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To enquire into possible
non-compliance with
accounting requirements on

the part of listed entities
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ransparency Is about the Financial
Reporting Council being transparent in its
role as a regulator, and also about Hong
Kong-listed entities being transparent in
providing timely, accurate and relevant
information to the market. Hong Kong’s
status as a premier financial hub is the
result of a high degree of transparency, fair
regulatory framework and robust financial
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| applaud the effectual and transformational
journey of the FRC since its inception in 2007
and | look forward to contributing*™o its future

accomplishments.
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The Financial Reporting Council (FRC) has been tasked with a clear mission:
to ensure high quality financial reporting leading to strong investor
protection in the local market. Since its establishment in 2007, our primary
responsibility has been to investigate auditing irregularities, and enquire
into non-compliance with accounting requirements, of Hong Kong listed
entities.

The 5th anniversary of our operations, celebrated in June 2012, has given us
the opportunity to make an overall assessment of our development. Whilst it
has been challenging, | am pleased to report that our operations have been
effective since inception.

Looking ahead, a key task is to work with the Government and the Hong
Kong Institute of Certified Public Accountants (HKICPA) to formulate proposals
to further enhance the independence of the auditor oversight regime for
listed companies, which is appropriate for Hong Kong and comparable with
international standards and best practices. This is essential for Hong Kong to
maintain its position as a major international capital market.

| applaud the effectual and transformational journey of the FRC since
its inception in 2007 and | look forward to contributing to its future
accomplishments.

Changes to the Regulatory Landscape

The past year witnessed major changes in the regulatory landscape. Global
economic uncertainties discouraged many entities from raising public funds
and dampened enthusiasm for new listings. A number of jurisdictions
have introduced laws and regulations to tighten the regulation of their
capital markets, calling for more comprehensive and timely reporting
and disclosure. The US Securities and Exchange Commission’s regulatory
initiatives under the Dodd-Frank Act and Consumer Protection Act, the
European Market Infrastructure Regulation enforced by the European
Union, and the UK Corporate Governance and Stewardship Code all aim
to improve transparency, reduce market risks and enhance protection for
investors.
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Hong Kong too is demanding higher standards in corporate disclosure and
reporting obligations. On 1 January 2013, amendments to the Securities
and Futures Ordinance came into effect, giving statutory backing to certain
requirements to disclose price-sensitive, or “insider” information, by listed
corporations. The objective is to cultivate a continuous disclosure culture
among listed corporations. The Securities and Futures Commission has
recommended the introduction of reforms so that sponsor firms have civil
and criminal liability for defective prospectuses.

On the accountancy front, regulatory reform will also be a focus this year. In
line with global trends towards enhancing the independence of regulatory
regimes for the audit profession, the FRC will continue discussions with the
Government and the HKICPA to formulate proposals to reform the city’s
regulatory framework. We anticipate a concrete proposal will be developed
and presented to relevant stakeholders and the public for consultation.

The proposal would aim to ensure that Hong Kong’s future regulatory
regime for the audit profession is benchmarked against international
standards and is appropriate in the local context.

Adapting to Changes

The FRC continues to refine and enhance its procedures to meet the
demands of a broadening portfolio of work as well as regulatory
developments.

In December 2012, the FRC formed the Independent Audit Oversight
Reform Committee to advise the Council on matters relating to the
reform of auditor oversight systems in Hong Kong. The former Tender
Committee has been replaced by the Finance Committee with a broader
remit to provide advice concerning treasury, internal controls and financial
management policies as well as financial strategy. We have also increased
the number of Honorary Advisers and amended the terms of reference of
the Honorary Advisory Panel to encompass a wider range of advice on the
operations of and any professional, technical or strategic issues faced by the
FRC.

BEANEERBTMELRES AR NENMEREET
M EK - B RAERAINETRIN-"F—=
F-A—BEER B ETAREEREGESK
[AEEEMETRERMERKE 5HEER
ETRANFERE X BRI EEHESR
ZESREXNFER EXRBEAXAANEM
BRHERERA LRERMEEE:

ERESRTTR BERENESFENITIEE
H-BRENERBERREABTENEEE L
M MBERDFEERABRFREEGIMAE
ETR W ARBENEERBHERETR-
BPESNEREER $SERABRHERR
MALHETHE

BENTRECEBRREBRENBIXEEHE
ERNTEEREEREAMSR

R

MHERDEEIBEREBLCTIERF  UEMHE
THEANTEHBAREEHENER -

R-F——F+_-H BBEBRBKLTBILE
AEENERES UNBERBEENBRIEER
ERERRARBKREREER RANKRIEERZES
ERABEREZBENVHZEGIMN  ARH
BRER  AERES LB ERBRR AR BER
BEAENER - RNBIE A EER AR L&
AR EERENR  WEPBERBHNEER
HEROEMEE SMTREEETE  EH]
BREZHERE-

BB

HE4 10T

03



Financial Reporting Council Annual Report 2012

04

CHAIRMAN’S STATEMENT
FEHE

In 2012, the Process Review Panel (PRP) reviewed our handling of cases
during 2011 to verify that actions and decisions are consistent with internal
procedures and guidelines. The PRP has counselled us on the procedures and
guidelines, and will publish the advice in its 2012 Annual Report.

We are seeking to increase our resources to assist us in meeting the
challenges ahead, including the increasing case loads, as well as the extra
responsibilities and functions which we would take on consequent upon
changes to the auditor regulatory regime.

Promoting Transparency

The FRC sees transparency as an essential means that enhances stakeholder
and public confidence. Our public accountability obligation is to disclose
relevant information not only to interested parties, but also to members of
the public who now have access to information regarding our operations
and case findings. Our periodic publications such as eNews, operations
statistics and press releases keep stakeholders and the public informed of
the progress and results of our operations.

Encouraging Multi-faceted Collaboration

The FRC has continued to enhance its co-operation with other regulators,
with a view to securing greater efficiencies and effective enforcement.
I am particularly pleased with the cross-referral of cases among regulators.
In addition, regular liaison meetings and joint events result in operational
efficiencies to the benefit of companies and investors alike. With the signing
of the Memorandum of Understanding between the FRC and the Ministry
of Finance of the Mainland, we have successfully fostered cross-border
co-operation on matters relating to auditing irregularities.

Regulators around the world have been eager to form consensus over better
financial reporting and regulations of listed entities and their auditors. Our
participation in international conferences, seminars and workshops ensures
we keep up with the latest developments. In 2012, FRC representatives
attended global conferences hosted by the Public Company Accounting
Oversight Board in the United States and the International Auditing and
Assurance Standards Board to share our experiences and find solutions to
common issues in the regulation of the auditing profession.

Outlook

Looking forward, the FRC’s goal is to continue to promote high quality
financial reporting, providing investors with a framework which enables
them to assess fair, balanced and reliable information, giving added
confidence to the capital markets. We will meet this goal by working
with integrity, accountability and transparency, and cooperating with and
supporting other regulatory bodies and government bureaux in Hong Kong.
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It is imperative that our business and financial sectors are served by
well-respected accounting professionals. Domestically, we need to work
with our stakeholders to take forward proposals to further enhance the
independence of the auditor oversight regime for listed entities. This will
also facilitate the establishment of reciprocal enforcement and co-operation
arrangements with regulators of other jurisdictions.

Acknowledgements

During the past year, | assumed the role of Chairman of the FRC following
the retirement of my predecessor, Ms Sophia Kao. It is a great honour to be
in this position.

| take this opportunity to thank Ms Kao for her able leadership and
congratulate her on the solid foundation she has built for the FRC. In
addition to her wide-ranging experience in both the corporate and
public sectors which she brought to the FRC, she has also been a
tireless ambassador and an eloquent and enthusiastic advocate of the
organization’s achievements.

My profound thanks also go to our Council Members, members of the
Financial Reporting Review Panel and our Honorary Advisers for their
enormous contributions to the FRC.

I am also indebted to the executive and supporting staff who have ensured
the smooth and effective operations of the FRC. Our Chief Executive
Officer (CEQ), Dr PM Kam, will step down from his position on 31 March
2013. During his term, he successfully led the Secretariat of the FRC to
discharge its statutory duties in an unwavering manner, overcoming the
many challenges that arose. | take this opportunity to express my utmost
appreciation for his hard work and dedication to the FRC in the past years.
Following an extensive open recruitment exercise, we have identified
a suitable candidate to be the successor of Dr Kam, ensuring smooth
transition of administration. | believe that our new CEO will assist to
shape the organization over the coming years to effectively discharge the
expanded role and duties of the FRC.

I am confident that, with your support, we will continue on our
transformational journey into a new era of regulatory reform with
strength, competence and dedication, and ultimately succeed as one of the
independent audit regulators globally.
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CHIEF EXECUTIVE OFFICER’S REPORT
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Quality financial reporting allows effective and informative analysis of the
financial position of listed entities, which investors can rely on when making
investment decisions. The Financial Reporting Council (FRC) has continued
to place great efforts in reinforcing investors’ confidence in Hong Kong
capital markets by strengthening the quality of financial reporting among
Hong Kong listed entities. We have made good progress over what has
proven to be a busy 2012.

In 2012, the FRC has celebrated its 5th anniversary witnessing that it is
discharging its statutory responsibilities across the spectrum of financial
reporting and audit practices. Our oversight role has achieved heightened
importance in the past five years and we are working with the Government
and the Hong Kong Institute of Certified Public Accountants (HKICPA) to
formulate proposals to further enhance the independence of the auditor
oversight regime for listed companies in Hong Kong which will benchmark
against international standards and be appropriate in a local context.

