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THE ROLE OF THE FRC
MBERBIEE

To conduct independent investigations
into possible auditing and reporting
irregularities in relation to listed entities

MABBE LT QT A REEREE
EHRATHENTETRARABLAS

To enquire into possible non-compliance
with accounting requirements on

the part of listed entities

MM AR AJRERBERSET
RENEERBEM

— Accountability
TRIE

The Financial Reporting Council embraces the concept of accountability across
all aspects of its work by reporting actions, explaining decisions and being
answerable on resulting consequences. Three simple steps, but when they
are applied by the auditing profession and relevant regulators, they succeed in
raising standards of financial reporting and enhancing Hong Kong’s reputation
as a global financial centre.
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CHAIRMAN'S

STATEMENT

ong Kong's economy continued to perform well throughout 2010,

despite some external uncertainties, particularly in relation to interest rate
directions and US-Sino currency discussions. Investor confidence remained
steady and there were fewer than anticipated reports of corporate failures in
the ongoing aftermath of the 2008 financial crisis.

The Financial Reporting Council (FRC) nevertheless experienced a busy year in
both a reactive and proactive sense. There was a modest rise in the number
of modified auditors’ reports issued on the financial statements of listed
companies, adding to the workload of our review team. The number of
complaints lodged with the FRC dropped. However, at the end of the year,
investigation cases doubled in number as a result of large scale cases that
were carried over from the previous financial year and new cases taken on as
a result of apparent auditing irregularities identified in our proactive reviews
of modified auditors’ reports.

There is no doubt that the cases we are handling are increasing in both
quantity and complexity. As a result, the FRC is expanding in terms of staff
number. Our annual funding increased from HK$10 million to HK$16 million,
enabling us to refine the organization structure of the Secretariat of the FRC.
Over the year, we have appointed new Council members and a new Chief
Executive Officer (CEQ), as well as new members on our Advisory Panel and
Financial Reporting Review Panel (FRRP). Without doubt, we have in place a
strong team capable of meeting future challenges.

Strategic development
The objectives set out in the Strategic Plan 2010-2012 have been further
developed and focus on four specific areas:
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The combination of the FRC's strong working relationships
and consultation processes involving other regulators
ensures that our work is both complementary and
productive. As a result, investor confidence is assured.

MBRERRESEERBRIBEEEWERE - BAMRIH
TEMEEAER - EABRERANE - RMNEESHFER - &
SHRESREETRELD -

Sophia Kao chairman
SRS TE

Proactive regulation: We continue to identify issues of non-compliance
through the review of modified auditors’ reports. To enhance the
effectiveness and the coverage of our review process, a new risk-based
financial statements review programme was developed. This extends our
original scope of work from January 2011 to include the review of financial
statements with unqualified auditors’ reports. While most of our cases will be
selected as part of specific themes that we may be focusing on at the time,
some of our cases will be selected randomly from any listed company.

Operational excellence: The success of the FRC's model for independent,
proficient and impartial performance largely rests on our well-established
procedures, which are regularly reviewed and developed. We will continue
to enhance operational procedures to complement an extended scope
of work, particularly in the context of the risk-based financial statements
review programme and the implementation of a new scheme that allows
Mainland incorporated companies listed in Hong Kong to prepare their
financial statements using Mainland accounting standards and to engage
the services of approved Mainland audit firms (Scheme). The Process Review
Panel (PRP) undertook a review of our handling of cases for 2009 to ensure
that actions taken and decisions made adhered to and were consistent with
internal procedures and guidelines. The PRP targets to publish its annual
report in March 2011.

Public engagement: We continue to build and maintain a strong affiliation
with the accounting and auditing profession. This has been achieved through
participation in local and international conferences, seminars and forums. A
comprehensive corporate communications programme was developed to
engage other stakeholders including listed companies, relevant regulators
and members of the public. The programme includes presentations to listed
companies and other professional bodies, radio advertising and regular
communication with stakeholders through e-newsletters.
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Independent audit oversight: The topic of independent audit oversight
is fast gaining traction in Hong Kong. There is an active debate among
the accounting and auditing profession and within the media on whether
Hong Kong should adopt this practice. To obtain a better understanding
of the latest development, the FRC has studied overseas independent
audit oversight bodies in nine jurisdictions. We have compared functions
as well as the degree of collaboration between audit oversight bodies and
both domestic and international regulators. We will continue to monitor
developments and provide information to the Government on trends and
best practices. Meanwhile, as at the end of 2010, there were 12 listed
companies audited by overseas auditors and this number is expected to rise.
We will remain alert to any regulatory challenges which may arise in this
regard. International regulatory collaboration and information sharing are
important in the regulation of these companies. It is significant that the Public
Company Accounting Oversight Board in the United States and the European
Commission have been promoting information sharing and cooperation
among regulators.

Collaboration with other regulators

The FRC is one of a number of regulatory authorities regulating Hong Kong
listed companies and their auditors. To be effective, a clear understanding of
roles is vital. For this reason, we maintain close communication with other
regulatory organizations. | am pleased that the frequency of our inter-agency
meetings has increased and we are refining ways in which we can coordinate
reviews of financial statements. We have also explored the possibility of
issuing joint publications and organizing joint seminars to enhance public
education. It is also important that the FRC does not duplicate the work of
other regulators. Through our strong working relationships and a process of
consultation with all regulatory bodies, we ensure our work is complementary
and productive. This template for cooperation will continue to inspire
investor confidence.

The December 2010 announcement by the Hong Kong Exchanges
and Clearing Limited of the implementation of the Scheme has a clear
impact on our work. We will ensure that our operational teams are
well-versed in Mainland accounting standards. It should be noted that
these standards have substantially converged with International Financial
Reporting Standards. By proactively drafting and signing the Memorandum
of Understanding with the Ministry of Finance (MoF), we have established a
system designed to foster cross-border cooperation on cases. The FRC and
the MoF are developing detailed work processes and guidelines to implement
the Scheme.
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Our team

I am immensely proud of the way our organization is evolving. We have
a strong team of people and our ongoing professional development
programmes ensure the quality of work remains at a distinctively high level.
Throughout the past year, training programmes and overseas conferences
have been used to keep staff abreast of the latest accounting and auditing
standards and their implementation.

Three new Honorary Advisers, Mr. Nicholas Allen, Mr. Roger Best and
Mr. Francis Ching, joined our Advisory Panel in August 2010. Together
with Mr. Stephen Chang, this brings the number of our advisers to four. This
highly experienced panel will continue to offer guidance in cases involving
auditing irregularities.

As a result of the surge in the number of investigations handled during the
year, we have hired consultants and employees on short-term contracts
to cope with the increase in workload. A team has been formed to deal
with the new risk-based financial statements review programme. We have
also strengthened staff resources to handle a rapidly evolving corporate
communications programme.

Acknowledgements

| have no doubt that the work of the FRC remains critical to the viability of
Hong Kong as a global financial centre. In a year that has heralded changes
and initiatives, | would like to record my appreciation of the efforts of our new
CEO, Dr. PM. Kam and his staff who, through their commitment to the FRC’s
goals, ensure we fulfil our statutory duties and deliver quality outcomes.

Council members have continued to actively participate in the Council’s
business during the year and, as an organization operating in a constantly
evolving environment, we benefit from their wise counsel. Time and advice
are also offered unstintingly by the members of our Advisory Panel and
the FRRP.

It is this team of people — staff and advisers alike — that enables the FRC
to undertake and successfully complete an extraordinary range of relevant
investigations and enquiries.
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he strength of the Financial Reporting Council (FRC) is largely based on

the operational and administrative systems that have developed over
the past years. This is a credit to my immediate predecessor Mr. M.T. Shum
and enables us, as a regulatory organization, to handle the challenges of the
Hong Kong marketplace with confidence.

2010 marks an increasingly busy period for the FRC. | am pleased to
report that we have made tremendous progress across key areas of our
expanding mandate.

Operational review

Review of complaints

During 2010, we received nine complaints, of which three came from
members of the public, while six were lodged by other regulators
and law enforcement agencies. Of these complaints, two related to
auditing or reporting irregularities and seven involved both auditing
irregularities and non-compliance with accounting requirements. The FRC
deals with each complaint professionally and within the parameters of
established policies and procedures. By the end of 2010, two cases were still
under review and both of them were less than six months old.

Review of modified auditors’ reports

During the year under review, 142 modified auditors’ reports were published.
This number means that approximately 10% of the auditor’s reports on
financial statements of Hong Kong listed companies in 2010 were modified.

All modified auditors’ reports issued in 2010 were screened by the FRC. Out
of all these reports, 54% related to emphasis of matter with no apparent non-
compliance with accounting requirements, whilst 46% contained a qualified
opinion or a disclaimer of opinion. Approximately 28% of all modified
auditors’ reports issued involved insufficient information and 10% related to
the lack of proper books and records. We are of the view that some of these
qualifications can be eliminated through early communication and discussion
involving the auditors, the audit committees and company management to
enable a better understanding of the accounting issues. Sufficient time must
also be allowed so that the required information can be gathered.
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This is my first Annual Report during my tenure as the CEO
of the FRC, my work in the coming years is anticipated
to be challenging with the widened scope of our review
work and the changing regulatory environment.
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P.M. Kam chief Executive Officer
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We have identified five cases of potential non-compliance with accounting
requirements and two cases with both non-compliances and auditing
irregularities, which resulted in the initiation of one enquiry and two
investigations. In all other cases, we advised the listed companies and the
auditors of the review findings and suggested improvement measures or
referred the cases to other regulators for possible follow-up action. By the
end of 2010, five modified auditors’ reports were still under review.

