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REFORM OF REGULATORY REGIME
FOR LISTED ENTITY AUDITORS
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® Reform Objectives t4 & HEY

To enhance the independence of the existing regulatory
regime for listed entity auditors from the audit profession
with a view to ensuring that the regime is benchmarked
against  international standards and practices
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® Public Consultation Period A Rz 8 EA
20.6.2014 - 19.9.2014




OUTCOME OF THE CONSULTATION
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® Overwhelming support for the objective and direction
of the reform
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® The Government has refined and elaborated on relevant
proposals in light of the detailed comments received
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® As the first step, the reform will cover listed entity
auditors only
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THE NEW REGIME FOR LISTED ENTITY AUDITORS
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Hong Kong Institute of Certified
Public Accountants (HKICPA)
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THE NEW REGIME FOR LISTED ENTITY AUDITORS

(CON’D)
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INDEPENDENT OVERSIGHT MODEL
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® In respect of HKICPA’s statutory functions/powers in the
registration of listed entity auditors, setting of CPD
requirements and setting of standards on professional
etréics, auditing and assurance in respect of listed entity
auditors -
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(i) HKICPA shall submit periodic reports on its performance/
exercise of the relevant functions/powers to FRC
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(i1) FRC shall conduct quality reviews on HKICPA in respect of the
latter’s performance/exercise of such functions/powers
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INDEPENDENT OVERSIGHT MODEL (CON’D)
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(iii) FRC may, upon being satisfied that it is in the public interest to do
so, give HKICPA written directions in relation to the
performance/exercise of such functions/powers, and HKICPA shall
be obliged to act on such written directions
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(iv) FRC will be empowered to require information from HKICPA in
respect of the three areas subject to its independent oversight,
and HKICPA shall be obliged to provide such information to FRC
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(v) FRC shall publish its own reports to inform public of the
implementation of the independent oversight arrangements
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REGISTRATION
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® No change to the prevailing qualification and
experience requirements for being a listed
entity auditors
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@ Eligible auditors can be registered before
accepting any listed clients
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REGISTRATION (CON’D)
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® The practice unit for listed entity audit engagement and the
following three types of individuals in respect of the practice
unit shall be subject to registration -
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(i) audit engagement authorised persons
BTEEEREA

(i) engagement quality control reviewers
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(ii1) quality control system responsible person
BEsZH2GHNEEA

Each listed entity auditor shall desighate at least one
responsible person from its managing board of partners/CEO to
be in charge of quality control of its audit engagements in
respect of listed entities
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® A new register of listed entity auditors for public inspection

RERREFIH LM ERREECHBRARER




INSPECTION
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® FRC will be responsible for conducting recurring
inspections of listed entity auditors in respect of
their listed entity audit engagements
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(1)

(i)

(iiff)

Proper safeguard to FRC’s exercise of power to enter into
business premises at any reasonable time for inspections -
only for ascertaining compliance
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Statutory defence of “reasonable excuse” for non-compliance
with FRC’s requirements in relation to inspections
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FRC shall not delegate its inspection power to HKICPA
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INVESTIGATION AND DISCIPLINARY MECHANISM
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Investigation &
® FRC will continue to be responsible for investigation into
irregularities by listed entity auditors
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Disciplinary Mechanism 41 & 7 15l
® Key principles =Z/REI

(i) FRC as the independent oversight body may exercise
disciplinary powers directly
TERBUEEE - MBERE 0 EFITELCEENET]
Not an international standard requiring that the disciplinary
powers must be vested with a body independent of the
independent auditor regulator
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(i1) The disciplinary mechanism should be independent of the

audit profession
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DISCIPLINARY MECHANISM (CON’D)
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@ Detailed requirements in respect of quality control system

responsible persons - s
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(i) The responsible person shall use best endeavours to ensure that the listed
entity auditor has established policies and procedures for maintaining a
quality control system in respect of listed entity audit engagements and to
secure observance
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(ii) The responsible person will be subject to disciplinary actions if he has
contravened the relevant statutory requirements
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The maximum pecuniary penalty is HKS10 million or three times the
amount of profit gained/loss avoided as a result of the irregularity,
whicheverishigher _~ "~ "
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m FRC shall issue guidelines on how it may impose a pecuniary penalty, which
should include relevant factors, e.g. the penalty should not put the auditor
into financial jeopardy
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DISCIPLINARY MECHANISM (CON’D)
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® Ensuring fairness and due process
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(i)

(i1)
(iiff)

Investigative/inspection staff will not be involved in cijscigligagy é)/rocess and
determination of disciplinary sanctions FAEXEZASAESHLRENTER
KRB D TELIRE

FRC shall issue guidelines on the exercise of its fower to impose pecuniary
penalty 1% B SARETEM NI FAVE E 55|

FRC shall give the person concerned a reasonable opportunity of being heard,
including written or oral representation, before exercising discigljgar powers
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FRC will be empowered to establish an expert panel with members having
audit expertise to provide advice upon request on the application of relevant
audit standards, related practices of the audit profession or experiences in
previous cases of similar nature FAFSIEMRSEIEMEN T E BTSN
BREZNE  EZREK T - BB EHNER - B EXNERAESEN
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We will consider the desirability and appropriateness of giving any formal role
to persons independent of FRC and the audit grofessign\ in_the disciplinar

mechanism X FIEZREGHEERBUNMBFERENBTFRFANALTSEZLS
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Any person who is aggrieved by a disciplinary decision made in respect of him
by FRC may a eal aEainst",che decision through an indege_ndent appeals
mechanism 0] (A 75 3R S ¥ E P FE VAR E DR EMREIZENA 0 EE
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COMPOSITION OF FRC
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® Not less than seven members appointed by the Government,
with at least two of them possess knowledge of and
experience in auditing of Hong Kong listed entities
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® Majority of members should be “non-practitioners” (a
relaxation as compared with the existing requirement that
a majority of members should be “lay persons’)
REBOMERRS "FANEAL, (HMERBEERIBDUESR
"EINTLT L HIRTE)

® Appointment of Executive Directors to FRC by the
Government, subject to a majority of non-executive
members
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FUNDING MECHANISM
R S

® Key Principles E=Z/RH|

(i) “user pays” principle
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(i1) The auditor oversight body should be operationally
and financially independent of the Government,
without subsidy from taxpayers
ZEENERERENH B EF A ZPEEIRNEATRY
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® Levies on (by roughly equal contribution) -
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(i) listed entity auditors —FEE S 1% 2IEM
(ii) securities transactions 8% 5
(iii) listed entities Fh &
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NEXT STEPS
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@ To prepare the Amendment Bill
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® To continue stakeholders engagement
A e S AV B o
® Legislative Timetable II)ARFEIZE

Introduction of the amendment bill into the
Legislative Council in the 2016-17 legislative session
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