Over the 2012 reporting period, the number of complaints the FRC received
increased from seven in 2011 to 19, one of which was lodged by a member
of the public and the rest were lodged by other regulators. The FRC has
exercised professionalism and acted within the parameters of established
policies and procedures in dealing with each complaint it received,
irrespective of source. Of these complaints, three related to auditing or
reporting irregularities, one related to non-compliance with accounting
requirements, and 15 involved both auditing or reporting irregularities and

SERNMBERA M LN ERBNMBRRTIE
HERNEREDH  BIREEBUELIRER
EoMBERBDEES HMABTELTERENE
BERNER KMZEEREEHEEEATS
MEL - RETH_T—ZF ARNEERSE
RiFER-

MBERBR_Z—_SBEMNEFRLESF it
REAR—BEMBERMBT AL FTMNET
EERE -RBEERF ARNEEACESRFS
EER -HLMRCEBRFREESHMAE 5L
E—HRERETARNEEEHIEAE LT
HESR UHEERRERBEMSH

REF - RENA - BEERREEORF
Mo F - —EHEREMEHAR KB —RE
BABAL RBAKSHBEERE TRE

AR MBERBORAEREE RRIEE
HEREFBERETRRF - RNELRFE
RS REARERTETR —FERD
BN REEE TEARRARS REAHER
TEORETBREHAREEE - ARHMUER



Our oversight role has achieved heightened

importance in the past five years.

RBERF AENEEACGESSESESR -

PM Kam Chief Executive Officer

HX e

non-compliance with accounting requirements. As a result, we initiated
nine investigations/enquiries. After a preliminary review of the information
received, the FRC has determined to refer two cases of obvious auditing or
reporting irregularities to the HKICPA to determine if any disciplinary action
is warranted, without initiating an investigation.

By the end of 2012, there were five complaints under review which were
less than six months old.

Under review at beginning of year FHEBPREZR
Pursuable complaints received ERERERIEHF

Required no follow-up action ETERIRETHHEE
Referred to other regulators ENTHMEET®RENER
Initiated investigation/enquiry RAAE/EMMOEZR

Under review at end of year FRDEERFMOEZR
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During the year under review, the FRC screened all modified auditor’s
reports issued by Hong Kong listed entities. Of those 138 (2011:131)
modified auditor’s reports published, 75 (2011:60) related to emphasis of
matter with no apparent auditing irregularities and/or non-compliance with
accounting requirements. The FRC reviewed all other modified auditor’s
reports and made inquiries where appropriate.

Where the initial review of modified auditor’s reports identify potential
auditing or reporting irregularities and/or non-compliance with accounting
requirements, the full sets of financial statements are subjected to
a comprehensive review under our risk-based financial statements
review programme. Only one set of financial statements warranted this
comprehensive review during the year.

FYIEB T fEZR
FAFZEMNEZR
BREERBURETHNESR
FREEHEOMBRE
OEES

Under review at beginning of year

Required review during the year

Required no follow-up action

Required review of full set of financial
statements

FRDEZR T ESR

Under review at end of year

We have continued the risk-based financial statements review programme
introduced in 2011. Each review cycle starts in July. Financial statements
of listed entities are selected for review based on various risk criteria,
including indications of non-compliance with accounting requirements
identified through media news or the FRC’s own proactive reviews. The FRC
also selects financial statements of newly-listed entities, including those
with reported earnings substantially below profit forecasts and those with
overseas auditors, and entities which have changed their auditors during the
year under review. The financial statements of entities in specified industries
or with specific accounting themes are also selected for review. Following
widely reported irregularities of a number of listed companies with core
business in the Mainland in the news in the early part of the year, we have
closely monitored the development of these companies and have subjected
their financial statements for review under the programme as and when
they are published.
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During the year, the FRC completed its reviews of the 70 sets of financial
statements selected in the 2011/2012 review cycle and initiated one
investigation case. For the 2012/2013 cycle, the FRC selected for review 75
sets of financial statements which had financial year-ends falling between
31 December 2011 and 30 November 2012. This represents approximately
5% of all Hong Kong listed entities. The FRC has changed the industry
focus to entities which are in the forestry and agriculture business and have
adopted deferred taxation as the accounting theme.

The first batch of financial statements was sent for external review in the
second quarter of 2012. Each set of financial statements is reviewed by
a pair of external reviewers before it is re-examined by the Secretariat
of the FRC to ensure that all apparent non-compliance with accounting
requirements were dealt with in a consistent manner. The reviews of these
financial statements are expected to be completed in mid-2013.

Under review at beginning of year FUEHP I BIRE

Selected for review HMEEENMO M B HRE

Required no follow-up action ERERIURETESHOM B WK
Issued letters of advice BHBEREENER K

Required follow-up review ZRERFNITBRE

Under review at end of year FERNEEHP O BT

The FRC, when necessary, advises listed entities and their auditors on
improvements to the quality of their financial reporting. In cases where the
potential non-compliance with accounting requirements does not affect the
fair presentation of the financial statements, the FRC issues letters of advice,
including findings and suggesting improvement or remedial measures, to
the listed entities and/or their auditors. This step is taken instead of initiating
an investigation and/or an enquiry.

The FRC has issued 19 letters of advice over the past year. This followed
a review of complaints and the relevant financial statements under the
risk-based financial statements review programme.

FA UBERRKEIN _T——F/=F
_E%&?ﬁ%ﬁﬁﬂgﬂ’]tﬂ%‘ﬁﬁ%%ﬁﬁlﬁﬁﬂ
—RAEER —CF/ B -=FEH

EE @ﬁﬁE#&%ATﬁﬂétﬂ-ﬁ@i ‘T

E——F+-A=+—HEZZE-—Z-F+—A

“TRAHEMMBERER OEE2ELTERR

BOZA -WMENTERSTIBREELSKLSE

BMERFWEER RS ERAELE-

$%J‘3’A* “FE_FRANIBEHMARBRER
—HFEHREK - BOM B RREMBINBER

A%%F)ﬁ& EHMBERRRERBARE

BRA—BTAREMBRAIETELEHIRE

HNEE ABREHR - —=FhEmiiEwit®
WMEAMEH I(E-

2012 2011

—E-—F —E——%

56 -

75 70

1) (3)

(14) (3)

(14) (8)

62 56

MHERBDRFERN LT ERREZBER L
EZEUBEBRNERREHER - WESRTER
BARENEETEREVBHRRNATES)
ARTERMABER/HEH MER LT ER
RIREZBMELHAENER L AEEZX
AREROE LR

REF G RRER R #BEY RO FHT
FHEMEEM B RRE  BHEERRN L —F
BERBERTAOER K-



During the year, the FRC initiated nine investigations and handled
eight cases which were brought forward from the previous year. Nine
investigations were completed, including all outstanding cases initiated over
the last few years. The auditing irregularities identified in the investigations
have been referred to the HKICPA to determine if disciplinary action is
warranted. By the end of 2012, eight investigations were in progress. The

majority of these investigations are expected to be completed in the first

half of 2013.

I am pleased to note that the disciplinary committee of the HKICPA has
successfully taken disciplinary action against a certified public accountant
and a corporate practice in April 2012 based on a referral by the Council in

2011 following an investigation.

In progress at beginning of year FYRAEPHER
Initiated during the year FRNERASHER
Completed Rz ok ES

In progress at end of year

FERNDEAETHEZR

During the year, the FRC initiated three enquiries and completed one

enquiry brought forward from last year.

The FRC had requested the listed entity involved in the completed enquiry
to remove the identified non-compliance with accounting requirements,
and the listed entity made prior year adjustments in its subsequent financial
statements to rectify such non-compliance.

In progress at beginning of year FERFHEZE
Initiated during the year FRNEREMER
Completed FERK B RAYE &

In progress at end of year FRADEESAPHEZR

PEERPR-_E——FEMNTHAE  UNE
BRE—FEEBRANNRER -ABEZRN
Tuﬂ SEAR BIERAELFRAMATRE
R RATHANINBATETAEDEIFEY
.ﬁrEfﬁ’“A NEZEREEERILAERED B2
ZEZFFE N\FAEREEDAETH  E
PAEDBEHAIN - T —=F A EER-

AANHEEEGHAMAGLREZEGNERMNK
ERBUER-_Z——FERERENH—F
BHRE - R-E-—FOAREHZREAN—EH

SRR R — R EAEFH L RBERIRE B
KM

2012 2011
—ZE—= —E——4F
8 7
9
(9) (5)
8 8
WBERBR_ZE—_FERHA=TEM WEK
—RTREFERRAMNE-

HHERBERE TR EANLTERAULD
BRAMTER S RTEE Mk LT EEINE
HEBRNPHRRELAHAZ B ETEHR
==

2012 2011
—E——F —T——%F
1 2

3 1

(1) (2)

3 1



As at 31 December 2012, 37 Hong Kong-listed Mainland companies opted
to prepare their 2012 financial statements in accordance with “Accounting
(ASBE) in the Mainland and to use
Mainland auditors to audit their financial statements (Convergence
Scheme).

Standards for Business Enterprises”

28 sets of financial statements which were prepared in accordance with
ASBE for the 2011 financial year were included in the respective financial
statements review programmes of the FRC, the Hong Kong Exchanges and
Clearing Limited (HKEx) and the HKICPA. No material non-compliance with
accounting requirements on the part of these companies was identified
during the review.

As part of the Memorandum of Understanding signed with the Ministry
of Finance (MoF) of the Mainland in 2009, an established framework for
investigative co-operation is in place. Our regular dialogue with regulators
in the Mainland during the year included a meeting with the Accounting
Regulatory Department of the MoF to exchange views on the operation of
the Convergence Scheme.

The FRC has continued to maintain close communication with other Hong
Kong regulators, including the Securities and Futures Commission (SFC), the
HKICPA and the HKEXx, through regular liaison meetings.

Similar to the previous year, the FRC continued its discussions with the
HKICPA and the HKEx in relation to each other’s financial statements
review programmes, maximising the efficiency and effectiveness of the
programmes. Information was shared on theme selection and the targeted
number of reviews of financial statements for the year. The FRC, the HKEx
and the HKICPA shared the review of the financial statements of the 28
Hong Kong-listed Mainland companies which opted to use Mainland
auditors for the 2011 financial year.

