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LEGISLATIVE COUNCIL BRIEF 

Financial Reporting Council Ordinance 

(Chapter 588) 

Financial Reporting Council (Amendment) Bill 2018 

INTRODUCTION 

 At the meeting of the Executive Council on 24 October 2017, 

the Council ADVISED and the Chief Executive ORDERED that the 

Financial Reporting Council (Amendment) Bill 2018 (the Bill) at Annex 

A should be introduced into the Legislative Council (LegCo) to further 

enhance the independence of the existing regulatory regime for auditors 

of listed entities from the audit profession so as to enhance investor 

protection and ensure that the regime is benchmarked against the 

international standard and practice.  

JUSTIFICATIONS 

2. Auditors play the role of a key gatekeeper in assuring the

integrity and accuracy of the financial reports of listed entities and

entities seeking to be listed in Hong Kong.  For years, the Hong Kong

Institute of Certified Public Accountants (HKICPA) has been the statutory

authority responsible for the registration, inspection, enforcement,

development and professional training of the audit profession in Hong

Kong under the Professional Accountants Ordinance (Chapter 50) (PAO).

Since 2007, the regulatory function to conduct investigations into

possible auditing and reporting irregularities of auditors of listed entities
1

has been transferred to the Financial Reporting Council (FRC), which is

independent of the audit profession and established under the Financial

1
Under section 3 of the existing FRCO, a listed entity means a listed corporation or a listed 

collective investment scheme.  A corporation is listed if any securities issued by the corporation 

are listed in Hong Kong.  A collective investment scheme is listed if any interests in the scheme 

are listed in Hong Kong. 

A 
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Reporting Council Ordinance (Chapter 588) (FRCO)
2
. 

 

3. However, it has become the international standard and practice 

in recent years that regulatory regimes for auditors of public interest 

entities (PIEs) should be independent of the audit profession and be 

subject to independent oversight by bodies acting in the public interest.  

Hong Kong’s present regulatory regime is considered by many as a 

self-regulatory regime, and Hong Kong has been singled out as not being 

on par with the prevailing international standard and practice, hampering 

our reputation as an international financial and capital market.  Besides, 

Hong Kong’s ineligibility to be represented on the International Forum of 

Independent Audit Regulators (IFIAR), which is an influential 

multinational organisation which only admits regulators which are 

independent of the audit profession, has hindered cooperation between 

Hong Kong and other jurisdictions in the regulation of auditors. 

 

4. Since 2010, the International Organisation of Securities 

Commissions (IOSCO) has introduced new principles of securities 

regulation with an overriding objective of protecting investors, which 

include the principles that auditors should be subject to adequate levels of 

independent oversight and that the independent auditor oversight bodies 

must have an adequate charter of responsibilities and powers to perform 

their regulatory functions.  In 2014, the International Monetary Fund 

(IMF) completed a review of our auditor regulatory regime against the 

relevant IOSCO principles in the context of its overall review of Hong 

Kong’s securities market under the Financial Sector Assessment 

Programme.  Its report recommended that Hong Kong should establish a 

“fully independent authority with responsibility for the oversight of the 

audit profession” and that such authority “should have jurisdictions over 

all auditors that audit companies listed in Hong Kong”.  Noting that the 

governance of the disciplinary committee of the HKICPA “does not 

ensure sufficient independence, nor foster the development of expertise, 

and precedents, and the range of sanctions is limited”, the IMF also 

recommended that the independent oversight authority should be given 

“strong enforcement power”. 

 

                                                      
2
  The FRC is also empowered under the FRCO to enquire into possible non-compliance with 

accounting requirements of listed entities in Hong Kong. 
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5. In light of these recent developments, it is necessary to reform 

Hong Kong’s auditor regulatory regime to bring it in line with the 

international standard and practice and ensure that Hong Kong is 

represented on the IFIAR, and also to enhance the enforcement 

mechanism for better investor protection. 

 

LEGISLATIVE PROPOSALS 

 

6. Since the reform will entail very substantial changes to the 

existing auditor regulatory regime, it would be prudent for us to adopt a 

step-by-step approach and limit the coverage of PIEs under the new 

regime to corporations with issued shares or stocks listed in Hong Kong 

or collective investment schemes with interests listed in Hong Kong.  

This also accords with the IMF’s recommendation on the jurisdiction of 

the proposed independent auditor oversight body mentioned in paragraph 

4 above.  