New risk-based financial statements review programme

The FRC has widened its scope of review in this area with the introduction of
a new risk-based financial statements review programme which will come into
effect in January 2011. As a result, in addition to reviewing issues identified
in modified auditors’ reports, the FRC will also perform comprehensive
review of entire sets of financial statements selected from various categories.
Financial statements with modified auditors’ reports and those with alleged
non-compliance with accounting requirements or auditing irregularities
based on news from the media are two of the categories. We will also select
financial statements of newly listed companies and companies which have
changed auditors for review. Certain financial statements will be selected for
review based on a specific accounting theme or an industry focus.

Under this review programme, any listed company can be selected for review.
For the 2011 operational year, we expect to review the financial statements of
approximately 5% of the listed companies.

Investigations

In August 2010, the FRC published its second investigation report in relation
to the audit of the consolidated financial statements of a listed company.
This investigation was initiated in September 2009. Based on its findings,
the FRC's Audit Investigation Board has expressed the view that the auditor
should have modified the audit opinion in its report in accordance with the
relevant auditing and assurance requirements, given the non-compliance with
accounting requirements in the financial statements of the listed company.
The non-compliances identified included the non-disclosure of a description
of the factors that contributed to a cost that results in the recognition of
goodwill, the non-recognition of deferred tax liabilities on taxable temporary
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differences arising from fair value adjustments on the intangible assets of
subsidiaries acquired, and the overstatement of impairment loss on goodwill
in the financial statements of the listed company. The investigation report
was referred to the Hong Kong Institute of Certified Public Accountants
in August 2010.

By the end of 2010, seven investigations were in progress. Three were
initiated at the end of 2009 whilst the other four were initiated during 2010.
The majority of these investigations will be completed in 2011.

Enquiries

In March 2010, we published a report of an enquiry conducted after potential
non-compliance issues were identified during our review of modified auditors’
reports. The enquiry was in relation to the measurement of the value in
use of, and the impairment loss in relation to, certain assets in the listed
company’s financial statements. The value-in-use calculations were not
performed in accordance with the relevant financial reporting standards. The
FRC had written to the listed company requesting it to revise the value-in-
use calculations and the listed company made prior year adjustment in its
subsequent financial statements. This is a clear reflection of the FRC's role in
helping to uphold financial reporting standards in Hong Kong.

Two enquiries were initiated in November 2010 and, at the end of 2010, both
remained in progress.

Interaction with Mainland authorities
The Chairman has reported that Mainland and Hong Kong regulators have
jointly developed a scheme to provide Mainland incorporated companies listed
in Hong Kong with the option to prepare their financial statements using
Mainland accounting standards and have them audited by approved Mainland
audit firms using Mainland auditing standards (Scheme).

The Scheme was developed on the basis that accounting and auditing
standards for business enterprises in the Mainland have now substantially
converged with the financial reporting and auditing standards of Hong Kong.
Following the introduction of the Scheme, financial statements prepared
in accordance with Chinese Accounting Standards for Business Enterprises
are now subject to the FRC's proactive review under its risk-based review
programme. FRC signed a Memorandum of Understanding with the Ministry
of Finance (MoF) in 2009, which established a framework for investigative
cooperation. The FRC could investigate, through the MoF, potential auditing
irregularities in relation to Mainland auditors of Hong Kong listed companies.
As a result, we anticipate increased interaction with the Mainland authorities
in the exchange of views and knowledge. This will, in turn, enhance cross-
border audit oversight and ensure that audit firms serving listed issuers are
competent in providing audit services.

Financial review

For the 2010 financial year, the annual contribution from the four funding
parties was increased to HK$16 million. Compared with a deficit of
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approximately HK$50,000 in 2009, the FRC recorded a surplus of HK$4.2
million in 2010. There was an increase in interest income of HK$0.2 million,
mainly due to improved management of time deposits. Total expenditure
for the year stood at HK$12.0 million (2009: HK$10.1 million). The major
expenditure items were staff costs of HK$10.6 million (2009: HK$8.8 million)
and legal and professional fees of HK$0.6 million (2009: HK$0.4 million).
The increase in staff cost was attributable to the addition of new staff and an
annual pay adjustment. The accumulated surplus as at 31 December 2010
was HK$31.5 million (2009: HK$27.3 million).

Staff training and development

Staff professional development is critical to the organization’s ability to
meet the changing demands of its regulatory role. As a result, we continue
to ensure that team members are familiar with the latest developments
in accounting and auditing practice as well as changes to the regulatory
framework within which we operate. In 2010, internal workshops and
international forums have been the key medium for training. We have also
conducted a number of industry-focused technical training sessions for our
staff. | am confident that we have the expertise, understanding and the team
culture necessary to operate effectively.

| also firmly believe that a stable and competent team is a prerequisite for
outstanding performance. We have developed a system that focuses on the
maintenance of a viable work-life balance to attract and retain talent. The
FRC is proud that it is regarded as a family-friendly employer. We have also
continued to promote a green workplace and to use resources efficiently. This
includes printing key documents such as our Annual Report on recycled paper
and using air conditioners and lighting systems with care.
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This is my first Annual Report during my tenure as the Chief Executive Officer
of the FRC and | thank all colleagues for their generous support. | would also
like to express my appreciation to the Chairman and Council Members, our
Honorary Advisers, and members of the Financial Reporting Review Panel
and Process Review Panel. Their wise guidance and professional advice has
enhanced the standard of our work.

As a regulatory organization, the FRC will, in the broader interests of Hong
Kong, continue to verify and validate, challenge and question. This is the
nature of our work and | am confident that we have the policies and the
resources in place to deliver effective outcomes.
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FRC MEMBERS
R ERFRE
B

Chairman E£/&

1 Ms. Sophia Kao, S.BS., J.P
B2 4 t,sBS., JP

Members K&

2  Mr. Moses Cheng, G.BS., J.P
BRRE K4, GBS, IP

3 Mr. Chew Fook Aun
BARZEE

4  Mr. Martin Hadaway, J.P
BEEREE, P

5  Mr. Edward Kwan
=P e

6  Hon. Mrs. Sophie Leung, GB.S., J.P
RBFXFEE, GBS, JP

7  Mr. Albert Li
TEHELE

8  Mr. Michael Scales
i N e

9  Ms. Ada Chung, J.P. (ex-officio)
BB LT, 1P (BAKE)

10 Dr. P.M. Kam (ex-officio)
HEXEL (24%2)
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FRC MEMBERS
MBEHRFR XS

Chairman

Ms. Sophia Kao, SBS., J.P

(From 1 December 2006. Current appointment expires on 30 November
2012.)

Ms. Kao possesses rich experience in human resources management, and was
a lay member of the council of the Hong Kong Institute of Certified Public
Accountants (HKICPA) from December 2004 to November 2006. She is now
the chairperson of the Women’s Commission.

Members

Mr. Moses Cheng, GBS., J.P

(Appointed on 1 December 2006 on nomination of the Hong Kong Exchanges
and Clearing Limited (HKEx). Current appointment expires on 30 November
2012.)

Mr. Cheng is the senior partner of PC Woo & Co. He is a director of the HKEx
and has extensive experience in the Listing Committee of The Stock Exchange
of Hong Kong Limited.

Mr. Chew Fook Aun

(Appointed on 1 December 2009 on nomination of the HKICPA. Current
appointment expires on 30 November 2012.)

Mr. Chew is an executive director and the group chief financial officer
of Esprit Holdings Limited. He has over 25 years of experience in
accounting, auditing and finance in the United Kingdom and Hong Kong. He
was a vice president and a former council member of the HKICPA. He is a
certified public accountant and a fellow member of the Institute of Chartered
Accountants in England and Wales and of the HKICPA. Mr. Chew is a
member of the advisory committee of the Securities and Futures Commission
(SFC), the corruption prevention advisory committee of the Independent
Commission Against Corruption and the standing committee on company law
reform of the Hong Kong Companies Registry.

Mr. Martin Hadaway, J.P

(From 1 December 2006. Current appointment expires on 30 November
2012))

Mr. Hadaway was formerly the chief executive of Gammon Construction
Limited and is presently the chief executive of Asia Clean Capital. He is
a fellow of the Hong Kong Institution of Engineers and a member of the
Chartered Institute of Building.

Mr. Edward Kwan

(From 1 December 2009. Current appointment expires on 30 November
2012))

Mr. Kwan was formerly the chief executive officer of HSBC Broking Services
(Asia) Limited. He is presently a member of the Securities and Futures Appeals
Tribunal and the Hong Kong Scout Foundation Management Committee,
and a fellow member of the Hong Kong Securities Institute. He is also the
honorary treasurer of the Hong Kong Federation of Youth Groups.
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Hon. Mrs. Sophie Leung, GBS, J.P

(From 1 December 2006. Current appointment expires on 30 November
2012.)

Mrs. Leung is a member of the Legislative Council representing the
Textile and Garment constituency and the chairperson of The Young
Entrepreneurs Development Council.

Mr. Albert Li

(From 1 December 2009. Current appointment expires on 30 November
2012.)

Mr. Li is a certified public accountant. He was formerly a partner of KPMG
Hong Kong and his main responsibilities were technical advisory and audit.
He had served as an Honorary Adviser of the Financial Reporting Council (FRC).

Mr. Michael Scales

(Appointed on 19 January 2009 on nomination of the SFC. Current
appointment expires on 30 November 2012.)

Mr. Scales was the corporation secretary of The Hongkong and Shanghai
Banking Corporation Limited until May 2010. He served as a member of
the Standing Committee on Company Law Reform, SFC Share Registrars
Disciplinary Committee and SFC Dual Filing Advisory Group. He is presently
a director and honorary secretary of the Ebenezer School and Home for the
Visually Impaired.

Ms. Ada Chung, J.P. (ex-officio)

(From 1 October 2007.)

Ms. Chung, the Registrar of Companies, is a certified public accountant and
a barrister-at-law. As a representative of the Financial Secretary, Ms. Chung
is an ex-officio council member of the HKICPA. She is also a fellow of the
Hong Kong Institute of Chartered Secretaries and the Hong Kong Institute of
Directors. Before her appointment as the Registrar in August 2007, she was a
Deputy Law Officer of the Department of Justice.