At the FRC’s second joint forum with the HKEx and the HKICPA held in
November 2012, representatives from the three organizations shared with
listed entities and their auditors the observations on the respective financial
statements review programmes. We hope the joint forum will continue as
an annual event that promotes quality financial reporting.
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The FRC has continued to operate with the utmost attention to overall
efficiency and effectiveness. For the 2012 financial year, the annual
contribution for the year stood at HK$17.6 million (2011: HK$16.8 million).
This is sourced from our four funding parties — the Companies Registry
Trading Fund, the HKEx, the HKICPA and the SFC. The FRC recorded a
surplus of HK$2.0 million in 2012, which was marginally lower than that
of 2011. Total expenditure for the year amounted to HK$16.2 million
(2011: HK$15.3 million). The major expenditure items were staff costs of
HK$13.9 million (2011: HK$12.4 million) and legal and professional fees
of HK$0.8 million (2011: HK$1.5 million). The increase in staff costs was
attributable to an annual pay adjustment and the addition of a legal counsel
to support investigations and enquiries and the independent audit oversight
reform that is in progress. The establishment of a legal panel towards the
end of 2011 has contributed to the lower legal and professional fees. The
accumulated surplus as at 31 December 2012 was HK$35.5 million (2011:
HK$33.5 million).

Over the past year, industry-specific internal workshops have focused on
enhancing the operational expertise of staff in handling cases that have
diverse industry backgrounds. The FRC recognizes talents as the most
valuable resource and contribute significantly to the success of the FRC. By
providing continuous learning and professional development programmes,
the FRC could continue to build strong organization-wide capabilities
as well as individual professional skills. As a result, the staff of the FRC
discharge their duties with professional knowledge, confidence and
credibility.

Conference attendances, both locally and globally, keep staff members
abreast of the latest developments in accounting and auditing practices as
well as changes to the regulatory frameworks within which we and similar
organizations elsewhere in the world operate.

At the same time, we have developed an ethos that encompasses a viable
work-life balance to attract and retain talent. The FRC is proud of it status
as a family-friendly employer.
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This is my last Annual Report as the Chief Executive Officer. | have enjoyed
my six-year association with the FRC, first as a Council member and,
since April 2010, as the Chief Executive Officer. | would like to express my
gratitude to my fellow Council Members, the Financial Reporting Review
Panel, the Honorary Advisory Panel, Process Review Panel and Financial
Services and the Treasury Bureau, for their support and guidance over
the past 12 months. | would also like to extend my special thanks to our
Chairman, Mr John Poon, and the former Chairman, Ms Sophia Kao, for
their stewardship and leadership. It has been a great honour to have worked
with them. Finally, | thank my fellow colleagues for their hard work and
contributions in enabling the FRC to fulfil its statutory duties and to deliver
high quality work.

Ongoing economic uncertainties combined with new challenges facing
regulators in jurisdictions around the world offer both opportunities
and challenges. | am confident that the FRC will continue to build on its
strengths to maintain the highest standards of financial reporting and
associated market transparency to further enhance investors’ confidence in
the capital market of Hong Kong.
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FRC MEMBERS
MBEHRRXE

Chairman

Mr John Poon, JP (appointment effective 3 October 2012; term
expires on 14 December 2014)

Mr Poon is a solicitor and a non-executive director of the Mandatory
Provident Fund Schemes Authority. He was formerly the deputy chairman
of Esprit Holdings Limited until July 2008. Mr Poon served as a lay member
of the council of the Hong Kong Institute of Certified Public Accountants
(HKICPA) from December 2005 to December 2011 during which he was
also the chairman of Professional Qualifications Accountability Board
(2009-2011) and the chairman of Governance Review Task Force in
2011. He was a member of the Standing Committee on Company Law
Reform (2003-2009) and the Board of Review (Inland Revenue Ordinance)
(2004-2010).

Ms Sophia Kao, SBS, JP (re-appointment effective 1 December
2009; resigned on 2 October 2012 to take up a full-time position
with the Government)

Ms Kao possesses rich experience in human resources management, and
was a lay member of the council of the HKICPA from December 2004 to
November 2006. She was also the chairperson of the Women’s Commission
from January 2006 to January 2012.

Members

Mr Roger Best, JP (appointment effective 1 December 2012 on
nomination of the HKICPA; term expires on 30 November 2014)

Mr Best is a certified public accountant. He was a partner of Deloitte Touche
Tohmatsu from 1982 until his retirement on 31 May 2010. He is a fellow
member of both the HKICPA and the Institute of Chartered Accountants
in England and Wales (ICAEW), and was appointed as a member of the
IFRS Advisory Council in January 2013. He was elected as president of the
HKICPA in 2004. He was appointed to the Financial Reporting Review Panel
of the Financial Reporting Council (FRC) from July 2007 to July 2010 and an
Honorary Adviser of the FRC from August 2010 to November 2012.

Dr Moses Cheng, GBS, JP (re-appointment effective 1 December
2009 on nomination of the Hong Kong Exchanges and Clearing
Limited (HKEx); term expired on 30 November 2012)

Dr Cheng is the senior partner of PC Woo & Co. He is a director of the
HKEx and had extensive experience in the Listing Committee of The Stock
Exchange of Hong Kong Limited (SEHK). He is currently an Honorary Adviser
of the FRC.
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Mr Chew Fook Aun (re-appointment effective 1 December 2012,
term expires on 30 November 2015)

Mr Chew is the deputy chairman and executive director of Lai Sun Garment
(International) Limited and Lai Sun Development Company Limited, the
executive director of eSun Holdings Limited, and the chairman and executive
director of Lai Fung 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 ICAEW 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 (ICAC) and
the Standing Committee on Company Law Reform.

Mr Martin Hadaway, JP (re-appointment effective 1 December
2009; term expired 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. He is currently an Honorary Adviser of the
FRC.

Mr Edward Kwan (appointment effective 1 December 2009; term
expired on 30 November 2012)

Mr Kwan was formerly the chief executive officer of HSBC Broking Services
(Asia) Limited. He is presently the chairman of the Advisory Committee
on Human Resource Development in the Financial Services Sector of the
Government of the Hong Kong Special Administrative Region (HKSAR). He
is also a member of the Securities and Futures Appeals Tribunal and the
Hong Kong Scout Foundation Management Committee, a fellow member of
the Hong Kong Securities Institute, and the honorary treasurer of the Hong
Kong Federation of Youth Groups. He is currently an Honorary Adviser of the
FRC.

Mrs Sophie Leung, GBS, JP (re-appointment effective 1 December
2009; term expired on 30 November 2012)

Mrs Leung is a deputy of HKSAR of the National People’s Congress, PRC and
the chairperson of The Young Entrepreneurs Development Council.

Ms Connie Lau, JP (appointment effective 1 December 2012; term
expires on 30 November 2015)

Ms Lau is the former chief executive of Hong Kong Consumer Council. She
is now the chairperson of the International Advisory Group of Experts on
Consumer Protection of United Nations. She is also a member of Steering
Committee on Review of the Regulation of Private Healthcare Facilities,
Consultative Group on Health Protection Scheme of Health and Medical
Development Advisory Committee, Steering Committee on Strategic Review
on Healthcare Manpower Planning and Professional Development, Business
Studies Advisory Board of Hong Kong University School of Professional and
Continuing Education and a director of Dispute Resolution Centre Limited.
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FRC MEMBERS
MBEHRRXE

Mr Albert Li (appointment effective 1 December 2009; term
expired 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 FRC from August 2007 to
November 2009 prior to his appointment as a Council Member. After
his term expired on 30 November 2012, he is reappointed as the FRC’s
Honorary Adviser.

Ms Teresa Ma (appointment effective 1 December 2012 on
nomination of the SFC; term expires on 30 November 2014)

Ms Ma is an experienced lawyer and a partner and member of the
International Board of Linklaters. She is currently serving on the Takeovers
and Mergers Panel and the Takeovers Appeal Committee of the SFC.

Mr Nicholas Sallnow-Smith (appointment effective 1 December
2012; term expires on 30 November 2015)

Mr Sallnow-Smith is the chairman of the board of The Link Management
Limited. He has over 36 years of experience in the finance and treasury
field in the United Kingdom and Asia, and has extensive knowledge of the
property investment/management industry in Hong Kong. He was chief
executive of Hongkong Land Limited between 2000 and 2007. He is an
independent non-executive director of Wynn Macau, Limited, Unitech
Corporate Parks PLC and Aviva Life Insurance Company Limited (Hong
Kong). He has been actively involved in public service and is currently a
director of the Hong Kong Philharmonic Society, chairman of the Hong
Kong Youth Arts Foundation, a member of the Council of the Treasury
Markets Association, and chairman of the General Committee of The British
Chamber of Commerce in Hong Kong.

Mr Michael Scales (appointment effective 19 January 2009 on
nomination of the SFC; term expired 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 corporate governance consultant for the Noble Group Limited, and a
director and honorary secretary of the Ebenezer School and Home for the
Visually Impaired. He is currently an Honorary Adviser of the FRC.

Hon Sin Chung Kai, SBS, JP (appointment effective 1 December
2012; term expires on 30 November 2015)

Mr Sin is a Legislative Councillor representing the geographical constituency
of Hong Kong Island. He also serves as a board director of the West Kowloon
Cultural District Authority and the chairman of its remuneration committee.
He is a board member of the Hong Kong Tourism Board, a member of the
Council for Sustainable Development and the Greater Pearl River Delta
Business Council. Mr Sin served as a member of the Operations Review
Committee and Witness Protection Review Board Panel of the ICAC from
2006 to 2012. He served as a member of the Housing Authority from 2001
to 2009 and a board director of the Hong Kong Mortgage Corporation
Limited from 1999 to 2009.
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Mr David Stannard (appointment effective 1 December 2012;
term expires on 30 November 2015)

Mr Stannard is a corporate lawyer based in Hong Kong and global head of
the Corporate Practice Group of Norton Rose. He was an executive director
in charge of the Corporate Finance Division of SFC from January 1999 to
September 2001, a member of the Listing Committees of the Main Board
and the Growth Enterprise Market (GEM) of the SEHK from 2003 to 2008
and a member of the Standing Committee on Company Law Reform from
2003 to 2010.

