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Chief Executive Officer’s Message

THEINE

| am delighted to begin this issue with the news of Mr. John
Poon’s appointment as the new Chairman of the Financial
Reporting Council (“FRC”). He brings to the FRC in-depth
experience of the finance industry and a proven commitment to
public service. | am sure he will lead the FRC to new heights in
these increasingly challenging times. We have just seen the
arrival of several new Council Members, who have begun their
terms from 1 December. | welcome each one of them, and am
very confident that the new Council will be one under which
the FRC will not only carry out its functions both efficiently and
effectively, but will also rise to the challenges ahead.

The FRC aims at promoting high quality financial reporting and
sound corporate governance in Hong Kong. Among other
things, these are vital for maintaining the reputation of Hong
Kong’s financial market and investors’ confidence. We continue
to use all available channels at our disposal to get these key
messages across. For instance in September we held a media
gathering, and in November, our second Joint Financial
Reporting Forum. On both occasions, we took the opportunity
to share our latest operational statistics and, based on
completed cases and on our risk-based financial statements
review programme, to highlight common auditing irregularities
and non-compliance with accounting requirements. At the
international level, the FRC continued to share views and
experiences with overseas counterparts, holding meetings with
Malaysia’s Audit Oversight Board and the Accounting
Supervision Department of Korea.

Internationally, the trend has been towards developing
independent auditor regulatory regimes. With this in mind and
in close consultation with the government, the FRC and the
Hong Kong Institute of Certified Public Accountants (“HKICPA”)
have been developing proposals for reforming the auditor
regulatory framework in Hong Kong. Discussions have taken
place regarding the framework arrangements, and progress
made towards drafting reform proposals that can be offered
for consultation to all stakeholders, the Legislative Council, and
the general public. This process should ensure that besides
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being benchmarked against international best practice, the ZEEeWETZENMN  URBEIBHES
proposals are also appropriate in the local context. The ultimate #EFRBENZEE o

goal is to ensure that our future auditor regulatory regime is

perceived as independent from the profession, and in the best

public interest. This will facilitate Hong Kong’s drive to gain

regulatory equivalence status from the European Commission,

and membership of the International Forum of Independent

Audit Regulators.

With the end of the year approaching, the Year of 2013 is ZE——f#FARE —T—=FX#5A
already offering new opportunities and new challenges. Aswe  EFIHERITPOEBRKE - Tk FIOM
prepare for the New Year, | would like to extend the best BE&NBERERA  E—EHRZEREEMN
seasonal good wishes to all our readers and their families, and a —F !

healthy and prosperous New Year to come.

Change of Council’s Chairman and Members

MEESRRERFRAEZE

On 28 September 2012, the Government appointed Mr. John Poon as the new Chairman
of the FRC for a term running from 3 October 2012 to 14 December 2014. On 22 November
2012, the Government appointed seven new Members and re-appointed one Member to
the FRC for a term of two to three years with effect from 1 December 2012.

BRER=Z—=%1A1 _-H\El§1£5§?H5ﬂ%$?%ﬁﬁi%ﬁ$&%ﬁ’ﬂ¥ﬁiﬁ  EHBR-ZE-ZF 1A
ZHEEZZE-EF+TZA+tHBER BFARZZ-—Z-F+-A=ZTZHZEtBEHFKERE

EZE—EKE  FEHNFMEE=F EE—?——E‘I'ZH—EHEBE%Z °

FRC Members as at 1 December 2012

AZ2—"F+_A—HHMBEBRHRR

Mr. John Poon, J.P. BAEBELAE, )P
Mr. Roger Best, J.P. BmE AL, )P
Mr. Chew Fook Aun ARZxE
Ms. Connie Lau, J.P. 2Bz £, ).P.
Ms. Teresa Ma BEEHLzL
Mr. Nicholas Sallnow-Smith ERJKRR LA
Mr. Sin Chung Kai, S.B.S., J.P. B4, S.B.S., J.P.
Mr. David Stannard RERESKE
Mr. John Strickland, G.B.S., J.P. iEfEsm L4, G.B.S., J.P.

Ms. Ada Chung, J.P. (ex-officio) EBKLL, P (ERKE)
Dr. P.M. Kam (ex-officio) HiEXEL (EAKE)
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Summaries of completed investigations
ExRNAEEARBE

From July to November 2012, the FRC adopted three investigations completed by the
Audit Investigation Board (“AIB”). The press releases about these completed cases are
available from the “Publications” section of the FRC website. The auditing irregularities
identified in the investigations were referred to the HKICPA to determine if disciplinary
action is warranted. A brief summary of these cases are set out below.