 

7. Since the FRC is already performing investigatory function over 

auditors of listed entities and it is independent of the audit profession, we 

propose that it should act as the independent oversight body regulating 

PIE auditors, and be responsible for the inspection and disciplinary 

functions with regard to PIE auditors under the new regulatory regime.  

The HKICPA will continue to perform the statutory functions of 

registering, and setting continuing professional development (CPD) 

requirements and standards on professional ethics, auditing and assurance 

for local PIE auditors under the new regime, subject to oversight by the 

FRC. 

 

8. The key aspects of the proposed regulatory regime are set out in 

paragraphs 9 to 28 below. 

 

Local and overseas PIE auditors 

 

Local auditors as registered PIE auditors 

 

9. The new regime will not make any material change to the 

existing eligibility criteria for a local auditor to be an auditor of a listed 
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entity
3
.  In future, a practice unit

4
 which wishes to undertake specified 

engagements
5
 (PIE engagements) may apply to the HKICPA to be a 

registered PIE auditor.  Noting that in the absence of a registration 

system for PIE auditors under the existing regime, a PIE is at present free 

to appoint any practice unit to undertake any such engagements at any 

time, the Bill will not require that a practice unit must have a PIE client 

before it can apply for registration under the new regime.   

 

10. Having regard to the prevailing requirements of the HKICPA 

under the existing regime, a practice unit which applies to become a 

registered PIE auditor must also provide in its application the names of 

the following three categories of persons, who perform important roles in 

PIE engagements and must be CPA  (referred to as “responsible 

persons” in the Bill) – 

 

(a) “engagement partners”, viz. individuals who are authorised by 

the practice unit to be responsible for the PIE engagements 

carried out by the unit;   

 

(b) “engagement quality control reviewers”, viz. individuals who are 

authorised by the unit to oversee the engagement quality control 

reviews in respect of the PIE engagements carried out by the unit; 

and 

 

(c) “quality control system responsible persons”, viz. individuals 

                                                      
3
  Currently, a certified public accountant (CPA) must fulfil the following requirements for obtaining a 

practising certificate to become an auditor of a listed entity – 

(a) passes examinations in local law and taxation; 

(b) fulfils relevant auditing experience requirement of having a period of not less than four years of 

full-time approved accounting experience of which at least one year is acquired after he 

becomes qualified as a CPA; 

(c) is ordinarily resident in Hong Kong; 

(d) fulfils the HKICPA’s requirements for CPD; and  

(e) is not a bankrupt nor has become bankrupt nor has entered into a voluntary arrangement with his 

creditors within the meaning of the Bankruptcy Ordinance. 
4
  A practice unit is defined in section 2(1) of the PAO as (a) a certified public accountant (practising) 

practising accountancy on his own account pursuant to the PAO; (b) a firm of certified public 

accountants (practising) practising accountancy pursuant to the PAO; and (c) a corporate practice 

which is a company registered under section 28E of the PAO. 
5
  The specified engagements to be carried out by a PIE auditor, which will be prescribed in Part 1 of 

Schedule 1A of the Bill, include (a) preparation of auditor’s reports on annual financial statements 

of PIEs; (b) preparation of accountants’ reports in listing documents of PIEs or entities applying to 

be PIEs; and (c) preparation of accountants’ reports in circulars issued by PIEs in connection with a 

very substantial acquisition or a reverse takeover. 
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who are authorised by the unit to be responsible for the quality 

control system of the unit.  

 

11. These responsible persons will be subject to a “fit and proper” 

test, with the Bill setting out the key factors to be considered
6
 which are 

modelled on the existing ‘fit and proper’ test applied by the
 
HKICPA.  

The HKICPA Registrar will be the statutory registrar for PIE auditors 

under the new regime and will be responsible for, inter alia, maintaining 

a new register of PIE auditors (PIE auditors register) for public 

inspection. 

 

Overseas auditors as recognised PIE auditors 

 

12. An overseas corporation or overseas collective investment 

scheme listed in Hong Kong or seeking to be listed in Hong Kong may, 

same as at present, seek the approval of the Hong Kong Exchanges and 

Clearing Limited (HKEX) or the Securities and Futures Commission 

(SFC), as the case may be, to engage an overseas auditor to undertake its 

PIE engagements.  If the requisite approval is obtained, it may apply to 

the FRC to recognise the overseas auditor it intends to engage as a 

recognised PIE auditor.  The eligibility criteria to be a recognised PIE 

auditor are largely modelled on the prevailing requirements of the HKEX 

and the SFC with suitable modifications and adaptations. A new 

requirement is added to provide that there must be a regulatory 

cooperation agreement between the FRC and the corresponding overseas 

regulator before the FRC may recognise the overseas auditor concerned.  

