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“Regarding access to audit working
papers, the Institute had a constructive
meeting in Shenzhen last month with
various Mainland and Hong Kong
regulators and accounting firms.”
Dear members,
The Institute is hosting the
International Financial Reporting
Standards conference with the
IFRS Foundation on 12-13 October
in Hong Kong. It’s a valuable
opportunity for you to engage with
representatives of the International
Accounting Standards Board and
local leaders of business and the
accounting profession. This high
level conference focuses on some
of the most important subjects in
accounting standards, including
financial instruments, revenue,
leases, insurance and IFRS for
Small- and Medium-sized Entities.
Don’t miss this chance to update
your knowledge and engage with
the experts. Enrol by 31 August to
enjoy an early bird discount of up
to HK$1,900.
The Institute’s other international
outreach continues as, in this issue
of A Plus, we invite the International
Auditing and Assurance Standards
Board Chairman to talk about the
organization’s five-year plan, which
will have an impact on Hong Kong
and the global auditing profession.
On particular new standards
such as HKFRS 15 Revenue from
Contracts with Customers, which
has gone through extensive debate
across continents due to its complexity and broad implications, the
Institute is following developments
closely and giving feedback to
ensure our views are heard by international standard setters. This issue
of A Plus includes an analysis

of the new standard to help you
gain a comprehensive understanding of how it is applied in the real
estate business.
Meanwhile, further to the Ministry of Finance’s issuance of the
provisional regulations on CPA
practices carrying out audit services for Chinese enterprises listed
outside the Mainland, we were
able to clarify with the ministry
some transitional and administrative matters. We will provide you
more details in due course.
Regarding access to audit
working papers, the Institute
continues to follow up and had a
constructive meeting in Shenzhen
last month with various Mainland
and Hong Kong regulators and
accounting firms. The talks facilitated an in-depth communication
among all the participating parties.
Closer to home, statistics for
2015 show there are fewer practice
reviews requiring follow-up action.
This suggests earlier initiatives
from the Practice Review Committee have had a positive effect. Such
measures include advising practices
about the five most common findings; closer supervision of practices
without monitoring procedures; previsit self-assessment to identify high
risk practices; and e-learning on
“practice review process and common findings.”
Last month, more than 1,100
members gave their views on digital
and social media in response to a

survey. The majority of them say
they are using Facebook, followed
by YouTube and WeChat. Friends,
chatting and business networking are the most common reasons
attracting them to social media.
Results also show the majority of
respondents prefer the Institute to
communicate with them through
email as the first choice, followed
by Facebook as second. Continuing
professional development, accounting news and technical content are
what they prefer to see most from
the Institute’s social media.
The survey also gave us
encouraging feedback about this
magazine. Significant time is
devoted to each issue with 37
percent of respondents reading for
more than 30 minutes. They agree
that A Plus is relevant, up-to-date
and trustworthy, and the majority of
them are willing to recommend the
magazine to business colleagues
and clients.
Their contribution will definitely help the Institute devise its
social media strategy and make the
magazine even more relevant and
useful to you.
The Sports and Recreation Club
night last month was marvellous
as our sporting CPAs enjoyed their
team spirit and camaraderie. Our
members are competitive and professional even outside the office. I
enjoy sports, especially running and
hiking, and I am looking forward to
seeing you at other Institute events.

