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| Objectives and Background
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Il Legislative Proposals
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| OBJECTIVES P #

To enhance the independence of

existing regulatory regime for auditors of listed entities
FEBILG S FHPEEFRE PR DD

o Better investor protection
be 5 $HR T K iRt

o On par with the
prevailing international
standard and practice
BT RR AR oz
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o Enable Hong Kong to join

IFIAR

[53 jurisdictions already joined; Hong
Kong not yet eligible]

40 22 IFIAR

[ 303@F & g w8 w3
- S Y

IFIAR: International Forum of Independent
Audit Regulators
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BACKGROUND % §

Hong Kong’s current regulatory regime for auditors considered
by many as a self-regulatory one

POUARG AR OREFFRE RGN BRE AR

For many years, all relevant statutory powers under HKICPA
SRR T R EE IO E

Dual roles of HKICPA: a professional body representing the
Interests of members AND a statutory regulatory body

ABEFFFN e LS L RAERNENEEFEYUE

HKICPA: Hong Kong Institute of Certified Public Accountants
R X i e



Year & i» Event ¥ &

2001 - 02 Major audit failure of listed corporations in the US
EFRFAMND 2P hE L B2l

200 =g Hong Kong took positive steps to enhance the regulatory regime -
AipiddeFed REFIR rﬁ;}jﬁ ¥

* Introduced independent lay persons to the Governing Council
of HKICPA and its disciplinary process (2004)
ERBEITEOERE €2 kR MRS A > 2 hE
A4 (2004 &)

» Established FRC to take over investigation powers of HKICPA
in respect of auditors of listed entities (2007)
KM h  REA RGNS FHPEK
EF e 4 (2007 &)

FRC: Financial Reporting Council p4 7% %38 &



Year & i» Event ¥ #

2006 Establishment of IFIAR
B E R BERTRwLS 2

« Membership only open to regulators of auditors who are
independent of audit profession
SN Y A e LNt
« Membership grown to 53 (Australia, Canada, France, Germany,
Japan Singapore, UK, US, etc.)
©HIO3M AR (B LA R AR PR AT

ER > ERE)
2014 Recommendations of International Monetary Fund

I b AL & e R

. FuIIy independent authority for oversight of audit profession
Pl FERFVER
. Jurlsdlctlon to cover all auditors of companies listed in Hong Kong
CEAE PSR st S B
 Strong enforcement power
k& s 1B A



PuBLIC CONSULTATION = #3539

Year & i» Event ¥

Since 2011 Audit profession advocated for an independent regulator of

2011 # 4= listed entity auditors
ERERK P RRP R Oh R

June to September 2014 Three-month public consultation

2014#6" 197 BEFLH B oS Rk

June to July 2015 Published the Consultation Conclusions and reported to the

2015#631 7" LegCo Panel on Financial Affairs

SFFHRR Te 22 e METAl §RF RS

* Overwhelming support for the objective and direction of the
reform
i p e v jER L AW )@J‘ﬁ Ea=

» Refined certain proposals having regard to the views of the audit
profession
B RERERE  BEILER

Since July 2015 After the publication of the Consultation Conclusions,

2015# 77 4= continued to engage stakeholders on the details of the new
regime and make refinements as necessary
AL FAREN  MERE P FRATE § AR > B
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Il LEGISLATIVE PROPOSALS * ;#iE ik

FRC to become a full-fledged oversight body for auditors of listed entities
(“PIES,,)

P4 5% 37 *éiaﬁjﬁ?@ﬁ&ﬁiﬁﬁﬁ
CC \ W ? ﬁ"))

“PIEs” to include-
corporations with issued shares or stocks listed in Hong Kong
collective investment schemes with interests listed in Hong Kong
?&ﬂé?%é%—
3R ARBPERIE R R P D2 E
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Only properly registered/recognised PIE auditors can undertake PIE engagements
P3G /Rmv e R Z 7 MPdp > 2 7R RJIEF WA p

PIEs: Public Interest Entities = %41 & 7 %8



Post-reform FRC
LR {8 IR A

“Light-handed” oversight of
HKICPA’s functions in respect of
PIE auditors
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Inspection
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Recognition of
overseas auditors
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* Registration
5y
« Setting CPD requirements
F3TE FEB R T
» Setting professional standards
F37 % F ER
- Professional ethics
B £ 1k
- Auditing
i S
- Assurance practices
PR E