Dr. P.M. Kam, (ex-officio)
(From 1 April 2010. Current appointment expires on 31 March 2013.)

Dr. Kam is the Chief Executive Officer (CEO) of the FRC. He is a certified
public accountant and was the group financial controller of Jardine Matheson
Limited. Dr. Kam is currently a member of the IFRS Advisory Council of
the International Accounting Standards Board. He was the president of the
then Hong Kong Society of Accountants (now renamed the HKICPA) in 1999
and 2000.

Mr. M.T. Shum, S.B.S. (ex-officio)
(From 1 February 2007 to 31 January 2010.)

Mr. Shum was the CEO of the FRC and retired on 1 February 2010. He is a
certified public accountant and was the Director of Accounting Services from
February 1999 to October 2003. He served as an ex-officio council member
of the then Hong Kong Society of Accountants (now renamed the HKICPA)
for over four years.
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he Financial Reporting Council (FRC) has continued to strengthen a

comprehensive framework of guidelines and procedures to support
its corporate governance policies. This framework promotes integrity,
proficiency, independence, impartiality, accountability and transparency. To
ensure that each of these goals is achieved, we have put in place a clearly
defined structure of governance that provides our governing Council, its
committees and the Secretariat of the FRC (Secretariat) a clear oversight of
control processes and operational management.

Over the past three years, we have developed a system of independent checks
and balances on the work we undertake. This, together with a recognized
code of conduct and reliable internal controls and processes, guarantees that
our cases are handled professionally and in a principled manner. In addition,
we have committed to corporate communications practices that cover the
timely sharing of information.

In @ move to remain at the forefront of corporate governance, we have adopted
the best practices issued by the International Federation of Accountants and
drafted specifically for governance within the public sector.

Going forward, with the scheme that allows Mainland incorporated
companies listed in Hong Kong to prepare their financial statements using
Mainland accounting standards and to engage the services of approved
Mainland audit firms becoming effective in December 2010, we will be
increasing our cooperation and exchanges with the Ministry of Finance (MoF).
It is expected that our procedures in relation to cross-border mutual assistance
with the MoF will be further enhanced to ensure the effectiveness and
efficiency of our oversight function in this area.

The Council

The FRC is governed by Members of the FRC who operate as a Council. There
are currently 10 Members, the majority of whom, including the Chairman,
are non-accounting professionals as required by the Financial Reporting
Council Ordinance (FRC Ordinance). Eight of the 10 Council Members are
appointed by the Chief Executive of the Hong Kong Special Administrative
Region. Three of these appointed members are nominated by The Hong
Kong Exchanges and Clearing Limited (HKEx), the Hong Kong Institute
of Certified Public Accountants (HKICPA) and the Securities and Futures
Commission (SFC). Both the Registrar of Companies, or her representative,
and the FRC's Chief Executive Officer (CEQ) are ex-officio members of the
Council. The membership composition, with a majority of laypersons, ensures
the independence of the Council in carrying out its important functions.

Our CEQ’s appointment by Government is based upon the recommendation
of the Council. We applied a highly professional process to identify and
appoint our new CEQ in early 2010. The CEO and his Secretariat successfully
manage the operations of the FRC and provide comprehensive information to
Council Members who provide directives to the CEO and the Secretariat and
observe the performance of the organization’s statutory functions.

The Council meets once every two months and holds additional meetings as
and when necessary to deliberate upon and reach decisions about important
policies and strategies. It also resolves matters by circulation of papers. The
Council held seven meetings in 2010 and the proceedings of meetings were
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CORPORATE GOVERNANCE
BER

set out under the FRC Ordinance. The financial statements of the Council and
progress reports on cases are also submitted to the Council for information
and review at the meetings. The format of progress reports was amended to
include a chronology of each case such that Council Members could have a
better understanding of the progress of each case.

ERCHIBER B P I8 - KB %W
REEAREEREONEG LIEZ - UHEKES2ZE
KER - EERENBARFAGIEENR - ER
BRERNEF  EREERDEESRERD
ER -

Number of meetings BEXE 7

Ms. Sophia Kao, S.B.S., J.P. (Chairman) S8+, SBS., JP (F/E) 717 100%
Mr. Moses Cheng, G.B.S., J.P. BRELAE, GBS, J.P 4/7 57%
Mr. Chew Fook Aun e E 6/7 86%
Mr. Martin Hadaway, J.P. BEER &L, JP 5/7 71%
Mr. Edward Kwan BB ESE 717 100%
Hon. Mrs. Sophie Leung, G.B.S., J.P. RRFHZEE, GBS, JP 6/7 86%
Mr. Albert Li FEESE 777 100%
Mr. Michael Scales i Nt 5/7 71%
Ms. Ad.a. Chung, J.P. or her representative fi%@f%;lzi JP R ERE 217 100%
(ex-officio) (BARKE)

Dr. PM. Kam, Mr. M.T. Shgm, S.B.S. or HT@‘XT@:@E;‘MK%%E, S.B.S.3 717 100%
Ms. Velma Cheung (ex-officio) (Note) REHLT(ERKE)(E)

Average attendance at meetings EHSEHER 87%

Note: Mr. M.T. Shum retired as CEO with effect from 1 February 2010
and Dr. PM. Kam was appointed as CEO on 1 April 2010. Ms.
Velma Cheung was appointed as the acting CEO for the period from
1 February 2010 to 31 March 2010.

Council Members are legally bound to declare any interest they may have in a
case. During 2010, we reviewed our procedures in relation to the declaration
of conflict of interest and refined our policy regarding cases referred by the
HKEX, the HKICPA and the SFC. It was concluded that Council Members who
were present during the deliberation by these organizations, or took part in
any decision of these organizations, with respect to the referral of cases to
the FRC, would be regarded as having interest in the case. These Council
Members could not (a) be present during any deliberation by the Council, (b)
take part in any decision of the Council, or (c) be given any documents related
to the matter in accordance with the FRC Ordinance.

Committees have been established to advise the Council in specific areas
including staff remuneration, corporate communications, procurement and
operational matters whilst ensuring that the Council itself retains overall
understanding and control. During the year, the name of the Operations
Committee was changed to Operations Oversight Committee (OOC) to better
reflect its responsibilities in providing oversight and direction to the Secretariat
in the handling of cases. Moreover, the OOC’s involvement in providing
advice on cases has increased. In addition to providing comments on draft
investigation and enquiry reports, the OOC is also tasked with considering
whether investigations and enquiries should be initiated based on results of
the Secretariat’s initial review of complaints or review of modified auditors’
reports. The experience and expertise of the Committee Members, and their
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greater involvement, have facilitated the Council to make decisions on cases
in a more effective and efficient manner.

Accountability and audit

The FRC adheres to a strict audit process which starts with the preparation of
the annual budget by the Secretariat and endorsement by the Council. The
Secretary for Financial Services and the Treasury then reviews and approves
the organization’s annual estimation of income and expenditure. The financial
statements are subject to an official audit by the Government’s Director of
Audit and annual reports are submitted to the Secretary for Financial Services
and the Treasury and tabled in the Legislative Council.

We aim for the highest standards of corporate governance. Our work is
subject to the scrutiny of a Process Review Panel which ensures that cases that
come before the FRC are handled in accordance with established procedures.

Internal controls

We have continued to maintain an internal control system that is effective
with a clear organizational structure, defined authority and proper segregation
of duties. We assign a director to take charge of each case from the moment
inquiries commence and at least one other director to review all case material
before any decision is made or action is taken.

We continue to monitor policies and guidelines that cover personnel
administration, procurement, authorization of transactions and the
safeguarding of the FRC's assets.

Code of conduct

With almost four years of operations behind us, the FRC has developed a
recognized culture and a set of values that fully support effective corporate
governance. All staff members strictly adhere to the FRC's Code of Conduct
when undertaking any role on our behalf. The Code of Conduct specifies
standards to be followed in areas that may involve conflicts of interest,
confidentiality of information, personal investments and data protection. This
includes regular declarations of their own and their spouse’s investments and
notifications in case of changes in holdings.

The Code of Conduct is reviewed and updated on a regular basis to ensure
that it remains consistent with the best practices currently undertaken across
the areas in which we operate. In 2010, the policy regarding the disposal
of gifts received by our employees was further enhanced by introducing a
requirement to complete declaration forms on gifts received.

Maintaining communication channels

The FRC is a statutory body charged to perform in a critical area of business
in the interests of the public. We recognize the importance of transparency
and accountability. With this in mind, we have adopted an “Access to
Information” policy which outlines the procedures for members of the
public to access information and the limitations that need to be imposed
on that access. This is a sensitive area, but we have worked hard to attain
a balance between privacy of information and access to public records.
Complaint statistics and annual reports are publicly released on a timely
basis. Investigation and enquiry reports are placed on our website as soon as
they are adopted by the Council. The “Access to Information” policy is also
available on our website.
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STATISTICS AND ANALYSIS OF REVIEWED CASES

EREERNGTEHT RERD

Review of complaints

Throughout the year, the Financial Reporting Council (FRC) continued to
receive a steady flow of complaints, all of which were examined carefully
before a decision was made. Progress on the review of complaints for the
period from 1 January 2010 to 31 December 2010 is as follows:

ERIRR

RIS 3B A R A0 1R 3F (R A R
5T BRSERBFRTE A REMAR
o m=F-BF—A-AET-A=t—A"
AREIRF AT -

Complaints received
BENTRF

Complaints requiring no
follow-up action'
SRETRRRETE

Complaints under review
MR FEEH P

Complaints requiring
follow-up action’
PSR BERERETTE)

Complaints referred to specified
enforcement agencies’

MR T IR AR

Enquiry initiated*
—rEHEER

Investigations initiated®
R B A

Notes:

1. After the FRC reviewed the complaints by reference to the material provided by the respective
complainants and the additional information obtained from the parties concerned, it considered that the
complaints had no merit or the parties concerned had provided satisfactory explanations to support that
there were no auditing or reporting irreqularities, or non-compliance with accounting requirements.