Mr John E Strickland, GBS, JP (appointment effective 1 December
2012 on nomination of HKEx; term expires on 30 November 2014)

Mr Strickland is an independent non-executive director of HKEx. He is
currently chairman of Octopus Holdings Limited and the Hong Kong Internet
Registration Corporation, and a director of Esquel Holdings Inc. He has
and continues to be a director or council member or trustee of a range of
not-for-profit organizations. He has served as chairman or member of many
audit committees of private and listed companies. He served as chairman
of The Hongkong and Shanghai Banking Corporation Limited and Hong
Kong Cyberport Management Company Limited, as a director of the Mass
Transit Railway Corporation and the Airport Authority Hong Kong. He
was a member of the Council of the University of Hong Kong, the ICAC’s
Operations Review Committee and the Antiquities Advisory Board.

Ms Ada Chung, JP (ex-officio) (appointment effective 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 PM Kam (ex-officio) (appointment effective 1 April 2010; term
expires on 31 March 2013)

Dr Kam is the Chief Executive Officer of the FRC. He is a certified public
accountant and was the group financial controller of Jardine Matheson
Limited. Dr Kam was a member of the IFRS Advisory Council of the
International Accounting Standards Board from November 2005 to
December 2011. He was the president of the then Hong Kong Society of
Accountants (now renamed HKICPA) in 1999 and 2000.
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CORPORATE GOVERNANCE

Sound corporate governance is essential for enhancing competitiveness and
efficiency of businesses, strengthening stakeholders’ rights and restoring
and maintaining confidence in capital markets. It is vital to any companies
and organizations, which also include regulators.

As the statutory regulator responsible for investigating auditing and
reporting irregularities and conducting enquiries into non-compliance
with accounting requirements in relation to Hong Kong listed entities, the
Financial Reporting Council (FRC) places great importance on accountability
and transparency. The FRC itself operates to a set of core values: integrity,
proficiency, independence, impartiality, accountability and transparency.

The FRC exercises its statutory powers under the Financial Reporting Council
Ordinance (Cap 588) (FRC Ordinance) and is committed to high standards of
corporate governance. The FRC also performs its regulatory role effectively
through having in place a clearly defined structure of governance which
provides its governing Council, its committees and the Secretariat of the
FRC (Secretariat) with a clear oversight of control processes and operational
management. To ensure that the FRC remains at the forefront of corporate
governance, it has adopted the best practices issued by the International
Federation of Accountants drafted specifically to meet governance
requirements within the public sector.

Organization Structure
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The Council

The FRC is governed by Members of the FRC who operate as a Council.
As at 31 December 2012, there were 11 Members, the majority of whom,
including the Chairman, are non-accounting professionals as required by
the FRC Ordinance. Nine of the 11 Council Members are appointed by the
Chief Executive of the Hong Kong Special Administrative Region (HKSAR).
Three of these 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)
respectively. Both the Registrar of Companies, or her representative, and the
FRC’s Chief Executive Officer (CEO) are ex-officio members of the Council.
The membership composition, with a majority of lay persons, ensures the
independence of the Council in carrying out its important functions.

The appointment of the CEO is made by the Government, based upon the
recommendation of the Council. The CEO and his Secretariat manage the
operations of the FRC and provide comprehensive reporting to Council
Members in accordance with the provisions laid down in the procedural
manual. Council Members give directives to the CEO and the Secretariat,
and observe the performance of the organization’s statutory functions.

All Members of the Council are legally bound to declare any interest
they may have in a case. Council Members who were present during the
deliberation by or took part in any decision of the HKEx, the HKICPA or the
SFC with respect to the referral of cases to the FRC would be regarded as
having interest in the case. Council Members having interest in a case 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 case,
in accordance with the FRC Ordinance.
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The attendance at meetings of individual Council Member during 2012 isas B HKEHREXENR —E——FHNGEHEZRN
follows: N
Meetings attended/held
EERERE/BITRE
Mr John Poon, JP’ (Chairman) EEAANTAL(EE) 9/9
Mr Roger Best, JP? B 7K S 4 12 1/1
Dr Moses Cheng, GBS, JP? BREFEL @RFAESE A FHL 4/8
Mr Chew Fook Aun BAfRZ T E 7/9
Mr Martin Hadaway, JP? EEF AT 7/8
Ms Sophia Kao, SBS, JP* RS REFEE - K a1 6/6
Mr Edward Kwan? B E B L L 7/8
Ms Connie Lau, JP? 21|38 I X S fe 2 1/1
Mrs Sophie Leung, GBS, JP? REARE - EEFEE K FHL? 4/8
Mr Albert Li? iR 7/8
Ms Teresa Ma? BERZ L 0/1
Mr Nicholas Sallnow-Smith? #RJKBA 5E A2 1/1
Mr Michael Scales? i N = 5/8
Hon Sin Chung Kai, SBS, JP? BRERE REFAEE KFH+2 1/1
Mr David Stannard? T BE ST A2 1/1
Mr John Strickland, GBS, JP? MEwm SEFEE  KFaL? 11
Ms Ada Chung, JP or her representative (ex-officio)  $EBKR ANTFHLRERR (E4KE) 9/9
Dr PM Kam (ex-officio) HEBEXB+E (84K E) 9/9

" Appointed as Chairman with effect from 3 October 2012.

TR= ?*_ﬁfﬂ-ﬁ HEZTRIEE-

2 Appointed with effect from 1 December 2012. 2 AR ZFEF = A—HREEE -
7 Term expired on 30 November 2012. 3 /:Z[@?'JJ‘(‘ f— —FF+—A=+HE#-
4 Resigned on 2 October 2012. CRZFE—ZFHAZHBET

3T 19 0% % 584% -

22 The average attendance rate at meeting is 84%.




CORPORATE GOVERNANCE

Council Meetings

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 nine meetings in 2012 and the proceedings of meetings were
conducted in accordance with the provisions of the FRC Ordinance. The
financial statements of the Council and progress reports on cases, including
a chronology, are also submitted to the Council for information and review
at the meetings.

Council Committees

The Council has established five committees with specific responsibilities as
described below. These committees meet on a periodic basis and whenever
necessary. Each committee operates according to its terms of reference.

Corporate Communications Committee

The Corporate Communications Committee (CCC) formulates policies and
strategies on corporate communications for the Council’s consideration and
oversees the implementation of the strategies approved by the Council. The
CCC held two meetings in 2012, with an average attendance rate of 75%.

Finance Committee (replaced the Tender Committee since 1 December
2012)

The Finance Committee reviews the treasury, internal control, and financial
and risk management policies and strategies of the Council, and advises the
Council on the financial implications of its strategic plans. No meeting was
held by the Finance Committee in 2012. Decisions of the Tender Committee
during the year were reached by circulation of papers.

Independent Audit Oversight Reform Committee (established on

1 December 2012)

The Independent Audit Oversight Reform Committee (IAORC) is established
to advise the Council on matters relating to the reform of auditor oversight
systems in Hong Kong. The IAORC held one meeting in 2012 with full
attendance.

Operations Oversight Committee

The Operations Oversight Committee (OOC) assists the Council in
formulating policies, strategies, guidelines and procedures which govern the
investigation and enquiry functions of the FRC and the review of financial
statements under the risk-based financial statements review programme. It
also provides advice to the Council and its operational staff on technical or
business issues. In 2012, the OOC met on nine occasions with an average
attendance rate of 82%.

Remuneration Committee

The Remuneration Committee (RC) makes recommendations to the Council
on employment policies, including salary structure, terms and conditions
of employment and staff fringe benefits, and annual pay adjustment and
variable compensation payable for individual staff members. As the salary of
the CEQ is determined by the Chief Executive of the HKSAR, it is not subject
to review by the RC. No meeting was held by the RC in 2012.
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CORPORATE GOVERNANCE
wEEs

Operations
Enquiry — Financial Reporting Review Panel and Committee

When it appears to the FRC that there is or may be a relevant non-
compliance in relation to a listed entity, the Council may appoint a Financial
Reporting Review Committee (FRRC) consisting of a Panel Convenor as the
Chairman and at least four other members of the Financial Reporting Review
Panel (FRRP) to conduct an enquiry.

The FRRC may, with the powers vested in it under section 43 of the FRC
Ordinance, require relevant persons to produce records and documents and
provide information and explanation for the purpose of an enquiry.

Members of the FRRP are appointed by the Chief Executive of the HKSAR in
consultation with the Council. As at 31 December 2012, the FRRP had 39
members, including seven Convenors. They are appointed because of their
experience in accounting, auditing, finance, banking, law, administration, or
management.

The FRRC formed in 2011 completed its enquiry case in 2012. Three other
FRRCs were formed to make enquiries initiated in 2012.

Investigations — Audit Investigation Board

The Council may direct the Audit Investigation Board (AIB) to conduct an
investigation into possible auditing or reporting irregularities in relation
to listed entities, exercising powers conferred on it by the FRC Ordinance.
The AIB may, with the powers vested in it under sections 25, 26, 27 and
28 of the FRC Ordinance, require relevant persons to produce records and
documents, supply information and provide explanation for the purpose of
the investigation.

The CEO is the ex-officio Chairman of the AIB. Other members of the AIB,
who are normally staff members of the FRC, are appointed by the Council.

Accountability and Audit

The FRC adopts a strict audit process which starts with the preparation
of the annual budget by the Secretariat and subsequent 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; annual reports are submitted to the
Secretary for Financial Services and the Treasury and tabled at the Legislative
Council.
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CORPORATE GOVERNANCE

The work of the FRC is subject to the scrutiny of a Process Review Panel (PRP)
to ensure that the FRC deals with individual cases in a consistent manner,
and actions taken and decisions made adhere to internal procedures and
guidelines. In this regard, a report with conclusions of its review and
suggested improvement measures is issued by the PRP on an annual basis.
The establishment of and appointments to the PRP are approved by the
Chief Executive of the HKSAR.

Internal Controls

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

The FRC continues to monitor all policies and guidelines that cover
personnel administration, procurement, authorization of transactions and
the safeguarding of the organization’s assets.

Code of Conduct

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 behalf of the
FRC. 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 the FRC operates.

Transparency

The FRC is a statutory body charged to perform in a critical area of business
in the interests of the public. The FRC recognizes the importance of
transparency and accountability. With this in mind, the FRC has 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 the FRC has worked
hard to attain a balance between privacy of information and access to public
records. The “Access to Information” policy is also available on the FRC’s
website.