 

13. It should be noted that following the convergence of the 

Mainland and Hong Kong accounting and auditing standards in 2007, 

both sides entered into a reciprocal arrangement (Reciprocal Arrangement) 

in 2009 to facilitate compliance of accounting and auditing requirements 

by Mainland-incorporated companies listed or seeking to be listed in 

                                                      
6
  The Bill stipulates that, in determining whether a responsible person is a fit and proper person to be 

a CPA, the HKICPA Council must have regard to the following matters– 

(a) the professional qualifications, knowledge, skill and experience of the person; 

(b) the person’s reputation, character, reliability and integrity; 

(c) the person’s financial status or solvency; 

(d) whether any disciplinary action has been taken against the person by the FRC or the 

HKICPA; and 

(e) whether the person has been convicted of any offence in Hong Kong or elsewhere. 
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Hong Kong, and vice versa.  The Reciprocal Arrangement enables the 

Mainland-incorporated companies listed or seeking to be listed in Hong 

Kong to engage any one of the specified Mainland audit firms, which 

have been assessed as meeting specific conditions for auditing their 

financial statements using Mainland auditing standards.  This will 

increase market efficiency and reduce compliance costs of the 

Mainland-incorporated companies by dispensing with the need to re-audit 

their financial statements in accordance with Hong Kong auditing 

standards.  The Reciprocal Arrangement will also apply to Hong Kong 

companies and Hong Kong audit firms when there are Hong Kong 

companies that are listed or seeking to be listed in the Mainland, and 

these companies will be entitled to engage specified Hong Kong audit 

firms to audit their financial statements using Hong Kong auditing 

standards.  The Reciprocal Arrangement was agreed upon by the Hong 

Kong SAR Government, the SFC, the HKEX, the FRC and the HKICPA 

from the Hong Kong side, and the Ministry of Finance, the China 

Securities Regulatory Commission and the Chinese Institute of Certified 

Public Accountants from the Mainland side, and was implemented in 

Hong Kong in 2010 after public consultation conducted by the HKEX.  

The Bill allows the FRC to recognise relevant Mainland audit firms that 

meet the specific conditions as PIE auditors.   

 

14. To protect the interests of investors, PIE auditors which have 

been properly registered/recognised, as well as their clients, it will be an 

offence for any person, other than a registered PIE auditor or a recognised 

PIE auditor, to undertake PIE engagements or to hold the person out as a 

PIE auditor. 

 

Inspection  

 

15. The existing statutory function of the HKICPA to conduct 

recurring inspections of local auditors in respect of their PIE engagements 

will be transferred to the FRC
7
, and the Bill will confer appropriate 

powers on the FRC to inspect PIE auditors.  The range of inspection 

powers will be on par with those of the other financial regulators in Hong 

Kong, and there will be similar safeguards to ensure proper exercise of 

                                                      
7
  The HKICPA will maintain its existing statutory functions under the PAO to conduct recurring 

inspections of local auditors in respect of their engagements (other than PIE engagements). 
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the powers by the FRC.   

 

Investigation 

 

16. The Bill provides for additional circumstances under which the 

FRC may initiate investigations in relation to auditors of listed entities. 

The existing powers of the FRC in relation to an initiated investigation 

will largely remain the same.  We will take the opportunity of this 

legislative exercise to update and modify the relevant provisions to align 

them with similar provisions in the legislation for other financial 

regulatory regimes in Hong Kong.   

 

Disciplinary mechanism 

 

17. As a full-fledged independent auditor oversight body, the FRC 

will be empowered to exercise disciplinary powers on PIE auditors and 

their responsible persons, including initiating disciplinary processes and 

imposing appropriate disciplinary sanctions for misconduct.  Taking into 

account the IMF’s comment in paragraph 4 above and for better investor 

protection, the FRC will be empowered to impose a range of disciplinary 

sanctions, including ordering a person to pay a pecuniary penalty with the 

maximum level capped at $10 million or three times the amount of the 

profit gained or loss avoided, whichever is higher (as compared to the cap 

of $500,000 penalty under the existing regime which is considered by 

many to be too low and ineffective).  Similar to other financial 

regulatory regimes in Hong Kong, the Bill provides for appropriate 

procedural safeguards to ensure that the principles of fairness and 

proportionality are followed when the FRC exercises its disciplinary 

powers.  For example, the PIE auditor or responsible person subject to a 

disciplinary action would be given a reasonable opportunity to make 

written or oral representations, and the FRC would have a statutory 

obligation under the Bill to issue guidelines to indicate the manner in 

which it exercises its power to order a PIE auditor or responsible person 

to pay a pecuniary penalty, and to have regard to the issued guidelines 
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when exercising such power
8
. 