Dennis Ho
President
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Facebook is most popular social
network among Institute members
Survey results reveal members’ views on social media
Last month, more than 1,100 Institute members participated in a mini
survey, which was conducted by the
Institute as it looks into creating an
effective social media strategy in
order to better connect with members. 
In response to the survey, respondents – most of whom are under 35 –
shared their personal opinions and
preferences when it comes to using
digital and social media.
More than 86 percent of respondents identified Facebook as the
main social media platform they use,
followed by YouTube (45 percent),
WeChat (44 percent) and LinkedIn
(35 percent). Twitter is the least
popular among Institute members,
according to the survey results.
Most respondents said friends (86
percent), chatting (40 percent) and
business networking (38 percent)
were the common reasons attracting
them to use social media, solidifying
the fact that many members currently
value and use social media platforms
as a communication tool. Indeed,
communication, networking and
news are the main reasons why some
have a social media presence as part
of work.
However, despite most members
being active on digital and social
media, the majority of respondents
still prefer the Institute to send them
traditional emails, viewing it as a
more formal and professional form of
communication. This is followed by
Facebook as the second choice.
4 August 2015

W hen asked what types of content
they would most prefer to see on the
Institute’s social media, respondents
picked posts related to continuing
professional development (78 percent), accounting news (64 percent)
and technical (57 percent).
Also, in a positive sign that social
media can help the Institute better
connect with an increasingly young
and tech-savvy membership, more
respondents agreed than disagreed to
being open to joining in discussions
with the Institute through social
media. More than 47 percent, however, said they were unsure.
A s well as their digital and social
media habits, members also shared
their thoughts on the refreshed
content and design of A Plus. News
are what members enjoy reading the
most, followed by technical source
and work-life balance features.
More than half of respondents
described the magazine as up-todate and relevant.

Institute releases guide
on MoF’s provisional
regulations

The Institute last month developed
guidance for a business cooperation
agreement, setting out some key matters that the Institute believe would be
appropriate to include in an agreement
between a Hong Kong CPA practice
and a Mainland CPA practice.
T he aim of the guidance is to help
members meet the requirements of

Disciplinary finding
Leung Kent Ning, Louis, CPA
(practising)
Complaint: Failure or neglect to
observe, maintain or otherwise apply
paragraphs 290.4 and 290.6 of the Code
of Ethics for Professional Accountants.
Leung was the engagement director
of a corporate practice which issued the
auditor’s report of a private company for
the period when he had been appointed
and acted as the Chief Financial Officer
of the company and its related group of
companies.
After considering the information
available, the Institute lodged a
complaint against the respondent under
section 34(1)(a)(vi) of the Professional
Accountants Ordinance.
Decision and reasons: The practising
certificate issued to the respondent in
2015 be cancelled and the same shall
not be issued to the respondent for the
year 2016. In addition, the respondent
was ordered to pay a penalty of
HK$100,000 to the Institute and pay
costs of the disciplinary proceedings
of HK$100,000. When making its
decision, the Disciplinary Committee
took into consideration the particulars
in support of the complaint, the nature
of the breaches and the conduct of the
respondent throughout the proceedings.
Details of the disciplinary findings are
available at the Institute's website:
www.hkicpa.org.hk.
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The Institute in numbers
When it comes to social media the majority
of Institute members are on Facebook

The majority of Institute members prefer the
Institute to communicate with them through
email as the first choice, followed by Facebook

When asked if they would be open to asking the
Institute questions or joining in discussions via
social media, members answered:

When asked what content they would like to
see on social media, members answered:

Source: Member survey with 1,139 respondents in July 2015

the Ministry of Finance’s “Provisional
regulations on CPA practices carrying
out audit services relating to the listing
of Mainland enterprises outside Mainland (會計師事務所從事中國內地企業境
外上市審計業務暫行規定),” which took
effect on 1 July.
Under the provisional regulations,
Hong Kong CPA practices auditing Mainland companies listed in Hong Kong will
have to enter cooperating arrangements
with Mainland CPA practices, and Hong
Kong CPA practices will be responsible
for the scope of the arrangements.
HKSA 600 Special Considerations –
Audits of Group Financial Statements
(Including the Work of Component Auditors) is the most relevant standard to be
applied by a Hong Kong CPA practice,
given that the audits will require arrangements to be made for at least two auditors
to be involved in the audit engagement.
“We recognize that there may be situations where the other auditor engaged

by the Hong Kong CPA practice is not
strictly speaking a component auditor
as defined in HKSA 600 (e.g. borrow
staff from another auditor to work on
the audit),” said Chris Joy, the Institute’s
Executive Director. “In such situations
we believe that HKSA 600 is still relevant and can be adapted as necessary.”
He added that the Institute will be in
close contact with regulators and market
operators in both Hong Kong and the
Mainland to help implementation of the
new regulations.
Questions should be sent to hkicpa@
hkicpa.org.hk so the Institute can seek
clarification from the MoF as appropriate.

