FRC - News

Chief Executive Officer’s Message
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| have great pleasure in introducing this new
Financial Reporting Council (“FRC”) bi-annual
publication, designed to strengthen our links with
listed companies, auditors and other stakeholders.
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During the first half of 2011, more than 20 US-listed Chinese
companies have suspended trading or been delisted. In some of
these cases the auditors involved resigned. In its research report
on audit quality, the Public Company Accounting Oversight
Board (“PCAOB”) in the US raised serious concerns about the
quality of audits conducted by some US registered accounting
firms on companies whose operations primarily took place in
Mainland China. The report noted that some US registered
accounting firms had performed most of such audits by relying
on the work of third parties in ways that did not comply with
PCAOB standards.

This topical news is a timely reminder of the importance of the
FRC’s role as a watchdog of auditors and of the financial
reporting of Hong Kong listed companies. To this end, we are
introducing our new risk-based financial statements review
programme this year. The programme uses specific criteria to
select listed companies for the review of full sets of financial
statements, a significant step forward from our previous
practice of simply reviewing all modified auditors’ reports. The
new programme represents an advance in terms of protecting
investors and assuring the highest standards of financial
reporting for Hong Kong.

In another recent development, the European Commission has
begun to recognize the equivalence of audit oversight systems
in some non-EU economies. This move has improved global
cooperation, as it gives different economies the ability to rely
on each other’s inspections of audit work. Hong Kong has been
granted a transitional status, and a technical assessment of the
Hong Kong audit system will be carried out by the European
Commission in due course; here at the FRC we will be providing
the Government with all the support and assistance it needs. In
the feature article in this issue, we also compared the functions
performed by nine independent audit oversight bodies in other
jurisdictions.

| hope you enjoy this new FRC e-newsletter and find the
contents useful. We believe good communication is essential to
good practice, and we welcome comments and suggestions
from all our readers.

PM. Kam Chief Executive Officer | H1#3Z TEEE,
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The Highlights 4 i ZR

Summaries of completed investigations
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In the first half of 2011, the FRC published two reports of
investigations by the Audit Investigation Board. Both are available
under the “Publications” section of the FRC website. The two cases
investigated have also been referred to the Hong Kong Institute of
Certified Public Accountants for follow-up action.
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Presentation of earnings per share
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Earnings per share presented on the face of the income
statement in a listing document were calculated
incorrectly. The calculation was based on the number of
ordinary shares before a share split which took place after
the reporting date of the latest financial statements but
before the date of issuance of the listing document.

FRC Advice HEHRBaEE

We would like to remind preparers of financial statements
that if there is a change in the number of ordinary or
potential ordinary shares, as a result of a capitalization, a
bonus issue, a share split or a reverse share split which takes
place after the reporting period but before the financial
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statements are authorized for issue, the calculation of basic
and diluted earnings per share must be adjusted for all BEMBREMEIARR EMBE - TR
periods presented. Mere disclosure in the notes to the 5

financial statements is insufficient.

Review of working papers of subsidiaries’ auditor
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The principal auditor (who audited the parent company)
did not properly document the nature, timing and extent of
the audit procedures performed and the conclusions
reached on its review of the working papers prepared by
the auditor of the subsidiaries in accordance with the
auditing and assurance requirements.

FRC Advice HIEER PR

Auditors must always prepare sufficient and appropriate
documentation on their audit work so that any experienced
auditor can understand the procedures performed and
conclusions reached, including those in relation to the review
of working papers from other auditors.
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http://frc.org.hk/en/case_library.php
http://frc.org.hk/tc/case_library.php

International audit oversight
equivalence for global cooperation
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Different economies have differing audit oversight systems and
standards. In today’s era of globalization, however, it is in everyone’s
interest for different economies to recognize and trust each other’s
audit oversight systems. This is especially valuable for multinational
corporations, as mutually recognized audit oversight systems and
standards help reduce the cost of listing in various jurisdictions,
contributing to greater global economic efficiency.
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In Europe, the European Commission has ensured that audit
oversight standards across the EU are equivalent. In January
2011, it extended its appraisal: nine countries outside the EU
had the equivalence of their audit oversight systems recognized,
including Mainland China. A further 20 jurisdictions — including
Hong Kong — were assessed as still being in a transitional phase.
Until the end of July 2012, auditors from these ‘transitional’
countries and territories will not be subject to EU audit oversight
or be required to register with relevant EU authorities. In the
months before this deadline, a new assessment will be made of
their progress. So the question arises as to what Hong Kong can
do to meet the EU’s standards.