 

18. Besides, the FRC will put in place administrative arrangements 

to ensure that the executives who have participated in the investigation/ 

inspection or disciplinary processes of a case would not take part in 

making a disciplinary decision of the case.  In addition, there will be 

inputs from independent audit and legal experts in the process.  The 

FRC will establish a panel of audit experts who are independent of the 

FRC.  Where the application of relevant auditing standards is a key 

factor in considering whether the regulatee concerned has committed 

misconduct in a disciplinary case, the FRC will invite a member of the 

panel to provide expert opinions.  The FRC will also establish a panel of 

case advisers who are legal experts and independent of the FRC.  In 

contentious cases (i.e. where the recommended sanction of the 

Disciplinary Department for consideration of the FRC is not accepted by 

the PIE auditor or responsible person concerned), the FRC will invite a 

case adviser to study all relevant documents and information and give his 

views on whether the principles of due process and natural justice have 

been observed in the disciplinary process, as well as on the merits of the 

case including whether the recommended sanction is appropriate.  The 

case adviser may also suggest modifications to the level of recommended 

sanction if he considers it appropriate to do so, and where necessary, 

request further information from the Disciplinary Department or PIE 

auditor or responsible person concerned and seek further opinion from the 

audit expert before finalising his views to the FRC.  To ensure 

transparency, the PIE auditor or the responsible person concerned will be 

informed of the views of the case adviser and will have a further 

opportunity to make representations before the FRC makes a decision on 

the case.   

 

 

 

                                                      
8
  The guidelines will include the factors which would be considered by the FRC when determining 

the level of pecuniary penalty to be imposed.  They would include, for example –  

(a) the nature and seriousness of the irregularities; 

(b) the amount of profits accrued or loss avoided as a result of the irregularity; 

(c) the audit fees received by the PIE auditor; and 

(d) other circumstances of the regulated person, which would include the size and financial 

resources of the firm or individual and whether the penalty would have the likely effect of 

putting a firm or individual in financial jeopardy. 
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Review and appeal mechanism 

 

19. The Bill establishes a new independent review tribunal (the 

Tribunal) to make determinations on any review against the respective 

registration or recognition decisions of the HKICPA and the FRC, and the 

disciplinary decisions of the FRC.  The operation of the Tribunal will 

reduce the time and cost to be incurred by both the appellant and the 

HKICPA/FRC in dealing with appeal cases.  The Tribunal will consist of 

a chairman and two other members who are drawn from a panel 

appointed by the Chief Executive (CE) and are not public officers.  The 

chairman must be a former Justice of Appeal of the Court of Appeal, a 

former judge, a former recorder or a former deputy judge of the Court of 

First Instance, or a person eligible for appointment as a judge of the High 

Court.  The sittings of the Tribunal will be held in public, unless 

otherwise determined by the Tribunal
9
.  The Bill also provides that an 

aggrieved party may, after obtaining the leave of the Court of Appeal, 

appeal to the Court of Appeal on a question of law, fact, or mixed law and 

fact if the person is dissatisfied with a determination of the Tribunal. 

 

20.   The disciplinary decision of the FRC will be automatically 

stayed once the auditor concerned files an application for review against 

the decision.  The FRC may only disclose the disciplinary decision to 

the public after the expiry of the period for lodging an application for 

review to the Tribunal in relation to the FRC’s decision, or if such an 

application is lodged, after the review has been determined by the 

Tribunal.  As mentioned in paragraph 19 above, the sittings of the 

Tribunal, which is independent of the FRC, will be held in public, unless 

otherwise determined by the Tribunal.  Taken as a whole, the new 

regime will better protect the anonymity of an auditor undergoing 

disciplinary proceedings than the PAO regime under which the identity of 

an auditor subject to disciplinary proceedings will be disclosed when a 

disciplinary committee under the PAO is established. 