Operational statistics as well as a summary of closed complaint cases are
posted on the FRC’s website on a timely basis. A press release is issued once
an investigation or enquiry report has been adopted by the Council. Since
2011, in addition to the FRC Annual Report, the FRC has published a bi-
annual eNews, which is also available on the FRC’s website.
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REPORT OF THE DIRECTOR OF AUDIT
ErBERERE

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 28 to 41, which comprise the statement of financial
position as at 31 December 2012, 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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REPORT OF THE DIRECTOR OF AUDIT

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 2012,
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

7 March 2013
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FINANCIAL STATEMENTS
B Rk

STATEMENT OF COMPREHENSIVE INCOME #HZ&W AR

For the year ended 31 December 2012
(Amounts expressed in Hong Kong dollars)

BE-_Z——F+-_A=+—H0ItEE
(£FABTTHIR)

Note 2012 2011
Y & —B—-F —F—F
Income N
Annual contribution BEHEAESR 17,640,000 16,800,000
Interest income FEWA 5 526,512 512,547
Recovery of costs of investigation FE R A E 51,700 -
,,,,,, R 17312547
Expenditure S
Staff costs BIKA 6 (13,885,133) (12,376,821)
Legal and professional fees FEREREXER (844,560) (1,546,566)
Corporate communications expenses & &7 H 7 (825,940) (861,385)
Depreciation charge WEXH 10 (85,067) (53,273)
Other operating expenses HfhgiES 8 (598,058) (463,355)
_____(16.238,758) (15,301,400)
Surplus and total comprehensive FREBRRAZE
income for the year WA 1,979,454 2,011,147

The notes on pages 32 to 41 form part of these financial statements.

ERNEZMENHERATBHREN—HD -



STATEMENT OF FINANCIAL POSITION

As at 31 December 2012

(Amounts expressed in Hong Kong dollars)

FINANCIAL STATEMENTS
FA RSk

B F& AR R 3=
RZZE——F+=-A=+—H
(£FABTTHIR)

Note 2012 2011
Ff E ot i —F——%
Non-current assets ERBEE
Office equipment and furniture MRAEZRBERERE o 231,199 157,504
Current assets RENEE
Prepayments and other receivables TE T FIE K H b FE M AR R 11 420,226 449,215
Time deposits with original maturities  RZ|E B B8 =@ A
over three months EHATER 12 27,000,000 30,000,000
Cash and cash equivalents HeRASEED 13 9,942,970 4,734,381
Total current assets REBEEHAE 37,363,196 35,183,596
Current liabilities REBEE
Accounts payable and accruals ERERR L ERTE A (2,105,630) (1,831,789)
Net current assets reEEF&E 0 35,257,566 33,351,807
Total assets less current liabilities HEERARBERE 35,488,765 33,509,311
Funds =k
General fund —RESL 14 15,488,765 13,509,311
Reserve fund wEe 14 20,000,000 20,000,000
Total funds wEs 35,488,765 33,509,311

Approved by the Financial Reporting Council on 7 March 2013

John Poon, JP BB A F 4+
Chairman Z J&

The notes on pages 32 to 41 form part of these financial statements.

R-ZE-=F=RFtHEMBERSIE

PM Kam H X
Chief Executive Officer 775 #8#,

ERNEEMENMEAATBREN D -
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FINANCIAL STATEMENTS
B Rk

STATEMENT OF CHANGES IN FUNDS

For the year ended 31 December 2012
(Amounts expressed in Hong Kong dollars)

EeEEIR
BE-_Z——F+-_A=+—H0ItEE
(£FABTTHIR)

General fund Reserve fund Total funds

—REe ik ko mES

At 1 January 2011 R-ZE——F—H—H 11,498,164 20,000,000 31,498,164
Total comprehensive income

for 2011 —E-——F@EERA 2,011,147 - 2,011,147

At 31 December 2011 R-_E—F+=-A=+—H 13,509,311 20,000,000 33,509,311

At 1 January 2012 R-_E——F—HF—H 13,509,311 20,000,000 33,509,311
Total comprehensive income

for 2012 —E-—FBEERA 1,979,454 - 1,979,454

At 31 December 2012 R=—Z——-f+=-A=+-—H 15,488,765 20,000,000 35,488,765

The notes on pages 32 to 41 form part of these financial statements.

ERNEEMENMEAATBREAN D
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FA RSk

=1
STATEMENT OF CASH FLOWS BEangx
For the year ended 31 December 2012 BHE_T——F+_RB=+—HILEE
(Amounts expressed in Hong Kong dollars) (2FABTTIITR)
Note 2012 2011
Y & —B—-F —F—F
Cash flows from operating activities ZEFZEBHELENBEESRE
Surplus for the year FAR 1,979,454 2,011,147
Adjustments for: FEIER :
Depreciation charge e 85,067 53,273
Interest income Fl B2 A (526,512) (512,547)
1,538,009 1,551,873
Changes in working capital: LEESEE):
Increase in prepayments T8 1 SR I8 R H b FE UL
and other receivables BRFIE A0 (76,145) (23,765)
Increase in accounts payable JERBRR R ESHE A
and accruals & 273,841 606,054
Net cash inflow from operating RETHEENRS =
activities wAm®E 1735705 2134162
-w»
Cash flows from investing activities REFBHELEMNRSRE il
Purchases of office equipment BENRAERER N
and furniture KA (158,762) (73,104) I
Interest received 2 UFLE 631,646 425,745 g
Decrease/(increase) in time deposits with RZ|HRBE =18 A K
original maturities over three months ~ FEHI7FZOR A/ (#40) 3,000,000 (10,000,000)
Net cash inflow/(outflow) from RETBHELENES
investing activities mALCRE)F®E 3,472,884 { (9,647,359)
Net increase/(decrease) in cash ReRBReEEY
and cash equivalents Bm/sOmd) #EE 5,208,589 (7,513,197)
Cash and cash equivalents at R—A—HZERER
1 January HEZEY 4,734,381 12,247,578
Cash and cash equivalents at R+-ZA=+—HZE&K
31 December ReZEY 13 9,942,970 4,734,381
The notes on pages 32 to 41 form part of these financial statements. FERNEEMEMH T AR EREN—BD
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B Rk

NOTES TO THE FINANCIAL STATEMENTS

For the year ended 31 December 2012
(Amounts expressed in Hong Kong dollars)

1.

(a)

(b)

General Information

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

As set out in the FRC Ordinance, the FRC is empowered to conduct
investigations concerning auditing and reporting irregularities, and to
make enquiries into non-compliance with accounting requirements.

Summary of Significant Accounting Policies

Basis of preparation

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

Office equipment and furniture

Office equipment and furniture are stated at cost less accumulated
depreciation and any accumulated impairment losses, except that
items costing less than $5,000 are expensed when incurred. 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.
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(b)

(c)

Summary of Significant Accounting Policies
(Continued)

Office equipment and furniture (Continued)

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. The gain or loss arising from the derecognition is determined
as the difference between the net disposal proceeds, if any, and the
carrying amount of the relevant asset, and is recognized in surplus or
deficit in the period the asset is derecognized.

At the end of each reporting period, the FRC assesses whether there is
any indication that an item of office equipment and furniture may be
impaired or a previously recognized impairment loss no longer exists
or may have decreased. When there is an indication of impairment,
the carrying amount of an item of office equipment and furniture is
written down immediately to its recoverable amount, which is the
higher of its fair value less costs to sell and its value in use, if the
asset’s carrying amount is greater than its recoverable amount. When
a previously recognized 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. An impairment loss or a reversal of an impairment
loss is recognized in surplus or deficit.

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.
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(d)

(e)

(f)

(9)

Summary of Significant Accounting Policies
(Continued)

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. 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 surplus or deficit.

Any subsequent reversal of an impairment loss is recognized in surplus
or deficit, to the extent that the carrying amount of the asset does not
exceed its amortized cost that would have been determined had no
impairment loss been recognized.

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.

Financial liabilities

Financial liabilities include accounts payable and are measured at
amortized cost using the effective interest method 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 with maturity within
three months when placed or acquired, that are readily convertible to
known amounts of cash and subject to an insignificant risk of changes
in value.

Revenue recognition
Revenue is measured at the fair value of the consideration received or
receivable.
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(9)

(h)

Summary of Significant Accounting Policies
(Continued)

Revenue recognition (Continued)

Unconditional and non-refundable contributions and recovery of
costs of investigation 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.

Contributions to the Mandatory Provident Fund (MPF) scheme are
recognized 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 $4.4 million to the FRC in 2012 (2011: $4.2 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 for 2013 and 2014 shall be
increased by a fixed percentage of 5% per annum.
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4. Annual Contribution (Continued) 4. BERAEZ @)
The office premises of the FRC are provided by the CRTF at a nominal VSERBzHAETHAGEMEEER
rent of $1 per annum. All the related utility and sewage charges, SR SERBAWER—THE - FTEME
outgoings, costs and expenses incurred in repairing, maintaining and B o5 kER A #1E RE
managing the office premises are borne by the CRTF. REBRAZEHKARZ HTHA BT
REBESEE-
5. Interest Income 5. FEWA
Interest income was earned from time deposits and other bank FBWAKRE ERFERREMIRITEAERR
balances.
6. Staff Costs 6. EIRZ
2012 2011
—E-—_F —F——4F
Salaries, bonuses and gratuities ¥l FEA R E S 12,439,322 11,536,768
Staff recruitment expenses BEEIL N 461,428 3,115
MPF contributions RHME AT HER 457,757 379,299
o Medical and life insurance BERASRR 303,037 275,302
o Staff training and development BIHIIRFEER 131,397 105,106
9 Others EAb 92,192 77,231
[}
o
§ 13,885,133 12,376,821
£
<
T Except the Chief Executive Officer, Council members are not MR 17 B 48 3050 - B 7 B 3R B B B 0 B
c N ’— N
3 remunerated. The above staff costs included the emoluments of the T NEBTIRACDEBRITRAHNME
o Chief Executive Officer amounting to $3,619,643 (2011: $3,580,611), 3,619,643t (=& ——%:3,580,611
= which comprised salary and bonus of $3,581,280 (2011: $3,544,825), TT) B R EEH I & IE413,581,280T (=
§ medical insurance of $24,613 (2011: $23,786) and MPF contributions T ——4:3,544,82570) « BEIRK24,613
- of $13,750 (2011: $12,000). T (ZZF——4F:23,7867m) ksl R
g B&H13,750L (ZF ——4F 112,000
< ) e
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Corporate Communications Expenses 7. HBEFHZE
2012 2011
—B-——fF —E——%F
Publications AR T 122,432 207,426
Promotion and public education ~ HERALHE 636,914 646,464
Others HAty 66,594 7,495
825,940 861,385
Other Operating Expenses 8. HfttEEXH
2012 2011
—B—=fF —E——F
Conferences and duty visits gELEKRER 240,165 124,478
Office equipment and
furniture expensed PRAERBREAERX 25,707 20,184
Professional liability insurance FEFERE 25,123 25,100
Others HAity 307,063 293,593
598,058 463,355
In accordance with section 19 of the FRC Ordinance, the Audit B I BERBIEDD) E196G BERRI
Commission of the Government of the Hong Kong Special THEBRNETEEZMEESRBNY B
Administrative Region audits the financial statements of the FRC. The WMEK B BWEJUTBRTGUENE A -
Commission does not charge for this service.
Taxation 9. IR
Pursuant to section 16 of the FRC Ordinance, the FRC is exempt from R (I BERB GO E161& - B EER
taxation under the Inland Revenue Ordinance (Cap 112). BEER R mmARE (BHHEHD) (F112
) @E