Last year the FRC carried out a study to learn more about the
powers and functions of nine independent audit oversight
bodies in different jurisdictions. We found that, unlike the FRC,
these independent oversight bodies, together with other
authorities independent from the accounting and auditing
profession, were responsible for overseeing four regulatory
functions relating to the auditing of listed entities: registration,
inspection, investigation, and disciplinary action. By contrast,
the FRC in Hong Kong carries out only investigation; the other
three functions are outside its remit and are handled by the
Hong Kong Institute of Certified Public Accountants.

Our study indicates that, in order for Hong Kong to affiliate with
international independent audit regulators and move from
transitional to full recognition by the EU, the quality assurance
system of the audit profession should be independent and
subject to public oversight.

Functions of independent
audit oversight bodies in
different jurisdictions:
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Operations Statistics E{EH BT

Investigations and Enquiries SAE R ZiER

1 January 2011 A=F——F—HF—H 7 2
Initiated in the period Z~HA & BS 1 -
Completed in the period ZNEATE X (2) -
In progress at 30 June 2011 A=F——F A=+ HNEETH 6 2

Complaints ¥ iFER

In the first half of 2011 we received four complaints, both EMR=-ZZT——F ¥ FEENFHEME
lodged by other regulators. We also completed assessing  E#EI12 HAVIRHRF - RFITE TR ER R
two cases from 2010, one of which was turned into an RZ-Z—ZFEENRF > LEHHFP—F
investigation. ERREHAAE -

Review of modified auditors’ reports ERIJEEFE B R LB HRE

We screened all 86 modified auditors’ reports  Types of modification
published in the first six months of 2011 and FRRBERZHAERENESR
identified two cases of potential non-compliance Disclaimer
with accounting requirements, which warranted  Frgexz=g
a comprehensive review under the risk-based
financial statements review programme.

Emphasis of
matter

EHEE
HPMEEMTEHANT AR ZE——F E¥F %
MEEREE BREMRE PR TRRTLES N
BERBHE EENER - 3 ARERRHE KR %ﬁgﬁ
XOBEHEEL2ESHE - =

Risk-based financial statements review programme 1R i R Z M ERHERE

This new programme, starting in 2011, will ZAERSERBEEEHE  BRETRNEGREZER > mMEHk
review the financial statements of 70 listed ZE#tT+ZREmABRNMBERKRMELER o
companies based on various selection criteria.

As at 30 June 2011, 24 sets of financial statements R-ZEx——FEX~AK > "ECEBH -+ NHBEHRRESD

has been selected for review. mED
. Selection criteria Numbers of
For deiialls of our .monthly EFE%ER| financial statements
operations statistics, B EEE
please visit the “Operations
BRI EERESE A WEEGTE Newly listed 7 £ 7
FoRBERBPEILN [EEHRE Change of auditors S #i% B 4
= — o o B . .
27 —% Alleged non-compliance with accounting requirements
and/or auditing irregularities based on media reports 5
REERFEWEESRIBERERENTET
TETH
Accounting theme &5t 28 4
Industry theme {T¥ X & 4
Random BEM H#R 1
Total 2 24
Contact Us Bk
F R C Financial , Financial Reporting Council BT E R/
Reporting Council , ,
B O E 8 B 29" Floor, High Block, Queensway Government Offices, 66 Queensway, Hong Kong
- B CEECHRCEERNTEERE29E
If you have any enquiries or comments,
please feel free to contact us. Tel B34 : (852) 2810 6321 Email &0 : general@frc.org.hk
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