 

Independent oversight of the HKICPA’s regulatory functions 

 

21. For the purpose of enabling the FRC to perform independent 

                                                      
9
  The Bill provides that the Tribunal may, on its own initiative or on the application by a party to the 

review, determine that a sitting, or any part of the sitting, be held in private in the interest of justice.  
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oversight of the HKICPA’s regulatory functions (viz. registration of local 

PIE auditors, setting CPD requirements and setting standards on 

professional ethics, auditing and assurance) in respect of PIE auditors, the 

Bill provides for a light-handed oversight model by empowering the FRC 

to – 

 

(a) request the HKICPA for reports on its regulatory activities on a 

regular basis; 

(b) conduct assessment on the performance of the HKICPA’s 

regulatory activities which are subject to the FRC’s oversight;  

(c) require the HKICPA to provide relevant information as necessary; 

and 

(d) upon being satisfied that it is in the public interest to do so, give 

the HKICPA written directions in relation to the latter’s 

regulatory functions which are subject to the FRC’s oversight. 

 

The FRC will not participate in the day-to-day operations of the HKICPA 

but it will ensure that the HKICPA performs its regulatory functions in 

the public interest.  

 

Governance of the FRC 

 

22. To enhance the independence of the FRC, the existing 

provisions of the FRCO requiring the FRC to include three members to 

be nominated by the HKICPA, the SFC and the HKEX and also an 

ex-officio member representing the Financial Secretary will be repealed
10

.  

The composition of the FRC under the new regime will be modified as 

follows –  

 

(a) the FRC will comprise the following non-executive and 

executive directors who are to be appointed by the CE –  

                                                      
10

  The current FRC comprises – 

(a) three members on the nomination of the SFC, the HKEX and the HKICPA respectively; 

(b) the Registrar of Companies (or her representative); 

(c) the Chief Executive Officer of the FRC; and 

(d) not fewer than four, and not more than six, other members. 

 The current arrangements for the SFC, the HKEX and the HKICPA to nominate individuals to be 

appointed as FRC members and for the Registrar of Companies to be an ex-officio member of the 

FRC stem from the present funding mechanism for the FRC, which is supported by contributions 

from the SFC, the HKEX, the HKICPA and the Companies Registry Trading Fund. 
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(i) a chairman who is a non-executive director of the FRC 

and a non-practitioner
11

; 

(ii) a chief executive officer who is an executive director of 

the FRC; and 

(iii) at least seven other executive or non-executive directors of 

the FRC; 

 

(b) the number of non-executive directors of the FRC must exceed 

the number of executive directors; 

 

(c) out of the members appointed by the CE, at least two persons 

should possess knowledge of and experience in PIE engagements 

so as to ensure sufficient expertise in the FRC; and 

 

(d) the number of members who are non-practitioners must exceed 

the number of members who are practitioners
12

.   

 

23. When compared with the existing composition of the FRC 

where the majority of the members are required to be lay persons, the 

modifications set out in paragraph 22 above will strengthen the 

independence as well as the audit expertise of the FRC, and are 

commensurate with the expanded regulatory functions of FRC under the 

new regime.  

 

24. We will also take the opportunity of this legislative exercise to 

rationalise and modernise some detailed provisions of the FRCO in 

relation to the appointment of FRC members, procedures of meetings, 

declaration of interests, etc. by drawing reference to similar provisions in 

the legislation for other financial regulatory regimes in Hong Kong.  

 

                                                      
11

  A “non-practitioner” is defined in the Bill as a person who is not, or has not within the previous 

three years been– 

(a) a certified public accountant (practising); or 

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

 This definition is modelled on the existing arrangements adopted by the European Union (EU) and 

will widen the pool of candidates for appointment to cover experienced personnel from the audit 

profession who have passed the relevant cooling-off period. 
12

  This is a relaxation of the present requirement in the FRCO that the FRC should be composed by a 

majority of “lay persons”, i.e. non-accountants.  This will allow the appointment of suitable and 

experienced persons to the FRC while maintaining the objective that the FRC should be 

independent of the audit profession and of the Government. 
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Funding mechanism 

 

25. At present, the FRC is funded through an ad hoc agreement of 

four parties, viz. the HKICPA, the SFC, the HKEX and the Companies 

Registry Trading Fund (CRTF) who negotiate and sign a multi-party 

Memorandum of Understanding (MMoU) at 5-yearly intervals.  To 

ensure stability of funding support, and in accordance with the principle 

of “user pay” and the principle that the independent auditor oversight 

body should be operationally and financially independent of the 

Government, the FRC under the new regime will be funded by 

introducing three new levies on securities transactions, PIEs and PIE 

auditors respectively.  This is similar to the practices adopted by most 

comparable overseas jurisdictions with dedicated independent auditor 

oversight bodies which adopt a mechanism under which their operations 

are supported by levies imposed on the regulatees and/or market users. 

