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Mr. Brian Ho

Senior Director of Corporate Finance [The same letter was
Securities and Futures Commission sent to HKICPA and
8/F, Chater House HKEX.]

8 Connaught Road Central

Hong Kong

Dear Mr. Ho,

Financial Reporting Council Bill
Clause 17 (Financial Years and Estimates)

I am writing to seek the views of the Commission on a
Committee Stage Amendment (CSA) to clause 17 of the Financial
Reporting Council Bill (“the Bill”) to be proposed by Hon. Sin
Chung-kai.

Background

........ Clause 17 of the Bill (Annex A) relates to the approval of the
financial year and -estimates of the income and expenditure of the
Financial Reporting Council (“FRC”) by Secretary for Financial Services
and the Treasury. Hon. Sin wrote to the Chairman of the Bills
Committee on 6 June 2006 to request the Administration to include in
clause 17 a requirement for the estimates of the income and expenditure
of the FRC to be laid on the table of the Legislative Council (“LegCo”).



With reference to a similar provision under section 13(3) of the
Securities and Futures Ordinance (Cap. 571), Hon. Sin considers his
proposed amendment necessary to enhance the legislative scrutiny of the
operation of the FRC. His proposal is at Annex B for ease of reference.

The Administration’s views

As already explained to the Bills Committee, the
Administration does not agree with Hon. Sin’s view. We consider that
the current provisions in the Bill are suitable, taking into consideration
the fact that no funding approved by LegCo is proposed for the FRC.
We therefore have no intention to propose a CSA to state the requirement
to cause the estimates of the FRC to be laid before the LegCo. A brief
note on the Administration’s position is at Annex C.

Views sought

At its meeting on 9 June 2006, the Bills Committee has mvited
the Administration to consult the three other funding parties on Hon. Sin’s
proposal and revert to the Bills Committee with the outcome of the
consultation at its next meeting scheduled for 16 June 2006. In this
connection, I should be grateful for the views of the Commission by
14 June 2006.

Yours sincerely,

(Jackie Liu)
for Secretary for Financial Services and the Treasury

Encl.



Annex A

Financial Reporting Council Bill

17. Financial years and estimates

(1) The Council may, with the prior approval of the
Secretary, fixaperiodtobe the financial year of the Council.

(2) As soon as practicable after the commencement of
this section, the Council shall submit to the Secretary, for
his approval, estimates of the income and expenditure of the
Council for the first financial year of the Council.

(3) In each financial year of the Council, the Council
shall, before a date to be fixed by the Secretary, submit to
the Secretary, for his approval, estimates of the income and
expenditure of the Council for the next financial year of the

Council.

20. Reports and statement to be laid before

Legislative Council
(1) As soon as practicable after the end of each
financial year of the Council, the Council shall submit to
the Secretary -
(a) a report on the activities of the Council for
that financial vyear;
(b) a copy of the statement of accounts prepared

under section 18 (2) for that financial year;



and
(c) a copy of the report made under section 19 (1)
on the audit of that statement.
(2) The Secretary shall cause the reports and statement
received by him under subsection (1) to be laid on the table

of the Legislative Council.
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Annex C

The Administration’s Views on Hon. Sin’s Proposed CSA

Section 13(3) of the Securities and Futures Ordinance (“SFO”,
Cap. 571) should be distinguished from the relevant provision in the FRC
Bill. Unlike the SFC (c.f. section 14 and Part XVI of the SFO), there
are no provisions in the Bill for the FRC to be funded by general revenue
or transaction levies, fees and charges on services rendered to market
operators and participants. Furthermore, none of the four funding
sources (viz. Companies Registry Trading Fund, Hong Kong Institute of
Certified Public Accountants (“HKICPA”), SFC, Hong Kong Exchanges
and Clearing Limited (“HKEx")) requires the approval of the LegCo in
making contributions towards the FRC. The respective budgets of the
Companies Registry Trading Fund, HKICPA and HKEx are not required
to be laid before the LegCo either.

On the contrary, clause 20 of the Bill (Annex A) provides that
the annual report, annual accounts, and auditors’ report of the FRC should
be laid before the LegCo. In our view, clause 20 already provides for an
appropriate level of legislative scrutiny. We are also aware that there is
no similar arrangement with respect to the laying of the estimates before
the LegCo in the legislation pertinent to the operation of the Mandatory
Provident Fund Schemes Authority and Deposit Protection Scheme Fund.
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