2. After the review of complaints by reference to the material provided by the respective complainants and the
additional information obtained from the parties concerned, the FRC identified four complaints requiring
follow-up actions. In one of the complaints, the FRC identified both potential non-compliance with
accounting requirements and auditing irregularities. Hence, an enquiry and an investigation were initiated
based on one single complaint. As a result, the total number of follow-up actions taken was greater than
the number of complaints requiring follow-up action.

3. These cases were referred to specified enforcement agencies for follow-up action.

4. The FRC identified potential non-compliance with accounting requirements in one of the complaints.
Hence, an enquiry was initiated and it was in progress at the end of the year.

5. The FRC identified potential auditing irreqularities in two complaints. Hence, investigations were initiated
and they were in progress at the end of the year.
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Analysis of complaints received

BERNRREZRED

1.

Stock markets on which companies involved in complaints
are listed
BRI R B E B IRE TS

91 Main Board F#R
@’ GEM Board B4R

9 Total #2Z

The total number of companies listed on the Main Board as at 31 December
2010 s 1,244.

R-FE—FFF-A=1—H  GEFREE LT JEEE—F B0 1H
EL

The total number of companies listed on the GEM Board as at 31 December
2010 s 169.

R-FE—ZBFEF-F=+—H  FEIFREEL TR CEEE—ENT
o

~

Nature of complaints
REFIEE

Auditing irregularities

FETHENTNETR

Both auditing irregularities and non-compliance
with accounting requirements

RESRBATNETARTEREHREER
9 Total 4

2. Source of complaints
FEF AR

Anonymous

ExAL

Members of the public
RRAE

Government bodies and specified enforcement agencies

BT AR I FE BT TR

Sl I~

Total 4281

4. Size of accounting firms involved in complaints
B RAR R G R THYAR AR

Big 4 FURE&HANT

Medium firms (with 6 or more partners/directors)
PAIEHAIIT (B 6 BIALMERA/ES)
Small firms (with 5 or less partners/directors)

PNEETENTT (B S BRHU THABA/ES)

Both Big 4 and small firm
R % & AR & 5HEmTT M/ N & EHRRTT

2]
o
2]
o

Total 428k
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EEEEERNGTHFRERD

ERFERBERNZEMBRE
H-ZEZ—ZTF—F—HBZ+-_A=1+—8 " E£H
IFERBE R ZBARENEZOT -

Review of modified auditors’ reports
Progress on the review of modified auditors’ reports for the period from
1 January 2010 to 31 December 2010 is as follows:

Modified auditors’ reports issued and screened’
ERMA—A N+ M EBMHIFEREE RIZERR

22

& feh R

Modified auditors’ reports requiring no further review'
AT M IEERBER MBS BT EE—SER

Modified auditors’ reports requiring further review'

+

TEHHEEREERRBEAREFTEEE—SEN

Modified auditors’ reports
under review

HMIEEMRBE RZHBARE
e il

Modified auditors’ reports

REMBHREURETE)

requiring no follow-up action’
NT=HEEREE RAZEAD

Modified auditors’ reports
requiring follow-up action’
EMIFERBEE RZHA RS
FERMBETE’

Notified specified
enforcement agencies®

M= IEEREB B RIZEAR
EB RS ERARITHE

Enquiry initiated®
—REMEH

Notes:

1. All modified auditors’ reports issued were screened by the FRC. No review was performed when the
modification was related to an emphasis of matter with no apparent non-compliance with accounting
requirements. Reviews were performed on all other modified auditors’ reports.

Investigations initiated®
G

AAE -

1.

B BRI BT R B R RIS - P IEL B o
BT ERBEIRIBHEMER - MAEHFRILRE AR TE
WEFAFBEMFER - M HERBE BT HRRE TR
e B EE—FS -

2. No follow-up action was required as no potential non-compliance with accounting requirements 2. BARRE RIS HTEN ST ER » B EER#E—H
was identified. 78 ©

3. After the review of modified auditors’ reports by reference to the additional information obtained from the 3. HIHERBFEHEGBA LIECBHIIERE  REF— 15 IFER
parties concerned, the FRC identified five modified auditors’ reports requiring follow-up actions. In one of the BELBBHMFES  BHEHEEATETTH BLTETTA
modified auditors’ reports, the FRC identified potential auditing irregularities in relation to the audits of the 72 5] B2 R EET K F B 7 Bl T A @ 51 A 7T B 5 981 75 2R
financial statements of a listed company for two previous financial years by two different accounting firms. FEE - AUt AERZ G IEREE BRI HREAERERT
Hence, two investigations were initiated based on one modified auditor’s report. As a result, the total number of PRAETLIE - BT8R 7T B2 H 2R T AR B 7T B
follow-up actions taken was greater than the number of modified auditors’ reports requiring follow-up action. FHERE B BIZ AR &2 H -

4. After the review of the modified auditors’ reports, the FRC identified possible fraudulent transactions and 4. BIHKIERSGEMIHRE ELZHMREE  BEASHEFRL
wrote to a specified enforcement agency to draw its attention to the cases. 5 EHRAE BRI T

5. After the review of a modified auditor’s report, the FRC identified potential non-compliance with 5 BIBERGEMHIERE T ZIZENREHE B SHETEH
accounting requirements. Hence, an enquiry was initiated. BEMTEHFEE - AilEHZ -

6. After the review of a modified auditor’s report, the FRC identified potential auditing irregularities in relation 6. HFEHRBEMEF —HIHEREERZHMFLE  FHHE

to two auditors. Hence, two investigations were initiated.

Financial Reporting Council  Annual Report 2010
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Analysis of modified auditors’ reports reviewed
CEHNFEREZRZBEIREN D

1.

Stock markets on which companies/securities with 2. Size of accounting firms involved in the issuance of
modified auditors’ reports are listed modified auditors’ reports

BEGERREE ARHMMEN AR/ BHEE ETRERE BRIIFBEREBRZEEMBENSHMITHRER
ik

@‘ Main Board £
(5’ GEM Board AI%1R
142 Total 488

This includes 96 modified auditors’ reports on financial statements of listed
companies and one modiified auditor’s report on financial statements of listed

O ©0

Big 4 A& HTAITT

Medium firms (with 6 or more partners/directors)

PREFETT (B 6 BIALNERA/ES)

Small firms (with 5 or less partners/directors)

PNEREERITT (B S REU THABA/ESR)

securities. The total number of companies and securities listed on the Main
Board as at 31 December 2010 are 1,244 and 7,730 respectively.
BN L TR RIS IR Z ) IR BB R AL AR5 R — 17 L 856
BIRENHEREBFRIZEIRE - R-CF—FFF_A=+—H L Kk#H
MEETTHIA B RAFH B DS —TF = BATHRRETFEE=117 °

The total number of companies listed on the GEM Board as at 31 December
2010 is 169.

R-FE—FFF-A=+—H  FEEREEL TR EIEEE—ENTN
EL

N
N

~

Total #88%

Types of modification 4. lIssues related to the modification
EMREE R B mENEE FEMIRE B R B s i kAR

2%

@ Emphasis of matter E24E18 @ Going concern Lack of proper
e L = FHELS SR books and records
@ Qualified opinion {RE8 & @ GBI
@ Disclaimer of opinion N&EXRE R @ I;Qs;jﬂ%gnt information AR B RRcix
Others
158" Total ## @ Business uncertainty o i
£ E FOTBRERE
207" Total 428K

T The total number under types of modification (158) and issues related to the modification (207) are higher than the total number of modified auditors’ reports issued and

screened (142) as some modified auditors’ reports contain more than one type of modification and/or more than one major issue.

BRSO FEREER GNP ELREN R FEREEEAR/HZR—MARE - FUFEREE RGO RE N EIRRY(— BB+ RIBEAIER AT EREE

(ZBZRE)BRERMIAFEFEN I RRE TR CHARE R (—BE+=) -

BMBEWRE 2010 Fif




24

REPORT OF THE DIRECTOR OF AUDIT
EiBEERERS

Audit Commission
The Government of the Hong Kong
Special Administrative Region

Independent Audit Report
To the Financial Reporting Council

| have audited the financial statements of the Financial Reporting Council set
out on pages 26 to 41, which comprise the statement of financial position
as at 31 December 2010, and the statement of comprehensive income,
statement of changes in funds and statement of cash flows for the year
then ended, and a summary of significant accounting policies and other
explanatory information.

Financial Reporting Council’s Responsibility for the
Financial Statements

The Financial Reporting Council is responsible for the preparation of financial
statements that give a true and fair view in accordance with section 18(2)
of the Financial Reporting Council Ordinance (Cap. 588) and International
Financial Reporting Standards, and for such internal control as the Financial
Reporting Council determines is necessary to enable the preparation of
financial statements that are free from material misstatement, whether due to
fraud or error.

Auditor’s Responsibility

My responsibility is to express an opinion on these financial statements based
on my audit. | conducted my audit in accordance with section 19(1) of the
Financial Reporting Council Ordinance and the Audit Commission auditing
standards. Those standards require that | comply with ethical requirements
and plan and perform the audit to obtain reasonable assurance about
whether the financial statements are free from material misstatement.
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An audit involves performing procedures to obtain audit evidence about the
amounts and disclosures in the financial statements. The procedures selected
depend on the auditor’s judgment, including the assessment of the risks of
material misstatement of the financial statements, whether due to fraud

or error. In making those risk assessments, the auditor considers internal
control relevant to the entity's preparation of 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 Financial Reporting Council, as well as
evaluating the overall presentation of the financial statements.

| believe that the audit evidence | have obtained is sufficient and appropriate
to provide a basis for my audit opinion.