ER ¥

HE4 10T
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10. Office Equipment and Furniture 10. JAEFZRERZRA
Other Office
office furniture
Computers equipment and fixtures Total
Hipf A= MAERE
| & REE pke)
Cost B
At 1 January 2011 R-—FT——F%—A—H 427,524 89,591 50,940 568,055
Additions BA 49,900 - 23,204 73,104
Disposals RE (40,580) - - (40,580)
At 31 December 2011 RZE——F+=-A=+—H 777747376,7844 777777 8 ,9',5,91, 777777 7 fljfl{ 77777 6 709,757797
At 1 January 2012 WZE——F—HF—H 436,844 89,591 74,144 600,579
Additions BA 103,462 55,300 - 158,762
Disposals BEE (70,260) - - (70,260)
At 31 December 2012 R-—ZT-—f+=-A=+—-H - 74779,70119 77777 17411,7891 777777 7 9',19'! 77777 6 7879,70§1 i
Accumulated depreciation RFITE
At 1 January 2011 RZE——%—H—H (369,551) (45,862) (14,969) (430,382)
Charge for the year FAxH (34,414) (12,799) (6,060) (53,273)
Written back on disposals FERED 40,580 - - 40,580
At 31 December 2011 WZE-——F+ZA=t—-H (363385 (58,661) (21,029) (443,075
At 1 January 2012 RNZE——-F—F—H (363,385) (58,661) (21,029) (443,075)
Charge for the year FAZH (57,612) (20,040) (7,415) (85,067)
Written back on disposals BEERED 70,260 - - 70,260
At 31 December 2012 R-—Z-—f+=-A=+—H - £3759,77§77) 77777 (]?,]91) 77777 (72§,74f.{)7 - £47577,78§27)7
Net book value REFE
At 31 December 2012 R-B-——5+=A=+—-H 119,309 66,190 45,700 231,199
At 31 December 2011 RZE——%+=-A=+—H 73,459 30,930 53,115 157,504




11. Prepayments and Other Receivables

12.
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1. FRAFIR K A AU IRR

2012 2011
—E——% —FT——F

Prepayments TER IR
— Medical and life insurance —BENMASRR 168,560 143,817
— Professional liability insurance ~ —Z# & TRk 13,589 13,562
— Staff benefits —EBI®H 23,010 15,739
— Others —Efh 66,445 22,341
Interest receivable FEWUR 2 148,622 253,756
420,226 449,215

Time Deposits with Original Maturities over

Three Months

12. [REHA @B =18 B (EHER

REHBEBE=EANTHEZIENEA
M—FHRZEHFET REETFFNEHR
12621 45BF B (22 ——F 1 1.48F

Time deposits with original maturities over three months represented
six-month and one-year term deposits which carried fixed interest
ranging from 1.26% to 1.45% (2011: 1.48% to 1.54%) per annum.

The balances outstanding at 31 December 2012 and 2011 had ZEN154E) RZE—ZFR=-ZT——F g
maturities less than 12 months from the end of the reporting period. T A=+ —BXEHRRHREBRERI2E %‘4
AREE- E
an
13. Cash and Cash Equivalents 13. RERREEEY -
_FR
ey
2012 2011
—E-—C—F —T——f
Cash on hand FHEES 2,400 1,421
Current accounts S EREBER 140,682 113,582
Savings account HEFER 399,888 319,378
Time deposits with original RE|EAE TR =E AR
maturities within three months & BiT7 5% 9,400,000 4,300,000
9,942,970 4,734,381
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14. Funds

15.

16.

(a)

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.

Financial Instruments by Category

The carrying amounts of financial instruments by category are as
follows:

14.

15.

g¢
—RERTEMBERREFLESNE
BRH-

FHEEEAREMELERS BB G
NE BEEREIMMBRBEFERFTERR
VHBERBEMBEANEREEES
ERBRA-FETAHE REABETH
B -RHESIRKEEEES TR REME
=ERTEBA-

BERE D 2EMTA
EFEBRTANEESEMT:

2012 2011
—E——F —E——F
Financial assets at REBHRRATTEN
amortized cost SREE
Interest receivable JRE BRI B 148,622 253,756
Time deposits with original RESEEBE=M@AN
maturities over three months EHTFR 27,000,000 30,000,000
Cash and cash equivalents ReRB2FED 9,942,970 4,734,381
37,091,592 34,988,137
Financial liabilities at BREBERRAFTEN
amortized cost o= =N
Accounts payable and accruals BRI ERE A 2,105,630 1,831,789

The carrying amounts of the FRC’s financial assets and financial
liabilities approximate to their fair values.

Financial Risks

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 placed with each bank and the maximum
duration the deposit is placed in order to manage its credit risk.

MHERRNEREERSRABENER
EREBEOEQAAREBE-

16. < @b b
(R) AR

MBERBAAENERRREEYRE
ISR R B AR IRTT R - IRIBM IS E R R
SR@meNRERR WBERBEREN
BHMRFBE T REEAFRRES
FIERITRIFR - BRABRRILRET
BERITOFR LR MEHREFROZRFTHK
0 UEEREARR -
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16. £ RLEpE (&)
() AR (5

16. Financial Risks (Continued)

(a) Credit risk (Continued)

(b)

(c)

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 was 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. All financial liabilities were due to be repaid within three
months (2011: three months) from the end of the reporting period.

Market risk

Currency risk

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

MREHRDEEMERFRAS  BRETE
BERE - I B BMIEA RS EERBKE
RRME - ER L E - B FERE I &
BEAERAR MBHRRRFHINEHE
ERASBEREMAENZSERARR -

Z) mE MR R

ERBNRSMRTR  BibnB IR
SHEE -MAESREENREHHRE=
BEAR(ZE——F =@/ HEE-

(A) 5 E R

BExmEE
MBERRDESRAR BB /AT AT
EemEERERMABBEYNETREN-
B 1tk B 75 B ¥ B 3 M R PR AR ] 5 LR

=
Interest rate risk FIFE R %
The FRC’s interest bearing assets mainly comprised funds placed in ARV BERENAEF EEEAREE XK fﬁ?
time deposits with fixed interest rate. The FRC was subject to the risk HIE BT 5% - IR IS IE SR BAA R E BilF R A

that the fair value and future cash flows of these time deposits would hEEMBERSEEEMISH EEEHMm S
fluctuate because of changes in market interest rates. In order to RBHRER - RERGHERR MBERS :;
manage this risk, the FRC adopted a policy to monitor interest rate risk FORERFEE R EE R - #

on a continuous basis.

At 31 December 2012, an increase/decrease in interest rate of 25 basis
points (2011: 25 basis points), with all other variables held constant,
would increase/decrease the FRC’s surplus for the year and total funds
by approximately $90,000 (2011: $90,000). The sensitivity analysis
was estimated as an annualized impact on interest income assuming
the change in interest rates had occurred at the end of the reporting
period.

R-B——HE+-A=+—B EFREHM
AEHERFTENBERT  FERGE M/ HD
252 F (=T ——F: 252 F) WISER
REERHILBESESEM/ RIONE
T(ZZ2——F B - HMRESITZ
BEF RN RS AR ES) - MGty
FBWARNTEELTE
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Key Operations Statistics FTEEFEE
07/2007-
2008 2009 2010 2011 2012
e
Z_EENE —TEhE —T-ZTF —T——F ZB-Z
Pursuable complaints received
B A] IR RO AR R 29 13 9 7 19
Modified auditor’s reports screened
ERMNEERE RS R RBE RS 28 129 142 131 138
Financial statements selected for review
B R EE MR M R - - - 70 75
Investigations completed
TR BB EZ - 1 1 5 9
Enquiries completed
TR E A EZE - 3 1 2 1

" The Financial Reporting Council (FRC) began to review modified auditor’s reports on 16 July 2008.
HBEHRBR-EENFLA A NAFBERHEREEZEENIRE -

Complaints

Stock markets on which companies/securities
involved in pursuable complaints are listed

FRATBENRF AR/ BHEE EMORETS

29

07/2007-08 2009 2010 2011

B GEM Board
AR

B Main Board
E

B

Source of pursuable complaints

AR IR SOR

07/2007-08 2009
Bl Members of the public

AN

Hl Anonymous

EAAL
B Regulators
BLEHIE

2010

20M 2012

CREF:IEA

B4y 210T
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Nature of complaints Size of accounting firms involved in complaints
wEFME BRI R AT R R AR
29 29

07/2007-08 2009 2010 2011 2012 07/2007-08 2009 2010 2011 2012

B Both auditing and/or reporting irregularities and | Joint accounting firms of different sizes
non-compliance with accounting requirements S —IE AR BB fE & 5THRD AT
RIES MEeT N/ SKERTETEARTEREHREER B Small-size accounting firms