H-ZE-—ZFtAZ+T—RF  MBERRRATEITRAEERES([PHELRES] ) THN=RAEL -
EXRERNHER - ARMBERBREEN [HY/ —RTE - XFE K LA EBEESTET
AHNAEEZREREESTMATRE  HEZERBETLRED - UATRERERNRE !

Investigations FAZE

The AIB was of the view that the listed entity should have MAZEZESF A KREATEHREERW
recognized an expense in profit or loss of the share options RE ' FREBHRFEINEREMS
granted to its employees during the vesting period based LtHmEREREBERTHEETNAAEBERIE
on the fair value determined on the grant date, in #®PERAXL  UREKANEEERZREN
accordance with the applicable financial reporting FTEZFBRENQIAEE -

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 HAEZESEED  ZEEIATTAEREN
value of the share options did not take into account all the  AREERK > KEZEHERNEATBEREE
factors set out in the applicable financial reporting BINZ#EE - BAlt » FEZEERH @ &
standard. The AIB considered that the auditor did not  EEIMEAENFHMNEEHNBFEE » X
obtain sufficient appropriate audit evidence to support its ~FHHBREBERENOABECZAITER
conclusion that the fair value of the share options was  REIBEHREAERNGER - WEZEFNR
properly measured and recognized in the financial & LHTERETTRESESHIHRE
statements. It also considered that this relevant WBRBEAZE  ZEERLL L EFRRE
non-compliance would have a significant impact on the ERIOZHERSE

financial statements, and that the auditor should have

modified its audit reports in this respect.

The AIB was of the view that a significant decline in the fair FAZZEEST A ERZRENAABET
value of an investment in an equity instrument below its  BXZRENRKRAE - BIBBRENEE X
cost was an objective evidence of impairment, and was & WEEFIREE Bt tHEEHNT
sufficient to require the recognition of an impairment loss. HHEESRMEE A AEENRTRERRE
Accordingly, the cumulative decline in the fair value of the  T®E @ WREBZEPER - HFEZESRAS
listed entity’s available-for-sale financial assets should have =~ LT EEREHRIARERE - SEIBHRE
been removed from equity and recognized in profit or loss. ~ BRERZE - ZHEMER L 5 A FRRE
The AIB considered that the failure to recognize the EROZBIEIRE

impairment loss would have a material impact on the

financial statements, and the auditor should have modified

its audit report in this respect.


http://www.frc.org.hk/en/content07_01.php
http://www.frc.org.hk/tc/contentc07_01.php

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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International Conferences
Bl =

The FRC continuously maintains close links with overseas regulators, and FRC staff
reqularly participate in international conferences where they can share experiences and
new developments in the field.

URERR -—HEEB/INEERBREZRERE  RMANETIELESNMERSE
TENRNEE -

Ny —/77d
DEXKEN

International Auditing and Assurance Standards Board (“IAASB”’) Roundtable (October 2012)

EFETRESEVNEESERRER (ZS—=F1A)

FRC representatives attended the Asia-Pacific Roundtable in
Kuala Lumpur which was IAASB’s series of global roundtable
intended to shape the future of auditor reporting. The
backdrop of the Roundtable discussions was IAASB’s
recently released invitation to comment: Improving the
Auditor’s Report, which was based on studies that showed
these reports were not always as relevant and informative as
they could be, and that the changing and ever more
complex business environment around the globe is
increasing the need for clearer and more comprehensive
audit information. Ultimately, the proposals for change
recognize that now is the key time to lay the foundation for
a robust future of global auditor reporting and improved
investor communications.

Three major areas regarding how to improve transparency
on matters specific to the audit of financial statements were
addressed at the conference: a proposed new section in the
auditor’s report, “Auditor Commentary”, suggested new
statements regarding going concern and other information
in documents containing the audited financial statements,
and enhancement to the format of the auditor’s report. The
‘roundtable’ format of the conference made for a spirit of
collaboration and sharing, and FRC attendees came away
with many fresh insights into the future of auditor
reporting.
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On 5 to 7 November, the Public Company Accounting
Oversight Board (“PCAOB”) hosted the sixth IARI, held in
Washington DC. FRC representatives were among nearly
80 representatives of auditor oversight bodies and
government agencies from 37 countries or territories at
the conference.

The event offered a rich menu of presentations and
experience-sharing sessions on matters of concern in the
oversight of auditors. Much input was provided by
representatives of PCAOB itself, who explained to visitors
the structure and operations of PCAOB’s audit oversight
programmes, and discussed their handling of issues
including joint inspections and standards setting. They also
presented a rich array of case studies on inspection and
enforcement issues based on actual cases handled by
PCAOB. The case studies provided a fascinating point of
comparison for representatives from overseas audit
regulatory bodies to contrast with their own experiences
and systems.