Opinion

In my opinion, the financial statements give a true and fair view of the state
of affairs of the Financial Reporting Council as at 31 December 2010, and of
its results of operations and cash flows for the year then ended in accordance
with International Financial Reporting Standards and have been properly
prepared in accordance with section 18(2) of the Financial Reporting
Council Ordinance.

LAU Sun-wo
Assistant Director of Audit
for Director of Audit

Audit Commission

26th Floor, Immigration Tower
7 Gloucester Road

Wanchai, Hong Kong

27 January 2011
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FINANCIAL STATEMENTS
LUEy RS

STATEMENT OF COMPREHENSIVE INCOME #R& W AR

For the year ended 31 December 2010 BE_ZT—TF+__A=1+T—RALLFE
(Amounts expressed in Hong Kong dollars) (2FLABTITIIR)
Note
liEss 2010 2009
Income WA
Annual contribution BERAE® 4 16,000,000 10,000,000
Interest income MEMA 5 234,443 22,173
Other income Hub A - 200
16,234,443 10,022,373
Expenditure X
Staff costs BT 6 (10,559,011) (8,836,115)
Depreciation expense TELH (97,314) (138,951)
Corporate communications expenses HEBE S B 7 (236,391) (247,933)
Other operating expenses Hib @S H 8 (1,142,913) (852,618)
(12,035,629) (10,075,617)

Surplus/(deficit) and total

comprehensive income FREER/ (B R
for the year BERE WA 4,198,814 (53,244)
The notes on pages 30 to 41 form part of these financial statements. E30FE 41 ENMFAAMBREN—&H -
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STATEMENT OF FINANCIAL POSITION

As at 31 December 2010
(Amounts expressed in Hong Kong dollars)

B S AR R 3%
RZE—ZFF+_-_A=+—H
(£FBTTIIR)

Note

Pt EE 2010 2009
Non-current assets FREEE
Office equipment and furniture WAERBERERE 10 137,673 209,919
Current assets REEE
Prepayments and other receivables TR FRIA K EAth e W BR K 11 338,648 130,286
Time deposits with original maturities FRIBRBEBE=EA

over three months TEHAITE X 12 20,000,000 =

Cash and cash equivalents BENIBESEEY 13 12,247,578 28,024,284
Total current assets REBEEHAE 32,586,226 28,154,570
Current liabilities REBAE
Accounts payable and accruals e BRI R FERT & (1,225,735) (1,065,139)
Net current assets REBEEZFE 31,360,491 27,089,431
Total assets less current liabilities HWEERRBEE 31,498,164 27,299,350
Funds =%
General fund —EL 14 11,498,164 7,299,350
Reserve fund FHEE 14 20,000,000 20,000,000
Total funds wEs 31,498,164 27,299,350

Approved by the Financial Reporting Council on 27 January 2011

it

Sophia Kao &%
&1

Chairman F/Z

The notes on pages 30 to 41 form part of these financial statements.

R-F——F—- A+t ARMBERBDZE

P.M. Kam H183
Chief Executive Officer 7T 483t

FI30E4 BT ARTBHREN—ELD o

BSERE 2010 F£1)
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FINANCIAL STATEMENTS (CONTINUED)
Rk (&)

STATEMENT OF CHANGES IN FUNDS

For the year ended 31 December 2010
(Amounts expressed in Hong Kong dollars)

BE-F-TE+-A=+—AILEE
(SFABTIIR)

General fund Reserve fund Total funds
—RES wEe wES

At 31 December 2008 RZBEENF+-_A=1+—H 7,352,594 20,000,000 27,352,594
Total comprehensive income

for the year 2009 ZETNFRERERA (53,244) - (53,244)
At 31 December 2009 RZEZNEF+_A=+—H 7,299,350 20,000,000 27,299,350
Total comprehensive income

for the year 2010 —E-THEHEEASRA 4,198,814 = 4,198,814
At 31 December 2010 R-ZE—Z2F+-HA=+—8H 11,498,164 20,000,000 31,498,164

The notes on pages 30 to 41 form part of these financial statements.
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STATEMENT OF CASH FLOWS HERER

For the year ended 31 December 2010
(Amounts expressed in Hong Kong dollars)

BE-F-TE+-A=+—AILEE
(SFABTIIR)

Note
liEsd 2010 2009
Cash flows from operating activities R EEELENESRE
Surplus/(deficit) for the year FAREEHR/ (B4 4,198,814 (53,244)
Adjustments for: JAEIER :
Depreciation expense WEXH 97,314 138,951
Interest income FLEWA (234,443) (22,173)
(Increase)/decrease in prepayments TR 308 I E A R U
and other receivables BRFR(3E00) /8 (41,656) 2,170
Increase in accounts payable FESBR R R ERT B
and accruals 190 160,596 329,041
Net cash inflow from RETEEENES
operating activities AR 4,180,625 394,745
Cash flows from investing activities REEFHELENELSRE
Purchases of office equipment BERAEREN
and furniture HE (25,068) (65,698)
Interest received B U F B 67,737 30,927
Increase in time deposits with original REEARBBE=EAK
maturities over three months EHRTFERE AN (20,000,000) -
Net cash outflow from RETBEENES
investing activities T EEE (19,957,331) (34,771)
Net (decrease)/increase in BERRESEEBYWOED)/
cash and cash equivalents N EEE (15,776,706) 359,974
Cash and cash equivalents at REPDZEER
beginning of the year HEZEY 28,024,284 27,664,310
Cash and cash equivalents at REAZHRER
end of the year HEEEY 13 12,247,578 28,024,284
The notes on pages 30 to 41 form part of these financial statements. E30FE 41 ENMFAAMBREN—&H -
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FINANCIAL STATEMENTS (CONTINUED)
/\jﬁ%#&% (/Hg

NOTES TO THE FINANCIAL STATEMENTS

For the year ended 31 December 2010
(Amounts expressed in Hong Kong dollars)

(a)

Financial Reporting Council

General

The Financial Reporting Council (FRC) was established in Hong Kong
under the Financial Reporting Council Ordinance (Cap. 588) (FRC
Ordinance). Its office address is 29th Floor, High Block, Queensway
Government Offices, 66 Queensway, Hong Kong.

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

Principal Activities

The functions of the FRC are set out in the FRC Ordinance. The FRC is
empowered by the FRC Ordinance to conduct investigations concerning
auditing and reporting irregularities, and to make enquiries into non-
compliances with financial reporting requirements.

Summary of Significant Accounting Policies

Basis of preparation

These financial statements have been prepared in accordance with
International Financial Reporting Standards (IFRSs). They have been
prepared under the historical cost convention.

The FRC has early adopted the following revised standards which are
relevant to the FRC's operations but not yet effective for the current
year’s financial statements:

IFRS 7 (revised in October 2010), Financial Instruments: Disclosures
The amendments to IFRS 7 increase the disclosure requirements for
transactions involving transfers of financial assets. These amendments
are intended to provide greater transparency around risk exposures of
transactions where a financial asset is transferred but the transferor
retains some level of continuing exposure in the asset. The amendments
also require additional disclosures if a disproportionate amount of
transfer transactions are undertaken around the end of a reporting
period. It will be effective for annual periods beginning on or after 1
July 2011.

Annual Report 2010
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(a)

Summary of Significant Accounting Policies
(continued)

Basis of preparation (continued)

IFRS 9 (revised in October 2010), Financial Instruments

The revised standard adds requirements for classification and
measurement of financial liabilities and for derecognition. For financial
liabilities that are designated as at fair value through profit or loss,
the amount of change in the fair value of the financial liability that is
attributable to the changes in the credit risk of that liability is presented
in other comprehensive income, unless the presentation of the effects
of changes in the liability’s credit risk in other comprehensive income
would create or enlarge an accounting mismatch of profit or loss.
Changes in fair value attributable to a financial liability’s credit risk
are not subsequently reclassified to profit or loss. Previously, under
IAS 39 Financial Instruments — Recognition and Measurement, the
entire amount of the change in the fair value of the financial liability
designated as at fair value through profit or loss was presented in
profit or loss. IFRS 9 applies to financial statements for annual periods
beginning on or after 1 January 2013.

The adoption of the above revised standards does not have any impact
on the FRC's financial statements.

Improvements to IFRSs (issued in May 2010)

Improvements to IFRSs 2010 contain a collection of necessary but
non-urgent amendments to seven IFRSs and will be effective for
annual periods beginning on or after 1 January 2011 (unless otherwise
specified). Of these, the following amendments are applicable to the
FRC's operations:

The amendment to IFRS 7 clarifies qualitative disclosures in the
context of the quantitative disclosure required to help users to form
an overall picture of the nature and extent of risks arising from
financial instruments.

The amendment to IAS 1 Presentation of Financial Statements clarifies
that an entity may present the analysis of other comprehensive income
by item either in the statement of changes in equity or in the notes to
the financial statements.

The FRC has assessed that these amendments have no significant impact
on the FRC's financial statements.
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FINANCIAL STATEMENTS (CONTINUED)
ISR (&

(b)

Financial Reporting Council

Summary of Significant Accounting Policies
(continued)

Office equipment and furniture

Office equipment and furniture are stated at cost less accumulated
depreciation and impairment losses, except that items costing less than
$5,000 are expensed in the period of acquisition. The cost of an item
of office equipment and furniture comprises its purchase price and
any directly attributable costs of bringing the asset to the location and
condition necessary for its intended use.

Depreciation is calculated on the straight-line basis to write off the cost
of each item of office equipment and furniture over its estimated useful
life after considering its estimated residual value. The respective useful
lives are as follows:

Computers 3 years
Other office equipment 7 years
Office furniture and fixtures 10 years

Residual values, useful lives and depreciation method are reviewed, and
adjusted if appropriate, at least at the end of each reporting period.

An item of office equipment and furniture is derecognized upon disposal
or when no future economic benefits are expected from its use. Any
gain or loss on disposal or retirement, being the difference between
the net sales proceeds and the carrying amount of the relevant asset, is
recognized in profit or loss in the period the asset is derecognized.