 

26. Having regard to the expanded functions of the FRC after the 

reform, we estimate that the recurrent annual budget of the post-reform 

FRC is around $90 million at 2016 price level
13

 at the time of 

commencement of the new regime.  The annual budget of the FRC will 

be subject to the approval of the Financial Secretary.  We propose that 

the contributions from sellers and purchasers in securities transactions, 

PIEs and PIE auditors to the funding of the post-reform FRC should be in 

the ratio of 50:25:25.  On this basis, and having regard to the principle 

that the three levies should be determined at levels which would enable 

the FRC to sustain its operation under the new regime without subsidy 

from general taxpayers, the rates/amounts of the new levies
14

 to be 

specified in Schedule 7 of the Bill are as follows - 

 

(a) Levy on securities transactions: 0.00015% of the 

consideration for a securities transaction, payable by each of 

the seller and purchaser in the transaction ; 

                                                      
13

  The current annual budget of the FRC is around $30 million.  Under the new regime, the scope of 

FRC’s work will be increased by more than three-folds to cover also recurring inspections, 

enforcement/discipline, recognition of overseas auditors, oversight of HKICPA’s regulatory 

functions in respect of PIE auditors, and enhanced cooperation and interface with relevant 

international bodies and overseas audit regulators, etc. 
14

  Assuming that the Bill is enacted and the new regime is brought into operation in 2019, the new 

levies are to be set in 2019 price level.  The adjustment from 2016 price level is made by 

reference to the average increase in the Composite Consumer Price Index in the past three-year 

period from 2014 to 2016, i.e. an annual upward adjustment of 3.3%. 
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(b) Levy on PIEs: 4.2% of the annual listing fee paid by a PIE to 

the HKEX for a calendar year pursuant to the Listing Rules; 

and 

 

(c) Levy on PIE auditors: $12,310 for a calendar year in respect 

of every PIE client
15

, and a standard levy of $2,000 for a 

calendar year on a PIE auditor with no PIE client. 

 

Annex B explains the calculation methods in determining the rates or 

amounts of the new levies.  The rates or amounts may be amended in the 

future by CE-in-Council by way of subsidiary legislation which is subject 

to negative vetting by LegCo.  

 

27. Similar to the arrangement for the SFC and the independent 

Insurance Authority, the Bill stipulates that once the reserve of the FRC 

has reached a level equivalent to 24 months of its operating expenses 

(after deducting depreciation and all provisions), the FRC shall review 

the rate/amount of the levies and consult the Financial Secretary with a 

view to recommending to the CE-in-Council that the levies be reduced. 

 

Transitional arrangements  

 

28. The Bill introduces a transitional arrangement for auditors who 

have undertaken engagements in the nature of PIE engagements before 

the commencement of the Bill.  If any of the engagements is still 

on-going on the date of commencement of the Bill, the auditor may notify 

the HKICPA or the FRC (as the case may be) of its intention to continue 

to carry out the engagement on the commencement date.  On sending 

such notification, the auditor will be taken to be a PIE auditor during the 

transitional period.  The name of those who are taken to be registered or 

recognised PIE auditors will be put onto the PIE auditors register, and the 

auditors concerned will be subject to the inspection, investigation and 

disciplinary mechanisms under the new regime.   During the transitional 

period, these auditors may file applications for registration or recognition 

as PIE auditors under the new regime. 

 

                                                      
15

  It refers to a PIE for which a PIE auditor has carried out an engagement for preparing an auditor’s 

report of the PIE’s annual financial statements. 

B 
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THE BILL 

 

29. The Bill is divided into three parts and contains the following 

provisions –  

 

(a)  Part 1 sets out preliminary provisions such as the short title and 

provides for the commencement of the Bill; 

 

(b)  Part 2 contains amendments to the FRCO.  The main 

provisions of this Part are set out as follows – 

 

(i) Clauses 4, 5 and 6 provide for the definitions of some key 

terms, including responsible person, PIE, non-PIE, PIE 

auditor, non-PIE auditor, PIE engagement and non-PIE 

engagement; 

 

(ii) Clause 9 amends the FRCO to provide for the composition 

of the FRC under the new regime; 

 

(iii) Clauses 11 and 12 amend the FRCO to provide for the new 

functions and powers of the FRC under the new regime, 

including  overseeing the performance by the HKICPA of 

the functions in relation to PIE auditors; 

 

(iv) Clause 23 introduces new provisions in the FRCO to 

provide for the registration and recognition of local auditors 

and overseas auditors (including Mainland auditors) 

respectively as PIE auditors under the new regime; 

 