CPD: Continuing Professional
Development & #:&i2

Investigation
(existing function)

WA

(B3 Bi0)
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Disciplinary Proceedings
& ERAE




REGISTRATION AND RECOGNITION OF PIE AUDITORS
~ Bl E R WP EEF RLp foin e

Registration of local PIE auditors # 3 2 %41 ¥ §8 % #cfF chzip
By HKICPA
d Bk g hET o g L
No material change to eligibility criteria

FHRER T R T

Recognition of overseas PIE auditors &t ¢F o> 41| £ F 88 % #epr a9l @
By FRC
d PIRER B AT
Eligibility criteria largely modelled on prevailing requirements of SFC and HKEX
FPREQLZERGEE € ok TR ER T
Recognition of relevant Mainland audit firms under existing “Reciprocal
Arrangement”

RFIRG I RLPT Tihy M FE AT

SFC: Securities and Futures Commission £ % ¢
HKEX: Hong Kong Exchanges and Clearing Ltd. & % #7



INSPECTION & %
(function transferred from HKICPA $##5 p 4 ik § 3+ F7 = ¢ 8kt

® FRC responsible for conducting recurring inspections of auditors in
respect of their PIE engagements

PATERAR b f R B B P R B P R P

@ Range of inspection powers on par with those of other financial regulators
in Hong Kong

BRE AR RAE AR S AT T

@ Safeguards to ensure proper exercise of inspection powers; e.g. can only
enter into business premises at reasonable time for ascertaining
compliance, statutory defence of “reasonable excuse”
g*@m#wﬁ@«iﬁﬁéﬁﬁ4;w% ?&@gﬁﬁ@x%
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INVESTIGATION #& %
(existing function of FRC P4 7% % 3R & P3G Bat)

® FRC continues to be responsible for investigation in relation to PIE
auditors
s RE R S L F MY ORI EF PR 2

@ Existing powers of investigation largely remain the same
N h S B L R-

@ If irregularity of auditor is found in an investigation -
» Existing regime: referral to HKICPA for disciplinary proceedings
» New regime: FRC continues with its disciplinary proceedings
LEKAR S SR R
> MR ERER GG BER
> FTHIRE MR AESEHE L E2RE



DISCIPLINARY MECHANISM % 248 4
(function transferred from HKICPA 4 g 4 & € 37 FF = ¢ hBia )

FRC empowered to impose a range of disciplinary sanctions

M5 B4R b BB % & A

* Revoke/suspend registration or recognition
Bl /TP fo AL BT

 Prohibit an auditor from applying for registration/ » Similar to existing
recognition for a period of time regime
Bk PR - BRI Y GREp /3R BRG] REARE

* Reprimand an auditor
ER R S

» Order an auditor to pay a pecuniary penalty with » Under existing regime,
maximum level capped at HK$10 million or three pecuniary penalty
times the amount of profit gained/loss avoided, capped at $500,000
Whichever is higher AT FI R ST 2R

i £ kT B & 1,00 QT' AR ApE I H EB % 500,000 ~
ﬂ/ﬁfﬁ NI A £3FZ R \ .
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PROCEDURAL SAFEGUARDS #%F HHid5 %

|. Statutory Requirements ;= % 4; *s

Reasonable opportunities of being heard at various stages
BRI FEERIET TGP €

o

Statutory obligation to issue guidelines on exercise of power to impose
pecuniary penalty
72 T EA D dn 5 P deie (7 6 ) 30 i 4

o

Independent review and appeal mechanism for disciplinary decisions
MR R h B R R




PROCEDURAL SAFEGUARDS #EF i &

[1. Administrative Arrangements {7 Fc-% #*

China wall for disciplinary decision-making
ke e - H B BG4 TR

oh

Independent audit experts to provide expert opinions on auditing standards

W F R FRFTHERREE RL L

oh

Independent legal experts to give views in contentious cases
W 2L LB LI LA

The above administrative arrangements have addressed the concerns of the audit
profession on the FRC’s disciplinary powers
P EREFRY R B ERAHMB RS e RS B 6 PR