At the end of each reporting period, the carrying amounts of office
equipment and furniture are reviewed to determine whether there is
any indication that those assets have suffered an impairment loss. If the
recoverable amount of an asset is estimated to be less than its carrying
amount, the carrying amount of the asset is reduced to its recoverable
amount. Recoverable amount is the higher of fair value less costs to
sell and value in use. In assessing value in use, the estimated future cash
flows are discounted to their present value using a discount rate that
reflects current market assessments of the time value of money and the
risks specific to the asset for which the estimates of future cash flows
have not been adjusted. Where an asset does not generate cash inflows
that are largely independent of those from other assets, the recoverable
amount is determined for the smallest group of assets that generate
cash inflows independently (i.e. a cash-generating unit). An impairment
loss is recognized as an expense immediately.
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(b)

(9]

(d)

Summary of Significant Accounting Policies
(continued)

Office equipment and furniture (continued)

Where an impairment loss subsequently reverses, the carrying amount of
the asset is increased to the revised estimate of its recoverable amount,
to the extent that the increased carrying amount does not exceed the
carrying amount that would have been determined had no impairment
loss been recognized for the asset in the prior periods. A reversal of an
impairment loss is recognized as income immediately.

Financial instruments

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

Financial assets

Financial assets of the FRC principally include interest receivable, time
deposits and other bank balances. They are held within a business
model whose objective is to hold assets in order to collect contractual
cash flows. The contractual terms of financial assets give rise on
specified dates to cash flows that are solely payments of principal and
interest on the principal amount outstanding. At the end of each
reporting period subsequent to initial recognition, they are measured at
amortized cost using the effective interest method, less any identified
impairment losses. An impairment loss is recognized when there is
objective evidence that the asset is impaired. The amount of the loss is
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. The impairment loss is recognized in
profit or loss.

Any subsequent reversal of an impairment loss is recognized in profit or
loss, to the extent that the carrying amount of the asset does not exceed
its amortized cost at the reversal date.

A financial asset is derecognized when the rights to receive cash flows
from the asset have expired or the FRC has transferred substantially all
the risks and rewards of ownership of the asset.
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FINANCIAL STATEMENTS (CONTINUED)
Rk (&)

(e)

()

(9)

(h)

Financial Reporting Council

Summary of Significant Accounting Policies
(continued)

Financial liabilities

Financial liabilities include accounts payable and are measured at
amortized cost using the effective interest method at the end of each
reporting period subsequent to initial recognition.

A financial liability is derecognized when the relevant obligation is
discharged, cancelled or expires.

Cash and cash equivalents

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

Revenue recognition
Revenue is measured at the fair value of the consideration received
or receivable.

Unconditional and non-refundable contributions are recognized as
income when they become receivable.

Interest income is recognized on an accrual basis using the effective
interest method by applying the rate that discounts the estimated future
cash receipts through the expected life of the financial instrument to the
net carrying amount of the financial asset.

Employee benefits
Salaries and paid annual leave are accrued in the period in which the
employees rendered the associated services.

Bonus payments are recognized when the FRC has a present legal or
constructive obligation to make such payments as a result of past events
and a reliable estimate can be made.

Annual Report 2010

(=)

(&)

(3)

TEETHHRME

()

SHAM

SHANSEENER  NKBRRES
B4 % B RAEB A FAH B2 BBRA

5

TREBEREENEHER  BURIH
RF 42 I EFERR ©

RERREEEY
RehBAeEEYRETFERZ  RT7F
RMEMERME R EATEREERD
MBENRE AR ARERESNA T
B=EA mEMPEMEEZSRERT
RHIRE o

WA TR
WARE D Wk B S ERN R A EERE

BRI R RENE S EEKRE KRR
TREFRERRBUA

S AR 1 B 3 A A B R A FOKHE
R EBERNEXEREREEEENFED
M ARRRSWKBR TN RRZE R
BEMNREFEHMNEK -

BIER
FWABHFRNE TIREMABEREHR
TR o

R = F B A T R RHULAL AR
REBEEE DRSS ERNT R
TR - BHERIEATAH -



(h)

Summary of Significant Accounting Policies
(continued)

Employee benefits (continued)

Contributions to the Mandatory Provident Fund (MPF) scheme are
charged as an expense when employees have rendered services
entitling them to the contributions. Contributions are made based on
a percentage of the employees’ basic salaries. The assets of the MPF
scheme are held separately from those of the FRC in an independently
administered fund. The employer contributions vest fully with the
employees when contributed into the MPF scheme, except for the
employer voluntary contributions, which are refunded to the FRC when
the employee leaves employment prior to the contributions vesting fully,
in accordance with the rules of the MPF scheme.

Annual Contribution

The Companies Registry Trading Fund (CRTF), the Hong Kong Institute
of Certified Public Accountants (HKICPA), the Securities and Futures
Commission (SFC) and the Hong Kong Exchanges and Clearing Limited
(HKEx) signed a Memorandum of Understanding (MoU) regarding the
funding arrangement of the FRC. Each party agreed to contribute an
annual amount of $4 million to the FRC in 2010 (2009: $2.5 million) for
the recurring expenses. To cater for inflation adjustments and to provide
greater certainty to the FRC to facilitate its development and future work
plan, the annual contribution from 2011 to 2014 shall be increased by a
fixed percentage of 5% year on year.

The office premises of the FRC are provided by the CRTF at a nominal
rent of $1 per annum. All the related utility and sewage charges,
outgoings, costs and expenses incurred in repairing, maintaining and
managing the office premises are borne by the CRTF.

Interest Income

Interest income was earned from time deposits and other bank balances
which are carried at amortized cost.
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FINANCIAL STATEMENTS (CONTINUED)
ISR (&

6. Staff Costs 6. BEIRAK

2010 2009

Salaries, bonuses and gratuities B - e RES 9,973,184 7,878,888

MPF contributions SEHIME AE SR 201,342 114,607
Medical and life insurance BEMAFRE 193,495 163,490
Staff training and development B EEI R RE R 101,715 119,805

Staff recruitment expenses HBEETETH 8,900 495,562
Others Hith 80,375 63,763
10,559,011 8,836,115

Except the Chief Executive Officer, Council members are not
remunerated. The above staff costs included the emoluments of the

BRiTERABE SN - BTG IE B Ak B I & B
T NEBTHRAEBRE TMMITHRAR

Chief Executive Officer as stated below: e -

2010 2009
Salaries and MPF Medical
bonuses contributions insurance Total Total
BEIELAES

R fEAL R BERRR ECEC] k)
PM. Kam H1EXX 2,659,399 9,000 17,328 2,685,727 -
M.T. Shum Jt X = 176,978 1,000 1,766 179,744 2,175,837
2,836,377 10,000 19,094 2,865,471 2,175,837
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7. Corporate Communications Expenses 7. HBEMZH

2010 2009
Publications i ki T4 166,915 168,200
Promotion and public education WERAXHE 53,056 55,156
Others Hih 16,420 24,577
236,391 247,933
8. Other Operating Expenses 8. Hfh&EESZH

2010 2009
Legal and professional fees FERENEEXER 581,592 406,978
Conferences and duty visits SENEREHA 159,471 134,579
Office equipment and furniture WAEZRERERA 62,618 32,597
Professional liability insurance HEHIRR 33,205 40,208
Others HAith 306,027 238,256
1,142,913 852,618
In accordance with section 19 of the FRC Ordinance, the Audit RIS ERBIRG) 1916k - BERR
Commission of the Government of the Hong Kong Special Administrative THEBNEAZEEZVHERBNIME

Region audits the financial statements of the FRC. The Commission does Wk - B BUEB L BERBKEER -

not charge for this service.
9. Taxation 9. FIE

Pursuant to section 16 of the FRC Ordinance, the FRC is exempt from RIBCHH B E R BIE O F16lk - B 5%
taxation under the Inland Revenue Ordinance (Cap. 112). PE 3R /2 & 38 & M 72 B B B &6

(B123)BH -
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FINANCIAL STATEMENTS (CONTINUED)
ISR (&

10. Office Equipment and Furniture 10. J#RAEFZHEREKEA
Other Office
office furniture
Computers equipment  and fixtures Total
HIWAE  WARRA
e B MEE FEREL

Cost 2%
At 31 December 2008 RZEEN\F+-_A=+—H 336,758 89,591 50,940 477,289
Additions in 2009 ZEThFBA 65,698 - - 65,698
At 31 December 2009 RZEBEENF+_A=+—H 402,456 89,591 50,940 542,987
Additions in 2010 ZE-TFEA 25,068 - - 25,068
At 31 December 2010 N-_EB-FFE+=-A=+—8H 427,524 89,591 50,940 568,055
Accumulated depreciation ZEEHiTE
At 31 December 2008 RZZEZENF+ZA=+—H (169,072) (20,265) (4,780) (194,117)
Charge for the year 2009 —ETNFEH (121,058) (12,798) (5,095) (138,951)
At 31 December 2009 RZZEZENF+=A=+—H (290,130) (33,063) (9,875) (333,068)
Charge for the year 2010 —E-THETH (79,421) (12,799) (5,094) (97,314)
At 31 December 2010 HN-—TB-ZE+=-A=+—8H (369,551) (45,862) (14,969) (430,382)
Net book value REFE
At 31 December 2010 N-_E—-ZFFE+-_A=+—H 57,973 43,729 35,971 137,673
At 31 December 2009 RZZEZENF+=RAR=+—H 112,326 56,528 41,065 209,919
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11. Prepayments and Other Receivables

12.

13.