IT Conference 2015 is
scheduled for October

The Institute will host the annual IT Conference on 17 October at InterContinental
Hong Kong, with a particular focus on
the role of accountants in the digital age.
The conference will bring together

leaders in information technology, as
well as others with an interest in big
data and its impact on business. There
will also be a panel discussion on how
big data and disruptive technologies can
change the way of doing business.
Nicholas W. Yang, Advisor to the
Chief Executive on Innovation and
Technology for the Hong Kong government, will be the guest of honour at the
event and will update participants on
innovation, technology and sustainable
development in the digital age.
Keynote speakers at the conference
include Khai San Banh, Co-founder
of analytics consultancy firm Sprint
Milestone Partners, who will discuss
accounting analytics, and Michael
Yung, Head of eProduct and Technology
Planning at Asia Miles, who will illustrate
a day in the life of a digital professional.
Members can make their reservation before 16 September to enjoy early
bird discounts.
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Big Four legal push unsettles
law firms in Australia, India
The increasing interest shown by the Big
Four accounting firms in providing direct
legal services to clients is causing unease
among lawyers at traditional law practices
in at least two large markets.
In Australia, lawyers have threatened to
stop referring work to the accounting firms
because of competition concerns, while
an association of law firms in India has
threatened to sue the Big Four for providing
unauthorized legal services.
Last month, The Australian Financial
Review reported that several senior staff at
6 August 2015

major law firms said a continued push by
Deloitte, EY, KPMG and PwC’s Australian
affiliates into legal services would prompt
them to redirect referral work to mid-tier
accounting practices that did not offer such
services.
Top accountants say further expansion
into law practice is inevitable. “It’s client
driven,” EY’s Head of Legal Services Howard Adams told the Review. “There are a lot
of cases where legal work is so compatible
with tax or transaction advisory work that
clients are asking us to do it.”

PwC has about 120 lawyers based in
Australia, The Age in Melbourne reported. While about 30 practise legal work
exclusively, most work in the accounting
services units, such as tax.
In India, the Society of Indian Law
Firms, a lobby group, last month threatened
to sue Big Four affiliates there for practising law, which is prohibited to entities not
registered with the Bar Council of India.
The council has sought explanations
from the firms, The Hindu newspaper in
Chennai reported.
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A world of numbers

PwC to review Noble valuations
Singapore-listed Noble Group last month hired
a second auditor to review accounts after critical
reports issued by short sellers, Reuters reported.
The company announced that its board had
recommended a third-party review, and four
independent directors appointed PwC to review
valuations of some of its assets. The valuations
had been previously audited by EY. In February,
Iceberg Research accused Noble of inflating
assets by billions of dollars. Reuters quoted a
company spokesman as saying that Noble has
complete confidence in its accounting.

Cuba economy opens up… to a point
The head of Cuba’s accounting institute said last
month that the country’s new economic management model would have three pillars: state enterprises, cooperatives and the self-employed. “The
policy is not to open up the country to just anybody
who wants to come,” Hugo Pons Duarte, Director
of Cuba’s National Economist and Accountant
Association, was quoted as saying by Al Jazeera.
“The government has a strategy for guiding investment.” Pons Duarte said the basic ideals of the
1959 revolution would hold firm while accommodating the most desirable aspects of capitalism.

