detail before making any investment decision.

24



1 AP FDB25H 8 T 38 - B FST e O B R Y e
Hang Seng FTSE China 25 Index ETF — Comparison of Daily Closing Price and Net Asset Value per Unit
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FTSE China 25 Index Constituent Stock Disclosure
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There was no index constituent stock oF the FTSE China 25 Index that accounted for more than 16% of the weighting of the Index as at 31 December 2010.
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Report on Investment Overwelght in Constituent Stocks of the FTSE China 25 Index by the Fund
F'12010F 1E[1F 1220105 12E[31F!
From 1 January 2010 to 31 December 2010
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As stated in the Hong Kong Offering Document of the Fund, if a representative sampling strategy is implemented when investing for the Fund, the Manager (Hang Seng

Investment Management Limited) will apply such strategy in accordance with the Fund’s relevant investment restrictions thereby enabling the Manager to overweight the
constituent stocks of the FTSE China 25 Index (the “Index”) relative to their respective weightings in the Index in accordance with the below limits.

Stock's weighting in the Index Maximum extra weighting to be allocated
Below 10% 49"

10%-30% 4%

30%-50% 3%

Above 50% 2%

! Where the weighting of a constituent stock in the Index is below 10% and if the total allocation to this constituent stock is still below 10% after allocating the maximum extra
weighting of 4%, the total allocation to it may be adjusted up to maximum of 10%.

During the period from 1 January 2010 to 31 December 2010, the Manager has complied in full with the above maximum extra weighting.
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