1. BARIER E AU AR

2010 2009

Prepayments SEUNE O
— Medical and life insurance - BERASRERR 117,400 87,239
— Professional liability insurance - BEEERR 13,562 21,667
— Staff benefits - BTEA 8,140 6,440
— Others - Hity 19,802 14,692
Other receivables H b EURBR K 179,744 248
338,648 130,286

Time Deposits with Original Maturities over

Three Months

Time deposits with original maturities over three months represent
one-year term deposits which carry fixed interest ranging from 1.51%
to 1.55% per annum. These balances mature within one year at

31 December 2010.

Cash and Cash Equivalents

REREHPEBEBEB=EAANEH

e

[REIH B R =18 A & E B 5KE — F 5
RzEREFF  REEFNEHIS1EE
15558 - WEFHERNR T —FF
TZA=t—BR—FRIH -

13. RERREZEY

2010 2009

Cash on hand FERS 1,470 3,369

Current accounts S EERER 42,609 20,667

Savings account EEFER 263,499 210,248
Time deposits with original REBFE B =EA K

maturities within three months EHATER 11,940,000 27,790,000

12,247,578 28,024,284

BEEWRE 2010 £ 39




40

FINANCIAL STATEMENTS (CONTINUED)
ISR (&

14. Funds

General fund represents the operating surplus of the FRC's
recurrent funding.

Reserve fund represents the non-recurrent contributions received from
the CRTF, the HKICPA, the SFC and the HKEx at the establishment of the
FRC according to the MoU. Each party contributed a lump-sum amount
of $5 million which is not refundable. The reserve fund is to be deployed
to meet any inadequacies of the recurrent funding and other exigencies
of circumstances.

15. Financial Instruments by Category
The carrying amounts of financial instruments, measured at amortized
cost, by category are as follows:

14.

15.

—RESDEVHERBEEEESHOL

BRI -

EEEAREMEEEES BEES
BhAE - R e N8 AT AR5 A R 4 T 8
RIMBERBDEMIRANELEEE
T BRBRA-ZETAEE REAA
BErmEs - HRZINEEHEES TR
REMESBERTHA -

BERED 2ERMTA
EFECMTAURBRAFRORT SR
mT

2010 2009

Financial assets tREE
Other receivables H e YRR 179,744 248

Time deposits with original maturities R 5 B 8@ =18 7 &Y

over three months T BT R 20,000,000 -
Cash and cash equivalents BekIBLEEY 12,247,578 28,024,284
32,427,322 28,024,532

Financial liabilities SRBE
Accounts payable and accruals FE RN ERTEA 1,225,735 1,065,139

The carrying amounts of the FRC's financial assets and financial liabilities
approximate to their fair values.
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16. Financial Risks

(a)

(b)

(9]

Credit risk

The FRC's credit risk is primarily attributable to time deposits and other
bank balances. The Council approved an investment policy which,
subject to other limits, only allows the FRC to place deposits with
licensed banks in Hong Kong having regard to the credit rating. The
policy also limits the amount invested in each bank and the maximum
duration the deposit is placed in order to manage its credit risk. The
portfolio of deposits was managed and monitored to ensure it met the
investment policy with bi-monthly reports submitted to the Council.
As a result, the FRC was not exposed to significant credit risk. The
maximum exposure to credit risk is represented by the carrying amount
of the financial assets as set out in the statement of financial position.

Liquidity risk
The FRC has a strong cash position and therefore has a very low level of
liquidity risk.

Market risk

Currency risk

The FRC received its funding and settled all its expenses in Hong Kong
dollars. Its financial assets and financial liabilities were all denominated in
Hong Kong dollars. Hence, the FRC is not exposed to any currency risk.

Interest rate risk

The FRC’s interest bearing assets mainly comprise funds placed in time
deposits with fixed interest rate. The FRC is subject to the risk that the
fair value and future cash flows of these time deposits will fluctuate
because of changes in market interest rates. In order to manage
this risk, the FRC adopts a policy to monitor interest rate risk on a
continuous basis.

At 31 December 2010, an increase/decrease in interest rate of 25 basis
points, with all other variables held constant, would increase/decrease
the FRC's surplus for the year and total funds by approximately $80,000.
The sensitivity analysis is estimated as an annualized impact on interest
income assuming the change in interest rates had occurred at the end of
the reporting period.

At 31 December 2009, the exposure to interest rate risk was limited as
most of the FRC’s funds were placed in savings account and one-month
term deposits where changes in interest rate were minimal.
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MEMBERSHIP OF COMMITTEES
ZEENE

A number of committees have been set up to advise the Council on various
matters, including public relations, staff remuneration, procurement, and
operational matters. The committees meet on a periodic basis and whenever
necessary. Each committee operates according to its terms of reference
provided by the Council.

Corporate Communications Committee

The Corporate Communications Committee is established to formulate
corporate communications strategies for the Council’s consideration and
to oversee the implementation of corporate communications strategies as
approved by the Council.

Chairman

Mr. Edward Kwan
Members

Mr. Martin Hadaway, J.P.

Hon. Mrs. Sophie Leung, G.B.S., J.P

Dr. PM. Kam, Mr. M.T. Shum, S.B.S. or
Ms. Velma Cheung (ex-officio) (Note)

BHERBRECERIZEEES  SHEHESE
H- 8% AHBEER BIFW REXEES
B MARBKERHER -ZBEEHMRNES
ERRTEE RZEFREBEARKERENR
RERMEEF o

HREENEES
HEBENZRRMAKLE 0 - RHEREENE
B MEARRESE - REEARKEFE
R MRSV ATT o

SEFEE, )P
2RZFFHE, GBS, JP

HEXIBLIILXREL, S.BS. =
REBLL(EAKE) ()

No. of meetings: 4

RITEHARE - 4

Attendance rate: 94%

HEE : 94%

Note: Mr. M.T. Shum retired as Chief Executive Officer (CEQ) with effect
from 1 February 2010 and Dr. PM. Kam was appointed as CEO on
1 April 2010. Ms. Velma Cheung was appointed as the acting CEO

for the period from 1 February 2010 to 31 March 2010.

PR ER=F—FF = H—HIELRK -
HEXELRZFE—FFNA—HEZF5H
TTIABEL - REHLI R -_F—FF - H—
HZE - E—FF= J=+— [ HRETEE
7T AEE -

Rt
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MEMBERSHIP OF COMMITTEES
ZEENE

Operations Oversight Committee
The Operations Oversight Committee is set up to assist the Council in
formulating policies, strategies, guidelines and procedures governing the
investigation and enquiry functions of the Financial Reporting Council. It
also provides advice, to the Council and its operational staff, on technical or
business issues.

Chairman

Mr. Albert Li

Members

Mr. Chew Fook Aun

Mr. Edward Kwan

Mr. Michael Scales

Dr. PM. Kam, Mr. M.T. Shum, S.B.S. or
Ms. Velma Cheung (ex-officio) (Note)

EEEREZES
EBEERZESAABDUBERBKE @ HIE
MHERBEDNEREMTEAOKRE « HKE - 18
SIMAER - YRS E B R BRI A K&
LAEASHBEBRERER

£33
FRESE
K&
AR L
BEAtE
MR E L

HEXIE LI XREL, S.BS. =
REFL(EARKE)(E)

No. of meetings: 3

Attendance rate: 93%

Note: Mr. M.T. Shum retired as CEO with effect from 1 February 2010
and Dr. PM. Kam was appointed as CEO on 1 April 2010. Ms.
Velma Cheung was appointed as the acting CEO for the period from
1 February 2010 to 31 March 2010.
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Remuneration Committee

The Remuneration Committee is created to make recommendations to the
Council on remuneration related matters, including pay level, pay scale of
various ranks of staff, pay rise, year-end performance bonus for individual staff
members, and any changes in benefits and employment conditions. As the
salary of the CEO is determined by the Chief Executive of the Hong Kong Special
Administrative Region, it is not subject to review by the Remuneration Committee.

HFMEES

FMEREHKRZBR E%ﬁﬁEI%MWE
HRABKEEHEZ - EhEHMKFE -
(R 52 O 8 AR %Mﬂ%~ﬂ%ﬁlm¢%%ﬁ

TEAL » R B A4 AN 0B BARSKH B B o RTTIR
BENFHHBERITRRTRREEE - &
TEHFHEZE SR 27

Mr. Martin Hadaway, J.P.
Members
Mr. Moses Cheng, G.B.S., J.P.

Mr. Chew Fook Aun

Dr. PM. Kam, Mr. M.T. Shum, S.B.S. or
Ms. Velma Cheung (ex-officio) (Note)

EBEUEE, )P
ERELE S G.B.S., J.P

BEIE

HEXELHILXEEL, SBS. 3
REBLL(EAKE)(Z)

No. of meetings: 2

BITGHIRH 2

Attendance rate: 88%

HEE : 88%

Note: Mr. M.T. Shum retired as CEO with effect from 1 February 2010

and Dr. PM. Kam was appointed as CEO on 1 April 2010. Ms.
Velma Cheung was appointed as the acting CEO for the period from
1 February 2010 to 31 March 2010.

Tender Committee

The Tender Committee considers and reviews procurement over HK$100,000
and is responsible for the selection of suppliers.

Chairman

P ARBALER ZFE—FTF = F— HERMK -
HiEXIELR-_F—FF/A— AEZ TS
TTBAER - REHX TR -_FE—FTF=F—
HZE=—F—FF=F=+—HHFEFEE
TTIECABEL ©

BIZ %Eé
KIZZEeNBERERREHNBATESTH
KEBIEE A B PR ER -

Rt

Ms. Sophia Kao, S.B.S., J.P.
Members

Ms. Ada Chung, J.P.

Dr. PM. Kam, Mr. M.T. Shum, S.B.S. or
Ms. Velma Cheung (ex-officio) (Note)

Note: Mr. M.T. Shum retired as CEO with effect from 1 February 2010
and Dr. PM. Kam was appointed as CEO on 1 April 2010. Ms.
Velma Cheung was appointed as the acting CEO for the period from

1 February 2010 to 31 March 2010.

Decisions during the year have been resolved by circulation of papers and
therefore no meeting was held.
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FINANCIAL REPORTING REVIEW PANEL, AUDIT INVESTIGATION BOARD,

ADVISORY PANEL AND PROCESS REVIEW PANEL
MBERBNEEE - FTHEZES BEREREFEREZES

Financial Reporting Review Panel

Members of the Financial Reporting Review Panel (FRRP) are appointed
by the Chief Executive of the Hong Kong Special Administrative Region in
consultation with the Council. The FRRP now has 41 members, including 7
Convenors. They are appointed because of their experience in accounting,
auditing, finance, banking, law, administration, or management.