AFP

AFP

EY abandons appeal over papers
EY Hong Kong will not pursue an appeal against
a Court of First Instance ruling that it provide
audit work papers demanded by the Securities
and Futures Commission relating to the proposed
listing of Standard Water in 2009. EY declined
to release the papers, citing China’s state secrets
laws. The SFC prevailed when the matter was
brought to court last year. After the appeal was
filed, EY relented and surrendered the papers.
“Auditors should cooperate fully with the SFC,”
Mark Steward, SFC Executive Director of Enforcement, told the South China Morning Post.

U.K. institutes to keep regulatory role
British accounting institutes will retain their role as regulators of the profession, when
the European Union Audit Directive and Regulation is implemented, the government
announced last month. Parliamentary Undersecretary Baroness Neville-Rolfe said the
Financial Reporting Council would be the competent authority for audit regulation but
legislation would be passed to require the FRC to delegate all possible regulatory tasks
as far as possible to recognized supervisory bodies such as the Institute of Chartered
Accountants in England and Wales. Audit regulation would not be subject to statutory
legislation, she added.

¥16.9
billion

The amount misappropriated
from China’s state-run lotteries
between January 2012 and
October 2014, representing nearly
a quarter of the ¥65.8 billion spent
on tickets, according to a report
by the National Audit Office. The
Caixin business magazine said the
audit agency blamed the losses
on loose supervision and a lack of
transparency.

831
The number of profit restatements
by listed companies in the United
States last year, according to Audit
Analytics, an intelligence company.
New rules proposed last month by the
Securities and Exchange Commission
would allow clawbacks of executive
compensation in the event of profit
restatements due to error and
miscalculation as well as misconduct.

2,500
The number of overdue internationaltransaction applications from Greek
enterprises that owe overseas
creditors, including dozens of
companies in China and Hong Kong.
The applications to the General
Accounting Office relate to imports of
food, textiles, metals and spare parts,
Kathimerini reported.
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Barclays names KPMG as auditor

K PMG has been appointed as the new auditor of Barclays from

1 January 2017, ending PwC’s 119-year relationship with the bank.
PwC was not invited to tender for the £44 million audit and nonaudit work contract, due to new European Union regulations that
require auditors to be rotated more frequently.

FCA chief to step down

Mar tin Wheatley, Chief Executive of Britain’s Financial Conduct

Authority, last month resigned, effective from 12 September.
Michael Izza, Chief Executive Officer of the Institute of Chartered
Accountants in England and Wales, commended Wheatley’s
“ethics and integrity.”

PCAOB reappoints Ferguson

Lewis H. Ferguson was last month reappointed for a second four-

year term on the Public Company Accounting Oversight Board in
the United States. In April, he began a four-year term as Chair of
the Global Public Policy Committee Working Group of the International Forum of Independent Audit Regulators.

Hertz reveal total impact for restatements

Hertz Global Holdings announced last month that restating its

financial results would cut profits by a total of US$231 million due
to accounting problems discovered last year. “Our attention is now
on realizing Hertz’s full potential,” The Wall Street Journal quoted
Chief Executive Officer John Tague as saying.
August 2015 9
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TOSHIBA’S
TRUE

COLOURS
The US$1.2 billion profit padding discovered at Toshiba is an
embarrassing blow to the Japanese government’s reform
plans. Stakeholders tell George W. Russell that even though
many hallmarks of corporate governance are lacking, this
latest scandal will add momentum to changes already afoot
Illustrations by Takeo Chikatsu