Also at the conference, a number of talks and panel
discussions were held, led by senior audit regulators from
Canada, Germany, Switzerland, the United Kingdom, and
elsewhere. A special highlight was a presentation by Mr.
Larry Thompson, Executive Vice President, Government
Affairs, General Counsel and Corporate Secretary of
PepsiCo, on the topic “Perspectives on Enron, Global Fraud,
Corporate Governance and the Role of Auditors and Audit
Regulators”. This wide-ranging talk touched on many topics
of importance to audit regulators around the globe.

A The 6th International Auditor Regulatory Institute (“IARI”’) (November 2012)

Rt—REBZELH  XBELHATFEE
EEZRSENERERRENEEBRZH
FIESEMIRE - RAMSE » HBEAEN
TH REERH=TLEBRIUEENF
ATEERBRBAHENAKREE  ME
BUBERRTEIRESHE -

MAESREBMEENSEERTETZ T
EHWEREERD ZRE - XE LT D
AEEBREENRERMTSZAE
MEHN  BROREGEEFEEIRLHL
AEEEREENETEETIMNE
BREF  URNMAEEBSHEREE
AFIEERE - XBELHLAAEAEE
ZEENRRTIBEREERBE
B RRERNENEE[RETH
A BEERMAASHETHBREM
—EHETENHE  BEEANERK
I EEITHLL -

REMEKX > Z2E - It REEZHH
EERHBREARRTIAMIS LERES
BEBERNEFN®R HPRZIENR
HEESENBRASBEHTEEE - B
& LR R 3R A 8 W E Larry Thompson
FER [ EAFEHZEE  REEEF

PEEEURZETEAETTEEHEN
A | ETNERE HPRSRHVERZ
BMEFBESHEERBERAEEN

¥ g
FRE ©

Events ;EE)EE

Operations Statistics E{EHE & BF
Investigations and Enquiries SAZER EMExR

In progress as at 1 January 2012 R=ZZE—_—%F— 8 — B{1EETH 8 1
Initiated during the period Z<HA & Bf 9 3
Completed during the period 4~HA5E X, (9) (1)
In progress as at 30 November 2012 8 3

R-B-—Z-F+—-A=1THBHEETYF



Operations Statistics E{E#Hi st B

Complaints ¥R iFER

In the first 11 months of 2012, the FRC received 18 &=
pursuable complaints lodged by regulators. Based on our
completed assessments, we initiated nine investigations

and two enquiries.

——FEH11E8A8 > HPEE18RHEE
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Review of Modified Auditor’s Reports B EF LT REBENEE

We screened all 135 modified auditor’s reports'
published in the first 11 months of 2012 and
identified one case of potential non-compliance
with accounting requirements, which warranted

Types of modification

FEFESRAEERENESR

Qualified opinion

RERZR

a comprehensive review under the risk-based
financial statements review programme.

Emphasis of
EMEHAR 13 HRE—FEHIMEARRY Disclaimer %E%IE
3Fﬂ1%5£%zﬁ$?§iﬁﬂi#ﬁ¢1  BHREB—RAEEE T of opinion :

BREHAEEE  MEZRABRAENHER TRERER

MEHESETEZEER -

' Audit report with a qualified opinion, an adverse opinion or a disclaimer of opinion.

HEREER  BEBRFFARRERNWEABARE -

Risk-based Financial Statements Review Programme 1R B % Z i1 F8R R a9 ER 58I

For details of our monthly operations statistics,
please visit the “Operations Statistics” section
of our website.

RV BERRSANEFELGTBT
VN [EFEA BT R -

Review cycle =R EHA*

 RRIRARE 2011/12 2012/13

Number of financial statements B #3R &R & B *

Planned for review

2158 70 75

Initial review completed as at 30 November 2012 70 13
R-Z2——F+—A=1+HEKSEH

Potential non-compliance identified requiring further review 19 3
CHEBIARRE T ERETRESEH » FRE—TEH

Letters of advice issued to listed entities 29 3
mEmERENEREK

Investigation / enquiry initiated '

EREALE/EH )
Industry focus Pharmaceutical Forestry and agriculture
1TREE £k MAEREZE
Accounting theme Business combination Deferred taxation
BT EE EBEH IRIER IR

* The review cycle commences in July each year.
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Contact Us BE#& M

Financial Reporting Council B #E R/
29" Floor, High Block, Queensway Government Offices, 66 Queensway, Hong Kong

BEARIEBT e BENNAES L2918

Tel E3E : (852) 2810 6321 Email £
Fax & : (852) 2810 6320

Financial
‘F R‘ Reporhng Councill
B B E W B

If you have any enquiries or comments,
please feel free to contact us.

MEEAEREER - BRI -

B HP : general@frc.org.hk
Website #84F : www.frc.org.hk
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