MBERENEEE

B S ERIR T E B ERE B TRET
BEECEEANEERBRERER - WKER
RAZEERMAN+—BKE  EFLEAT
EA - REHMNEEE - Bt S RIT -
HE - TRAERNERTHEE -

Panel Convenors ZEEBEA

Mrs. Chan Ngan Man-ling, Edith
(from 16 July 2010)

Mr. Fung Ying-wai, Wilson
Prof. Lau Hing-ling, Amy
Dr. Li Ka-cheung, Eric, G.B.S., J.P.

Mr. Lie-A-Cheong Tai-chong, David, S.B.S., O.M., J.P.

Mr. Roderic N. A. Sage
(to 15 July 2010)

Mr. Stephen Taylor
(from 16 July 2010)

Mr. Wong Tak-wai, Alvin
(from 16 July 2010)

Members

Mr. Roger Thomas Best, J.P.
(to 15 July 2010)

Mr. Paul Brough
(to 15 July 2010)

Mr. Chan Chi-kong, Morison
(from 16 July 2010)

Mr. Chan Ka-ling, Edmond

Ms. Chan Mei-bo, Mabel
(from 16 July 2010)

Mrs. Chan Ngan Man-ling, Edith
(to 15 July 2010)

Mr. Chan Shu-kin, Albert
(from 16 July 2010)

Ms. Chan Wai-hing, Annie

46 Financial Reporting Council  Annual Report 2010

PREENIS X T
(A-T—TFLAT/NARE)

B E(E &
B E & R HIR
TR L, GBS, JP

Rt , S.B.S., O.M., J.P.

2 Sk
(E-F-FFLtA+HRAL)

Stephen Taylor 7£ 4
(BZZE—ZF+HA+/"EE)

=HERESLE
(R=ZZE—ZFFtH+/~B18)

K&
ML, )
(BE=%— iitﬂ+£5¢)

ZEMmEE
(E=F-FFtA+HRAL)

REJEEE
(A=ZF—ZFLA+ AE)

BRE#TE

REBLL
(A-T—ZTFLAT/NHE)

[REEN I+
(E_Z—ZF+A+HAL)

PRABTER 55 4
(A-Z—ZF LA+ AR)

PRER A+



Members

Ms. Chau Suet-fung, Dilys

Prof. Chen Chien-wen, Kevin
(from 16 July 2010)

Mrs. Cheng Tang Ho-kuen, Lina

Mr. Cheung Ching-leung, David
(to 15 July 2010)

Prof. Cheung Yan-leung, Stephen, B.B.S., J.P.

(to 15 July 2010)

Ms. Chew Sein-Mene
(to 15 July 2010)

Mr. Ding Wai-chuen, Raphael

Mr. Vincent Duhamel
(from 16 July 2010)

Mr. Fung Pui-cheung, Eugene

Mr. Fung Ting-sek, Eugene
(from 16 July 2010)

Mr. Christopher Harvey Hall

Mr. Lam Chi-yuen, Nelson
(to 15 July 2010)

Mr. Kenneth Lam
Mr. Lau Siu-ki, Kevin

Ms. Lee Sau-wai, Cecilia

Ms. Lee Tso-yun, Carol
(to 15 July 2010)

Mr. John Robert Lees
(to 15 July 2010)

Mr. Leung Chi-kwan, Andrew, J.P.
(from 16 July 2010)

Mr. Leung Kwok-ki, Alden
(from 16 July 2010)

Mr. Li Man-bun, Brian David
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FINANCIAL REPORTING REVIEW PANEL, AUDIT INVESTIGATION BOARD,
ADVISORY PANEL AND PROCESS REVIEW PANEL

IIBERRNEERE « FAEEREE BREBREFEREZES

Members

Prof. Lin Zhijun
(from 16 July 2010)

Ms. Lo Dak-wai, Alexandra
(from 16 July 2010)

Prof. Low Chee-keong

Ms. Ayesha Abbas Macpherson

Mrs. Catherine Susanna Morley
(from 16 July 2010)

Ms. Melissa Kaye Pang, M.H., J.P.
(from 16 July 2010)

Mr. Poon Tsun-wah, Gary
(from 16 July 2010)

Ms. Josephine Price

Ms. Barbara Shiu
(from 16 July 2010)

Prof. Bin Srinidhi
(from 16 July 2010)

Ms. Tang Yuen-shun, Cynthia
(from 16 July 2010)

Mr. Stephen Taylor
(to 15 July 2010)

Mr. Carlson Tong, J.P.
Mr. Tsoi Tong-hoo, Tony

Mr. Paul Franz Winkelmann

Mr. Wong Hong-yuen, Peter, G.B.S., J.P.
(to 15 July 2010)

Mr. Wong Tak-wai, Alvin
(to 15 July 2010)

Ms. Wong Wai-kwan, Anna
(from 16 July 2010)
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Financial Reporting Review Committee

The Council may appoint a Financial Reporting Review Committee (FRRC),
consisting of at least five panel members of the FRRP including a Convenor,
who acts as the chairman of the FRRC, to conduct an enquiry into
non-compliance with accounting requirements in relation to a listed entity. In
performing its function, an FRRC may exercise powers in accordance with the
Financial Reporting Council Ordinance (FRC Ordinance), to require information
and explanation from any relevant party.

The following FRRCs were formed to deal with the enquiry cases intiated
in 2010:

FRRC
(Enquiry case reference no. E01-10)
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Dr. Li Ka-cheung, Eric, G.B.S., J.P

E=REEEL, GBS, )P

Prof. Chen Chien-wen, Kevin
Mr. Lau Siu-ki, Kevin
Ms. Lee Sau-wai, Cecilia

Ms. Melissa Kaye Pang, M.H., J.P.

FRRC
(Enquiry case reference no. E02-10)
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Prof. Lau Hing-ling, Amy

2 ERIRBIR

Ms. Chan Mei-bo, Mabel
Mr. Leung Chi-kwan, Andrew, J.P.
Ms. Ayesha Abbas Macpherson

Ms. Josephine Price
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FINANCIAL REPORTING REVIEW PANEL, AUDIT INVESTIGATION BOARD,

ADVISORY PANEL AND PROCESS REVIEW PANEL
MBERBNEEE - FTHEZES BEREREFEREZES

Audit Investigation Board

The Chief Executive Officer (CEQ) is the ex-officio Chairman of the Audit
Investigation Board (AIB). Other members of the AIB, who are normally
staff members of the Financial Reporting Council (FRC), are appointed by
the Council. The Council may direct the AIB to conduct an investigation of
auditing irregularities, exercising powers conferred on it by the FRC Ordinance.

Chairman

Dr. PM. Kam, Mr. M.T. Shum, S.B.S. or
Ms. Velma Cheung (ex-officio) (Note)

Members
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Ms. Velma Cheung
Ms. Anna Lau

Ms. Florence Wong
Ms. Joyce Woo

Note: Mr. M.T. Shum retired as CEO with effect from 1 February 2010
and Dr. PM. Kam was appointed as CEO on 1 April 2010. Ms.
Velma Cheung was appointed as the acting CEO for the period from
1 February 2010 to 31 March 2010.

Advisory Panel

To facilitate the work of the AIB, the Council has appointed a panel of
Honorary Advisers to advise on investigation cases. They are all distinguished,
reputable, and recently retired individuals from the accounting profession with
exceptional expertise in auditing.

Honorary Advisers
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Mr. Nicholas Allen
(from 1 August 2010)

Mr. Roger Thomas Best, J.P.
(from 1 August 2010)

Mr. Stephen Chang

Mr. Francis Ching
(from 1 August 2010)
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Process Review Panel

The Process Review Panel (PRP) was established on 1 November 2008 to
review cases handled by the FRC with a view to ensuring that the FRC
deals with individual cases in a consistent manner, and actions taken
and decisions made adhere to internal procedures and guidelines. The
establishment of and appointment to the PRP were approved by the Chief
Executive of the Hong Kong Special Administrative Region.

Chairman

Ir. Leung Kwong-ho, Edmund, S.B.S, J.P.
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Ms. Angelina Agnes Kwan
(from 1 November 2010)

Ms. Elizabeth Law, M.H., J.P.
Mr. Lo Chi-lik, Peter
Mr. Pang Yuk-wing, Joseph, J.P.

Ms. Sophia Kao, S.B.S., J.P. (ex-officio)
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GLOSSARY

Council

R IE R DK B
CRTF
NAEMELEES
FRC
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FRC Ordinance
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Secretariat
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Audit Investigation Board
B HEREY

Chief Executive Officer of the Financial Reporting Council

MBERBITHRAER

Members of the Financial Reporting Council in meeting
IBEREERKE

Companies Registry Trading Fund
NAFEMEEERS

Financial Reporting Council

IS ER S

Financial Reporting Council Ordinance

A TS B R R 6191 )

Financial Reporting Review Committee
MSERRT R E®

Financial Reporting Review Panel
BATSEE Siin el = B &

Hong Kong Exchanges and Clearing Limited
BER G REETERAT]

Hong Kong Institute of Certified Public Accountants
BRGNS

Hong Kong Special Administrative Region
BERRITHE

International Financial Reporting Standards

B B 75 5 2 R

Ministry of Finance

B AR

Memorandum of Understanding

AR %

Operations Oversight Committee
BEERZEE

Process Review Panel
BFEREZEES
Secretariat of the Financial Reporting Council

MisERBEMWER

Securities and Futures Commission
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