I

t is a Japanese ritual that seems
as familiar as a tea ceremony:
a top executive bows to an
assembled media conference, ticks
off his company’s wrongdoings
and resigns or, more likely, fires
a scapegoat.
Recent years have seen several
large Japanese corporations –
from cosmetics maker Kanebo
to brokerage Nikko Cordial, and
machinery giant IHI to optical
equipment manufacturer Olympus
– admit to fraudulent accounting or
profit manipulation. Last month,
it was the turn of the biggest
corporate name yet – Toshiba.
After months of speculation,
Toshiba in May appointed a thirdparty committee to look at mounting allegations of fraud. The report,
released on 21 July, found that
Toshiba had engaged in improper
accounting that resulted in US$1.2
billion of inflated profits and
extended to almost every business
unit of the sprawling conglomerate.
Chief Executive Officer Hisao
Tanaka and other executives quit
while Toshiba expects to take at

least US$2.4 billion in charges and
writedowns over the scandal. Chairman Masashi Muromachi will lead
the company as interim CEO on 10
percent of his previous salary.
That scandal should envelop
such a venerable corporation was
a further blow to corporate Japan’s
prestige. “Toshiba was considered
one of the frontrunners of corporate governance reform initiatives
among listed companies in Japan,”
says Ken Kiyohara, Partner at the
Jones Day international law firm
in Tokyo, whose practice includes
advising on corporate governance
and compliance.
Japan’s accounting profession is
also under scrutiny. The Japanese
Institute of CPAs, a Global Accounting Alliance member, says it had
begun an investigation into EY
ShinNihon’s auditing practices
for Toshiba. JICPA Chairman and
President Kimitaka Mori says the
institute would review accounting standards and procedures.
“We may [also] look into issues
pertaining to enhancing corporate
governance,” he adds.

The Toshiba scandal is also an
embarrassment to Japan’s government, led by Prime Minister Shinzo
Abe, who had trumpeted better
corporate governance as part of his
economic revitalization platform.
Announcing a government probe
of Toshiba on 22 July, Finance
Minister Taro Aso said that without
“appropriate” corporate governance, Japanese companies would
“lose the market’s trust.”
Japan’s first formal Corporate Governance Code went into
effect on 1 June and while many
companies pre-empted the rules by
adding independent directors and
improving transparency, Toshiba
had fallen by the wayside in several metrics, such as the composition of its audit committee (See
Audit committee under scrutiny on
page 13).
In addition, the government last
year introduced its Stewardship
Code, in which about 200 institutional investor signatories engage
in dialogue with companies and are
encouraged to question governance
and transparency.
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“Culturally, it is not easy for an employee
of a Japanese company to blow the
whistle – even though it might be
considered to be a right thing to do
under the circumstances.”
Blowing the whistle

Aspects of the Toshiba case are
reminiscent of the Olympus scandal
in 2011. The fraudulent accounts
were a legacy of previous management teams – decades in the case of
Olympus, several years for Toshiba’s – and both were brought to light
by whistleblowers leaking data.
Since 2009, Toshiba had been
setting unrealistic goals for business units. Senior managers had
to manipulate figures to appear to
meet their targets, investigators
said in their report.
Long-held suspicions about
Toshiba padding profits were
strengthened when news emerged
earlier this year that an anonymous email pointing to accounting
malpractices had been sent to the
Securities Exchange and Surveillance Commission, Japan’s major
corporate watchdog.
“There have been activities
amounting to incorrect accounting
in Toshiba’s infrastructure-related
business,” the email read, according to a translation by Nikkei.
Media speculation initially focused
on the identity of the whistleblower,
concluding it was likely to be a
woman within Toshiba, acting on
her own and who was not a trained
accountant or lawyer.
“Culturally, it is not easy for an
employee of a Japanese company
to blow the whistle – even though
it might be considered to be a right
thing to do under the circumstances
12 August 2015