REVIEW AND APPEAL %43 % 3

Court of Appeal
> Y

Independent Review Tribunal

B2 HPF P

* Make determinations on review against- Appeal on
(i) FRC’s disciplinary decision * Question of law
(i) HKICPA's registration decision * Question of fact
(iii) FRC’s recognition decision * Question of mixed

|f granted Ieave law and fact

$erl T % i »h;u A A F T RO
1) PAFRRER B el Rk T « ERERFE
anéﬁg&W\gm@wLa © FRRA
(iii) A 7% 3R B 9307 A % c FEAETFRAE

 Composed of a Chairman (a person
eligible for appointment as a Judge of
the High Court) and two other members
d - 231/ 323 2HBAF 2 3
BEZEFRELZZZREFZIRET

A 4

« Automatic stay of FRC’s disciplinary
decisions
ML RAR B ehle s AT B A
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COMPOSITION OF FRC P4 72 % 4R £ thje =

Current FRC

R AR B

* Include 3 members nominated
by HKICPA, SFC and HKEX
and an ex-officio member
representing Government

P qrz nAud 4 g

(9
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Independence
+

Expertise & -

Post-reform FRC

R 1S IR &

* Majority are “lay members”
J‘%‘vgé\%\.ﬁ}?‘:‘%“#ﬁgl‘ /Q_'l_”

accountant (practising) or a partner, director, agent or employee of a practice unit.

At least 9 directors to be appointed
by the Chief Executive
d TRk FL2EHRCILEE

Majority to be non-executive
directors
SR EAEHTEE

Majority to be “non-practitioners”
S %K/n\ é“;t‘fﬁb?{i A _:1‘”

At least two persons possessing
knowledge of and experience in PIE
engagements

ItA AR RIE P

v 22 EXIY L —
P enarih i

A “non-practitioner” is a person who is not, or has not within the previous three years been, a certified public Q

CHHEAITIIMEE LB ZEN T AREGFFAREL E P T R ARG




FUNDING MECHANISM B4 518 4

Key Principles:
“User pays”

The independent auditor oversight body should be
operationally and financially independent of Government

2 & RP]
“)}"%é Tﬁ”

Wor PIcE T BB A AE P2 M) b RO

Three types of new levies



NEW LEVIES #7#c ¥

Levy on investors of securities Levy on PIEs Levy on PIE auditors
transactions 2B E R AT SRAIERMP AT
BEERFTEES
0.00015% of consideration (paid by 4.2% of annual listing fee fora  $12,310 for a calendar year in
each of seller and purchaser) calendar year respect of every PIE client
Fofrd S & st S 2§ 50.00015% FRAEMGEE LD F O B RFEREBORJIEIM
e714.2% Z 2~ % 12,310~
For a transaction valued at $100,000, Listed corporations requiredto > Annual levy for Big-4 firms:
seller and purchaser each be requiredto  pay a levy of around $4,000 to around $2.6m - $4.9m
pay a levy of $0.15 $50,000 per year g REF (TR E R K
e FFEER10F A~ R ES EA R P 2P RN kR 9 % 260% 1490F ~
#4015~ i 7 # #4+ 157 ~ > Annual levy for other audit
firms: $12,310 to around
$1.4m

His g7 5 & gy b
12,310~ & 1404 =

50% of total contribution 25% of total contribution 25% of total contribution
4 %f =1150% & 2 7125% & 20 e1125%

Having regard to the concerns from the audit profession on the financial implications brought by the new regime

on them, especially on small and medium-sized audit firms, the contributions from sellers and purchasers in

securities transactions, PIEs and PIE auditors to the funding of the post-reform FRC have been changed from

equal contributions to the ratio of 50:25:25

W%%’Liﬂ [ #‘rﬁlliiiﬁ‘ =8l E ﬁ'%“’#ﬁtﬁ KR I P AP E TR e B
TEFRES  ARIEFH 2 2RAIF "?@%"#gcngmﬁ:F for 0 BIRER R PSR

d % i>gpeeim 25025 25
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ADJUSTMENT MECHANISM OF LEVIES

B B EBH

The rate/amount of the levies are specified in the Bill
) R ATHCE gt X AR

Adjustments to the rates or amounts of the levies are
subject to negative vetting by LegCo

P 1 4ok A ﬁr/{fiﬂ’ AR T RN I S g FET > t8
F R TEF 3 i

The annual budget of the FRC is subject to the approval of
the Financial Secretary
A hF E B LY o FEMc? 7L B
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