(v) Clause 26 introduces new provisions in the FRCO to 

provide for the powers of the FRC in conducting recurring 

inspections on PIE auditors under the new regime; 

 

(vi) Clauses 31 and 32 provide for the circumstances under 

which an investigation may be carried out.  Clause 35 

amends the FRCO to update and modify the relevant 

provisions in relation to the FRC’s investigation powers to 
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align them with the legislation of other financial regulatory 

regimes in Hong Kong; 

 

(vii) Clause 48 introduces new provisions in the FRCO to 

provide for – 

(A) the powers of the FRC in imposing disciplinary 

sanctions against PIE auditors and their responsible 

persons; and 

(B) the set-up of an independent review and appeal 

mechanism regarding registration, recognition and 

disciplinary decisions under the new regime; 

 

(viii) Clause 62 introduces new provisions in the FRCO to 

stipulate that new levies will be imposed on securities 

transactions, PIEs and PIE auditors; 

 

(ix) Clause 75 introduces new provisions in the FRCO to 

provide for the transitional and savings provisions in the 

FRCO;  

 

(x) Clause 77 introduces a new Schedule 1A to prescribe what 

are PIE engagements and non-PIE engagements under the 

new regime;  

 

(xi) Clause 80 introduces new Schedules 3A and 3B to 

prescribe – 

(A) the non-delegable functions of the FRC; and 

(B) the level of fees payable for various matters under the 

FRCO;  

 

(xii) Clause 82 introduces a new Schedule 4A to provide for the 

composition and operation of the Tribunal; and 

 

(xiii) Clause 85 introduces a new Schedule 7 to prescribe the rate 

or amount of the levies payable to the FRC; and 

 

(c)  Part 3 contains the related and consequential amendments to 

other relevant items of legislation, including the PAO. 



 

16 

 

 

LEGISLATIVE TIMETABLE 

 

30. The legislative timetable will be – 

 

Publication in the Gazette 

 

19 January 2018 

 

First Reading and commencement of 

Second Reading debate in LegCo 

 

24 January 2018 

Resumption of Second Reading debate, 

committee stage and Third Reading 

to be notified 

  

IMPLICATIONS OF THE PROPOSAL 

 

31. The economic, financial and civil service implications of the 

Bill are set out in Annex C.  The Bill is in conformity with the Basic 

Law, including the provisions concerning human rights.  It has no other 

sustainability implications and no productivity, environmental, family, 

competition or gender implications.  The amendments proposed in the 

Bill will not affect the current binding effect of FRCO.   

 

PUBLIC CONSULTATION 

 

32. We conducted a three-month public consultation from June to 

September 2014 to solicit views on the proposals to introduce an 

independent oversight regime for the regulation of PIE auditors.  An 

overwhelming majority of the respondents were supportive of the 

objective and direction of the reform.  The profession also supported the 

proposal that the new regime would not make any material change to the 

qualification and experience requirements for registration as a PIE auditor.  

We published the consultation conclusions in June 2015 and also reported 

the consultation conclusions to the LegCo Panel on Financial Affairs in 

July 2015.   

 

33. Subsequent to the issue of the consultation conclusions, we 

have continued our engagement with the HKICPA and the FRC on the 

details of the new regulatory regime.  The proposals set out in 

C 
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paragraphs 9 to 28 above reflect the outcome of the engagement.  

 

PUBLICITY 

 

34. A press release will be issued on the gazettal of the Bill.  A 

spokesman will be made available for answering media enquiries.     

 

BACKGROUND 

 

35. For years, the HKICPA has been responsible for regulating the 

audit profession through exercising a full range of regulatory powers 

provided for under the PAO.  Since the collapse of Enron and 

WorldCom in the United States in 2001-02 due to major audit failure, 

there has been local and international pressure for Hong Kong to ensure 

that its auditor regulatory regime is effective and not subject to undue 

influence by the audit profession so as to enhance investor protection.  

Hong Kong took early steps in the mid-2000s to implement some reform 

measures, ahead of other comparable overseas jurisdictions.  The PAO 

was amended in 2004 to introduce independent lay persons to the 

governing council of the HKICPA as well as its disciplinary process to 

provide an element of independence in its corporate governance and 

disciplinary mechanism.  The FRCO was enacted in 2006 to establish 

the FRC to take over the investigation functions and powers of the 

HKICPA in respect of auditing and reporting irregularities in relation to 

listed entities to ensure independent investigations.   