B Non-compliance with accounting requirements (with five or less partners/directors)
TEEARTEER NEHIT (ERBRATHERBA/ES)

W Auditing and/or reporting irregularities B Medium-size accounting firms
FEet N REHRTETE (with six or more partners/directors)

A ETT (B AR EMABA/EE)

W Big Four accounting firms

PUR&EHATT
Proactive Review FEERH
Screening and review of modified auditor’s reports BREREHNFERESRZEMBE

The FRC screened all 138 (2011:131) modified auditor’s reports issued EfFSERBHHM THAR T — —FH% KRNk
in 2012. There were 150 (2011:140) modifications and 169 (2011:192) MWRBERZHMBEEL—E=+/\H(=Z
issues as some modified auditor’s reports contained more than one ——%F:—FH=+—13) - ARNBOIFEREE

modification and/or more than one issue. No review was performed #ZEMBREHSNZN —HEIEBREERAN /%%
when a modification related only to an emphasis of matter. If the issue A —EAME FIFERBERBHEL—FART
in a modified auditor’s report indicated possible auditing or reporting B (ZZT——F:—FWN+&) LK HEA &L

Financial Reporting Council Annual Report 2012

irregularities and/or non-compliance with accounting requirements, the — B ANTHE(ZZE——F: —FA+ ") i
full set of financial statements was reviewed under the risk-based financial HXEEIRIREELEE  BABTEEH - if
statements review programme. AHEEREERZHMBEPBE R G R

FERTETRAR/ R TEREGARENEE
ARERRERRMEYHRENEHAEE
BB F R -
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Analysis by modification

FERBERRBEMBE VBRI

B Emphasis of matter

BEXER

Analysis by issue
FERBERZBMBSNEEIN

B Going concern
FELEREN
M Lack of proper books and records

BERTFZENRE Mk

Review of financial statements

OPERATIONS REVIEW
EFERE

W Qualified opinion

REERL

W Disclaimer of opinion

TERER

W Insufficient information
BRI R
Others
EAth

The FRC selected 75 (2011:70) sets of financial statements for
comprehensive review in 2012 under its risk-based financial statements
review programme, and the breakdown by selection criteria is as follows:

B Modified auditor’s reports

Il Newly-listed entities

MR B RZHARE MEmER

M Alleged non-compliance with B Change of auditors
accounting requirements and/or T IRAZERED
auditing or reporting irregularities Accounting theme
based on media reports @i ¥

BERERE SR T BR S EEE
K/ B EALERTETH

B Business uncertainty

EB LT RmEE

EHMB®|E

FHERBN B - _FRERRMEVBRE
fEMFEmE TR (ZF——F £+ 1h)
PHHmREZEER RIEHEFSDWT

1%

Industry theme
TEEXE

[ Random basis
BE R

CREF:IEA

B4y 210T
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Summaries of Completed Investigations and Enquiry

In 2012, the FRC adopted nine investigation reports completed by the Audit
Investigation Board (AIB), and one enquiry report completed by the Financial
Reporting Review Committee (FRRC). The auditing irregularities identified
in the investigations have been referred to the Hong Kong Institute of
Certified Public Accountants to determine if disciplinary action is warranted.
The FRC also requested the entity involved in the enquiry case to remove
the identified non-compliance with accounting requirements, and the listed
entity made prior year adjustments in its subsequent financial statements to
rectify such non-compliance.

EERNFAERENERBE

R-F——F WHEERDERNTEFAEERE
g (HEZRBE) ERNWNFALTERE  RUHKE
Bz Be (RIZEBE)N—REMBRSE-
FAFREFTETANASERE CBRXEA
SR AGRE UZRREFHLERES - H
BERBITEREIXEAN LT ERBUED R
A TEREARERE Mz LT ERITER
BRERNMERRELAAIRE  EETERE

" o

Enquiry &3

Case
VES

In this case, the FRRC found that the listed entity did not identify and
separately recognize the exploration right to a mine at its fair value at the
date of the acquisition of a subsidiary, and the acquisition-date fair value
of the exploration right to another mine should have been adjusted upon
the completion of the initial accounting of the acquisition, when the fair
value of such right was finalized. The FRRC also considered that in the
absence of an active market for the exploration rights, the exploration
rights to the mines should have been carried, after initial recognition, at
cost less any accumulated amortization and any accumulated impairment
losses instead of at a revalued amount. In addition, the FRRC found that
the relevant financial statements did not disclose the carrying amounts of
each class of identifiable assets and liabilities immediately before the date
of the acquisition as required by the relevant financial reporting standard.

EEREAR RNZEERR LWEBXRE
REBERKE—RT AR HR—EEOH
RERDHBAELABE BCUBHNS—
EREAESREND A BERER  WEN IS
BAERETK LT ERBERZHHERENK
BANAABEFLAR -BRIZEERR
ENZEHRERBARME  ZFHHRER
FERR IR B IR PR AN IR 25 (1] R 5t 85 I A ] RET
BMEBLGFE MAERBEGLESE -
ZEENER ARMBHRRLAERBEBY
BHREENNER B EEBIO A HREEM
BERKE R WRE SR FLRE-

Investigations A&

Case
VEES

This case involved the audits of two property projects and of a loan to
a debtor of a former listed entity. The AIB found that in performing the
audits of the relevant financial statements, the auditor did not sufficiently
document the nature, timing and extent of certain audit procedures it
performed, and the conclusions it reached. In addition, the auditor did
not exercise sufficient professional scepticism in testing a property project
under development during the course of the audits.

EREARSR—FA LM EROMEBERK
AR —EEBAZBEROE TR
ERER AEZEER /R LB EET AR
MBEHRRE RARREEAEFZ2MEE K
B RRERERIELTORE I BEZE
ENRBRZRBMEREE D —EBEXERA
BBET IRKNASHNERRREE -
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Case
VEES

In this case, the AIB was of the view that the auditor did not obtain
sufficient appropriate audit evidence in relation to the valuation and
disclosure of accounts receivable in the financial statements of a listed
entity; and the auditor did not prepare audit documentation sufficiently
detailed to enable an experienced auditor to understand its conclusion on
the recoverability of the accounts receivable.

It was also found that an exchange gain arising from the translation of a
property, from its functional currency to a different presentation currency
at a closing rate which differed from the previous closing rate, was
recognized in profit or loss instead of as a separate component of equity
in the financial statements. The AIB considered that the auditor’s report on
the financial statements should have been modified in this respect, since
the consolidated loss of the listed entity was materially understated as a
result of this misstatement. Furthermore, as there were multiple material
uncertainties which might affect the listed entity’s ability to operate as
a going concern and these uncertainties were significant to the relevant
financial statements, the AIB was of the view that a disclaimer of opinion
should have been expressed on the financial statements.
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Case
VEES

This case involved the accounting treatment for the acquisition of
businesses by a listed entity. The AIB was of the view that the listed entity
should have recognized, at the dates of acquisition of these businesses,
deferred tax liabilities on the fair value gains on the intangible assets
acquired at the applicable income tax rates. Such deferred tax liabilities
should have been recognized separately from the intangible assets
acquired. As the amount of deferred tax liabilities was material to the
relevant financial statements, the AIB considered that the auditor’s reports
on the relevant financial statements should have been modified in this
respect.

In addition, the AIB considered that the auditors did not prepare audit
documentation sufficiently detailed to enable an experienced auditor
to understand their conclusion on the assessment of the deferred tax
liabilities on the fair value gains.
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OPERATIONS REVIEW
EFERE

Case .
VES

The auditor did not obtain sufficient appropriate audit evidence on the
recognition and measurement of assets acquired and liabilities assumed in
relation to the acquisition of a subsidiary by a listed entity. The AIB was of
the view that the goodwill arising from the acquisition was not recognized
and measured in accordance with the relevant financial reporting
standard. In addition, the consolidated cash flow statement was materially
misstated by including transactions that did not require the use of cash
and cash equivalents. The AIB considered that the auditor should have
modified its opinion on the relevant financial statements in these respects.

Furthermore, the auditor did not maintain sufficient documentation of its
audit work performed in relation to its evaluation of the going concern
assessment of the listed entity. It was also found that the engagement
quality control reviewer of the audit, who was contracted to undertake the
review, did not identify the above issues of non-compliance. Hence, the
reviewer did not properly comply with the relevant auditing and assurance
requirements in the review of the audit.
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Case
VEES

In this case, the AIB was of the view that the listed entity should have
measured the intangible asset acquired in the acquisition of a subsidiary
at its fair value at the acquisition date, and used the published price
of its shares at the date of exchange to determine the fair value of the
consideration shares issued for the acquisition. When there was a range
of possible outcomes with different probabilities in determining an asset’s
fair value, that uncertainty should have entered into the measurement of
the asset’s fair value, rather than demonstrated an inability to measure fair
value reliably. The AIB considered that the above issues of non-compliance
would have a significant impact on the relevant financial statements and
the auditor should have modified its report in these respects.

The AIB also noted that the auditor did not properly document in the
audit working papers how it addressed an inconsistency between the
information identified during the audit and its final conclusion. The AIB
also found that there was no audit documentation on how the auditor
resolved the difference of opinions with other professionals it had
consulted.
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OPERATIONS REVIEW
EFERE

Case
VEES

In this case, the AIB was of the view that the listed entity should have
measured the intangible assets acquired in the acquisitions of subsidiaries
in the current and previous accounting periods at their acquisition-
date fair values, and should have determined the fair values of the
consideration shares issued for the acquisitions based on the published
price of its shares at the dates of exchange. The AIB considered that the
above issues of non-compliance would have a significant impact on the
relevant financial statements and the auditor should have modified its
report in these respects.

The AIB also noted that the auditor did not properly document in the
audit working papers its discussion of significant matters with a valuer.
There was also no audit documentation on its evaluation of the technical
competence of the management when the auditor planned to rely on the
work of the management in lieu of that of the valuer.
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Case .
VEES

The AIB was of the view that the listed entity should have recognized an
expense in profit or loss of the share options granted to its employees
during the vesting period based on the fair value determined on the grant
date, in accordance with the applicable financial reporting standard, and
should have determined the fair value of the options by applying an option
pricing model.