– for fear of negative consequences,” says Kiyohara at Jones
Day. “Without such reporting to the
SESC, this incident may not have
come to light.”
Furthermore, Japan’s whistleblowing rules are complex: if an
employee reports wrongdoing to
the company and is ignored, then
goes to the authorities, legislation
will offer protection against any
retribution. That protection does
not apply if the employee goes
straight to the authorities.
“Whistleblowing in the West
is seen as a positive force,” says
Michael Woodford, the former
Olympus CEO who was sacked after
drawing attention to the company’s
attempt to hide US$1.7 billion in
losses. “I believe most reasonable
people will accept that whistleblowing is something to be nurtured.
Immediate change is needed to
ensure that whistleblowers are given
the confidence to speak out without
fear of adverse repercussions.”
Corporate governance experts
counter that no country has an overt
whistleblowing culture. Even the
United States, considered the vanguard of whistleblower protection,
had to include financial rewards
for informants into its Dodd–Frank
legislation of 2009.
“The U.S. Securities and
Exchange Commission has 10
people to man a whistleblower
hotline,” points out Nicholas Benes,
Representative Director of the

Board Director Training Institute
of Japan and a leading corporate
governance advocate. Its Japanese
equivalent provides no such service, he adds.

Institutional issues

After news of the SESC complaint
leaked out, Toshiba initially claimed
that any possible accounting irregularities were confined to its infrastructure business, and opened a
third-party investigation, traditional
in Japan under such circumstances.
Unlike Olympus’s third-party
investigation, which backed management, the Toshiba probe found
evidence of manipulation across the
entire corporation. Announcing his
resignation on 21 July, Tanaka, the
former CEO, claimed he did not tell
anyone to falsify accounts but he
took responsibility for the company’s shortcomings.
Tanaka’s predecessors as CEO,
Norio Sasaki, who served as vicechairman, and Atsutoshi Nishida, a
board adviser, also quit. Two former
CEOs holding on to such influential
positions is unique to Japan, and
created a situation in which the two
men passed on their manipulation to
the next regime. A similar situation emerged with Olympus, where
decisions taken in the 1980s caused
enough ripples through the decades
to nearly sink the company.
The Toshiba case has put the
need for more independent directors
in the spotlight. “If Abe really wants

Since 2009,
Toshiba's top
executives set
unrealistic profit
targets that
led to improper
accounting
practices,
according to
a summary of
a third-party
investigation.
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Audit committee
under scrutiny

Toshiba was considered a reform
pioneer, first appointing independent
directors in 2001. But the company's
five-person audit committee – of which
two members were former Toshiba
executives and two others lacked any
business experience whatsoever – was
a classic study of Japan’s corporate
insider culture that can often create
compliant committees under the thumb
of management.
Audit committee chairman Makoto
Kubo rose to president and chief executive officer of Toshiba Mobile Display Co.
and senior executive vice president of
Toshiba Corporation in a 40-year career.
Lawyer Seiya Shimaoka worked for
Toshiba for 36 years, rising to general

manager of the legal affairs division.
While the other three members were
external directors, only one, Kiyomi
Saito, was reasonably well versed
in financial matters. Saito, who had
previously worked for Morgan Stanley
in Tokyo, was a kansayaku, or “corporate
auditor,” a uniquely Japanese position
referring to someone with a supervisory
role over governance matters who does
not necessarily hold any qualifications in
auditing or accounting.
The other two audit committee
members were retired diplomats. Ken
Shimanouchi was a former ambassador
to China, while Sakutaro Tanino had
served as consul-general in Miami and
ambassador to Brazil.
Kubo resigned from the committee
last month. Hiroyuki Itami, an external

director who was most recently dean
of the Graduate School of Innovation
Studies at Tokyo University of Science,
was appointed as the new chairman.
“While the accounting errors
probably would have been hard for any
audit committee to spot if managers
wanted to keep them hidden, this
committee composition could not
possibly have helped,” says Nicholas
Benes, Representative Director of the
Board Director Training Institute
of Japan.
“Director skill sets matter,” says
Benes, a leading transparency advocate who first proposed the Corporate
Governance Code to the Japanese
government. “Just because you were the
ambassador to Brazil does not mean you
are fit for the audit committee.”
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Corporate governance