 

36. Many overseas jurisdictions with major capital markets have 

already established systems for independent oversight of their auditor 

regulatory regimes and joined the IFIAR as members.  Not being a 

member of the IFIAR, Hong Kong auditors are in a disadvantaged 

position vis-à-vis their overseas counterparts as most of the overseas 

jurisdictions concerned require that their listed entities can only be 

audited by auditors regulated by IFIAR members.  

 

ENQUIRIES 

 

37. Enquiries relating to this Brief can be directed to Mr Billy AU, 

Principal Assistant Secretary for Financial Services and the Treasury 
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(Financial Services) at 2528-9016. 

 

 

 

Financial Services and the Treasury Bureau 

17 January 2018          
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CALCULATION METHODS OF THE LEVIES 

 

 The estimated recurrent annual budget of the post-reform FRC is 

around $99 million at 2019 price level at the time of commencement of 

the new regime. It is proposed that the contributions from the new levies 

on securities transactions, PIEs and PIE auditors to the funding of the 

post-reform FRC should be in the ratio of 50:25:25.  The rates/amounts 

of the new levies are calculated as follows- 

 

(A) Levy on securities transactions 

 

2. The contribution of the new levy on securities transactions 

should be $49.5 million at the initial year of the operation of the new 

regime.  An average daily transaction value of securities around $60 - 80 

billion is assumed.  The total amount of the levy is derived by a formula 

(average daily transaction value x transaction days in a year (250) x 2 

(sale and purchase) x levy rate).  For the contribution of $49.5 million, 

the projected levy rate on the securities transactions should be set 

between 0.00012375% (for average daily transaction value of $80 billion) 

to 0.000165% (for average daily transaction value of $60 billion).  

Taking into account possible fluctuations of the transaction volume of 

securities, a percentage around the mid-point of the projections is adopted, 

i.e. 0.00015% for the consideration of each sale and purchase of a 

securities transaction.  With this levy rate, for a transaction valued at 

$100,000, the seller and purchaser would each be required to pay a levy 

of $0.15. 

 

(B) Levy on PIEs 

 

3. The contribution of the new levy on PIEs should be $24.75 

million at the initial year of the operation of the new regime.  The total 

amount of relevant listing fee collected in 2015, viz $589.73 million, is 

used as the basis of the calculation.  For the contribution of $24.75 

million, a levy rate of 4.2% of the annual listing fee paid by a PIE for a 

calendar year should be adopted.    

 

(C) Levy on PIE auditors 

 

4. The contribution of the new levy on PIE auditors should be 

$24.75 million at the initial year of the operation of the new regime.  

The number of PIEs as at the end of 2015, viz. 2 011, is used as the basis 

of the calculation.  For the contribution of $24.75 million, a levy of 

Annex B 



2 

 

$12,310 for a calendar year in respect of each PIE client should be 

imposed on PIE auditors.   

 



 

ECONOMIC, FINANCIAL AND CIVIL SERVICE 

IMPLICATIONS 

 

 

Economic Implications 

 

 The proposal will reinforce Hong Kong’s position as an 

international financial centre and better safeguard the interests of the 

investing public.  While the proposed levies for funding the FRC’s 

operations will raise the transaction costs of securities trading and 

operating costs of PIEs and PIE auditors, the additional cost burden 

should not be substantial. 

 

 

Financial and Civil Service Implications 

 

2. Under the proposal, the CRTF will no longer make annual 

financial contributions to the FRC.  The Bill provides for the FRC to be 

funded from new levies to be imposed on securities transactions, PIEs 

and PIE auditors respectively in future.  For reference, the CRTF 

contributed $7.3 million to the FRC in 2016
1
. 

 

3. The proposal does not have any civil service implication on the 

Government as the FRC is a statutory body which employs its own staff. 

 

4. As regards the implications on the Judiciary, in line with the 

usual funding arrangements between the Government and the Judiciary, 

the Government should provide the Judiciary with the necessary 

manpower and financial resources relating to this proposal should such 

needs arise in the future. 

 

 

 

                                                      
1
  According to the MMoU, the CRTF also provides office accommodation to the FRC at a rental 

value of $1 per annum.  The present provision is around 4,000 sq ft. at the Queensway 

Government Offices.  On the other hand, the CRTF has been paying rental of the said office 

accommodation for FRC to the Government, which amounted to around $3.9 million for 

2016-2017. 

Annex C 


	LegCo Brief_Eng_full (Final)
	LegCo Brief_Eng_(Final)
	Financial Reporting Council (Amendment) Bill 2018

	Annex B_calculation method of levies_e
	Annex C_economic financial CS implications_e