The AIB noted that the auditor’s evaluation of the fair value of the share
options did not take into account all the factors set out in the applicable
financial reporting standard. The AIB considered that the auditor did not
obtain sufficient appropriate audit evidence to support its conclusion that
the fair value of the share options was properly measured and recognized
in the financial statements. It also considered that this relevant non-
compliance would have a significant impact on the financial statements,
and that the auditor should have modified its audit reports in this respect.
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Case l
VEES

The AIB was of the view that a significant decline in the fair value of
an investment in an equity instrument below its cost was an objective
evidence of impairment, and was sufficient to require the recognition of
an impairment loss. Accordingly, the cumulative decline in the fair value
of the listed entity’s investment in the equity instrument should have been
removed from equity and recognized in profit or loss. The AIB considered
that failure to recognize the impairment loss would have a material impact
on the financial statements, and the auditor should have modified its audit
report in this respect.
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EFERE

210

The AIB found that the listed entity did not identify and separately
recognize the pre-emptive right in renewing the exploration right to
a mine at its fair value at the date of acquisition of a subsidiary in
accordance with the applicable financial reporting standard. The AIB was
of the view that the listed entity should have measured the exploration
right to another mine at its fair value upon the completion of the initial
accounting for the acquisition when the fair value of the exploration right
was finalized. The AIB also found that, in the absence of an active market
for the exploration rights, the listed entity had used the revaluation model
instead of the cost model in the subsequent measurement of those rights.

The AIB considered that the above issues of non-compliance were material
to the financial statements and the auditor should have modified its
reports in these respects.

Given the significant increase in the value of the exploration right to the
second mine within two months after the date of the acquisition, the AIB
considered that the auditor should have performed modified, extended
or additional audit procedures as appropriate in the circumstances during
the audit, and given the further substantial increase in the values of the
exploration rights to both mines in the subsequent financial year, the
auditor should have alerted that the exploration right to the first mine
should have been identified and separately recognized at its fair value at
the date of the acquisition by way of a retrospective restatement in the
financial statements.

The AIB considered that the auditor had failed to plan and perform the
audits with an attitude of professional scepticism, and it did not obtain
sufficient appropriate audit evidence to draw reasonable conclusions on
which to base the audit opinions on the financial statements. The AIB
also considered that the auditor did not properly assess whether the
revaluation model was appropriate for the listed entity’s business and
consistent with the industry practice.
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HONORARY ADVISORY PANEL
HEERE

Honorary Advisory Panel is established on 11 December 2012
to assist the Financial Reporting Council (FRC) in discharging
its functions and responsibilities arising from or in relation
to the Financial Reporting Council Ordinance. The function
of the Honorary Advisers is to advise the FRC, including its
committees and staff, with respect to any matter referred to
the Honorary Advisers by the FRC.

The Panel Members are:

Mr Nicholas Allen

Mr Stephen Chang

Dr Moses Cheng, GBS, JP

Mr Francis Ching

Mr Martin Hadaway, JP

Mr Edward Kwan

Mr Albert Li

Dr Eric Li, GBS, JP (from 10 January 2013)
Mr Tim Lui, BBS, JP (from 10 January 2013)
Mr Michael Scales

Mr Stephen Taylor
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MEMBERSHIP OF COMMITTEES AND PANELS

ZEERZEERE

CORPORATE COMMUNICATIONS HBENEES
COMMITTEE
Chairman T

Mr Edward Kwan (until 30 November 2012)
Ms Connie Lau, JP (from 1 December 2012)

Al REE (EE20129F11 308 11)
BIFRIE A F 4+ (2012912818 )

Members

Ms Ada Chung, JP (from 1 December 2012)
Mr Martin Hadaway, JP (until 30 November 2012)
Mrs Sophie Leung, GBS, JP (until 30 November 2012)

Hon Sin Chung Kai, SBS, JP (from 1 December 2012)

Dr PM Kam (ex-officio)

FINANCE COMMITTEE'

ERIL K4 (F2012F1281H )
BEHAFHLE (EE22012911 8308 1)

Z2RZE SEAESE  KFHL (EE2012F
11 A308 1b)

BEHEZEE RENMEE AF#+ (H2012F1281H#E)
HiExEL (EARKE)

BBEEE

Chairman

Ees

Mr Chew Fook Aun (from 1 December 2012)
Ms Sophia Kao, SBS, JP (until 2 October 2012)

FEieZ %A (2012612 A18#)
EEZCREANESE KFHL (EE2012F108281H)

Members =]

Ms Ada Chung, JP EERATHat

Ms Teresa Ma (from 1 December 2012) B+ (H2012F12818#E)
Dr PM Kam (ex-officio) HEXEL (ERAKE)

' Replaced the Tender Committee since 1 December 2012.

INDEPENDENT AUDIT OVERSIGHT
REFORM COMMITTEE®

TR01NF1NATEERRKIZZE S

Chairman FE

Mr John Poon, JP EMEBAA T

Members D=

Mr Roger Best, JP B A T 4R

Mr Chew Fook Aun AL RE

Mr Nicholas Sallnow-Smith BROKRA L A&

Hon Sin Chung Kai, SBS, JP BEEEE REFEE AFHAL
Mr David Stannard HER KL

Dr PM Kam (ex-officio) HEXEL (ERAKE)

! Established on 1 December 2012.
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OPERATIONS OVERSIGHT COMMITTEE

MEMBERSHIP OF COMMITTEES AND PANELS
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Chairman

Mr Roger Best, JP (from 1 December 2012)

Mr Albert Li (until 30 November 2012)

BEmBAF 4+ (FH20129F12818#E)
ZEESEA (HEE2012411 8308 1F)

Members

Mr Chew Fook Aun

Mr Edward Kwan (until 30 November 2012)
Ms Teresa Ma (from 1 December 2012)

Mr Michael Scales (until 30 November 2012)

Mr John E Strickland, GBS, JP (from 1 December 2012)
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HEBALL (A2012F12818%8)
MK E L E (HEE2012F11A306 1F)

WmEwm eXMES KFHL (H2012F12818#8)

Dr PM Kam (ex-officio) HiEXE+ (ERKE)
REMUNERATION COMMITTEE FNEES
Chairman B

Mr Martin Hadaway, JP (until 30 November 2012)

Mr John Poon, JP (from 1 December 2012)

EEBAFHE (EZE2012F11A3081)
EABE KT (F2012F1281H )

Members

Dr Moses Cheng, GBS, JP (until 30 November 2012)

Mr Chew Fook Aun (until 30 November 2012)
Ms Connie Lau, JP (from 1 December 2012)
Mr Nicholas Sallnow-Smith (from 1 December 2012)

Dr PM Kam (ex-officio)

FINANCIAL REPORTING REVIEW PANEL

Financial Reporting Council Annual Report 2012
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ARZ L (EE2012611 A308 1F)
IR P4+ (FH2012F12 810 #2)
Ik LA (H2012F12A18#)
HEXE L (EAKE)

MREHRRNERER

Panel Convenors

ZBEAEA

Mrs Edith Chan

Mr Wilson Fung

Prof Amy Lau

Dr Eric Li, GBS, JP

Mr David Lie-A-Cheong, SBS, OM, JP
Mr Stephen Taylor

Mr Alvin Wong
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MEMBERSHIP OF COMMITTEES AND PANELS

ZEERZEESENE
Members B &
Mr Morison Chan PREHFAE
Mr Edmond Chan PR 5= e St A
Ms Mabel Chan PREBE L+
Mr Albert Chan PR 181 B2 5 A
Ms Annie Chan PR BB 2+
Ms Dilys Chau EZ R 2+
Prof Kevin Chen BoR 3 XU
Mrs Lina Cheng EER T as £
Mr Raphael Ding (resigned on 25 May 2012) TiE# %L (FR201245 5258 HT)
Mr Vincent Duhamel MIZEX & HE
Mr Eugene PC Fung IR A&
Mr Eugene TS Fung 5 BETE 5 A4
Mr Christopher Hall BWBEE
Mr Kenneth Lam MR SE A
Mrs Ayesha Lau BERFaL
Mr Kevin Lau BIMELE
Ms Cecilia Lee THEELL
Mr Andrew Leung, JP ZERK L
Mr Alden Leung REIEST A
Mr Brian Li, JP FREA Tt
Prof Lin Zhijun MEEHK
Ms Alexandra Lo EERBLL
Prof Low Chee Keong 2178 08 R
Mrs Catherine Morley B+t
Ms Melissa Pang, MH, JP THEE KEHE KFaL
Mr Gary Poon EERERE
Ms Josephine Price EES L
Ms Barbara Shiu BRfEmM 2+
Prof Bin Srinidhi Bin SrinidhiZ#%
Ms Cynthia Tang B3 5 2+
Mr Carlson Tong, JP (resigned on 18 October 2012) BERER AT (H2012910F18H BHT)
Mr Tony Tsoi ERzRE
Mr Paul Winkelmann Paul Winkelmann4t 4
Ms Anna Wong HEHLZLT
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MEMBERSHIP OF COMMITTEES AND PANELS

ZAERZAENA

AUDIT INVESTIGATION BOARD ETHELEES
Chairman F7E
Dr PM Kam (ex-officio) HEXEL (ERERF)
Members B &
Mr TS Chan PR 1= AR 58 A4
Ms Anna Lau BlEww+
Ms Florence Wong FERZ+
Ms Joyce Woo HAIMEA 22 +

PROCESS REVIEW PANEL B EREER
Chairman @
Mr Edmund Leung, SBS, JP PER REFAEE KFat
Members B &
Ms Angelina Kwan BELt
Ms Elizabeth Law, MH, JP BEEX REBDE KT#HL
Mr Peter Lo EENFTAE
Mr Joseph Pang, JP TEERFL
Ms Sophia Kao, SBS, JP (ex-officio) RS REFEE AFALT (BEAKE)

(until 2 October 2012) (22012410828 1)
Mr John Poon, JP (ex-officio) EEAATAT (ZAKE)
(from 3 October 2012) (F20124F10A3H #2)
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