“I suspect that the Toshiba affair will go
down in history as a bump in the road of
general upwards progression towards
better corporate governance in Japan.”
to make some corporate governance
changes, allow minority shareholders, not management, to nominate
two independent directors,” says
Robert Medd, Partner with GMT
Research, a Hong Kong-based strategic investment data consultancy.
Medd adds that large listed
Japanese companies tend to be controlled by professional managers
who aren’t necessarily shareholders. “They don’t have a meaningful
shareholding,” he says. “There is
therefore no culture of looking after
the shareholders. Promotion and
pay are far more important than
creating shareholder returns.”
Woodford, the former Olympus
CEO, says companies are unlikely
to voluntarily undertake wholesale
reform of their corporate governance. “Toshiba cancelled their
earnings forecast and dividend
because of an endemic problem
they have with accounting. I’m
rather pessimistic about Japan and I
think it will get a lot worse before it
gets better.”
The flurry of resignations last
month caused an initial rebound
in Toshiba share price and some
observers remain cautiously
optimistic about long-term outlook.
“Without any new material developments, the company’s current
key financial metrics are in line
with our present expectations,”
says Motoki Yanase, Vice President
and Senior Analyst at credit rating
agency Moody’s Japan.
“We also expect the financial
effects to be mostly trailing his14 August 2015

torical non-cash impacts,” Yanase
adds. “However, we would like to
fully understand the company’s
plans to avoid a repeat of such a
situation and the details of its measures to implement proper controls
and appropriate governance.”

Forcing the momentum

Some executives are hopeful that
the corporate governance issues
highlighted by the Toshiba scandal
will force authorities to act. “I don’t
think the Corporate Governance
Code and the Stewardship Code
can remove Toshiba-type problems
perfectly,” says Shinya Tsujimoto,
Chief Operating Officer of Nippon
Life Global Investors, the asset
management unit of the insurance
giant. “But the government might
continue to focus on corporate
governance and the momentum
might be accelerated.”
Questions have been asked about
whether gatekeepers, such as the
audit committee, internal and external auditors and internal control
functions are effective or properly
functioning in Japan. “The Japanese
Corporate Governance Code does
not provide clear details as to what
is required of them, unfortunately,
and relevant principles are provided
only in general terms, such as a
list of items to be addressed,” says
Kiyohara at Jones Day.
There is a need for reviews and
revisions of the code to address
gatekeeper roles so that there are
specific principles for listed companies to comply with or explain.

“Rules requiring the independence
of external auditors are not yet fully
developed in Japan,” says Kiyohara, “and the legal framework
to ensure the independence of the
audit committee should also be
tightened.”
Meanwhile, the accounting profession will be watching the JICPA,
which will address any issues
that might be related to external
auditing and submit a report to the
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Certified Public Accountants and
Auditing Oversight Board, Japan’s
independent audit watchdog.
“Depending upon the finding
of any deficiencies by the JICPA
and the CPAAOB,” says Kiyohara,
“the Financial Services Agency
[which serves as a secretariat to
the Business Accounting Council]
might consider initiating discussions about revising the auditing
standards to address such issues as

it did after the Olympus scandal.”
Benes at the director-training
institute, who first proposed the
Corporate Governance Code, is also
upbeat. “I suspect that the Toshiba
affair will go down in history as a
bump in the road of general upwards
progression towards better corporate
governance in Japan,” he says.
Some conclude that a massive cultural shift might first be
required in Japan. “A change in

the overall corporate governance
landscape may help promote a
culture in Japanese companies that
misconduct, if suspected, is supposed to be addressed and discouraged or stopped sooner rather than
later,” says Kiyohara. “This may
be achieved if Japanese companies
have more non-Japanese employees
and a diversity of employees can help facilitate such
cultural change.”
August 2015 15
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Vice Chairman of the Board of Trustees,
International Valuation Standards Council

Boosting Asia-Pacific
valuation practices

W

ith Asia-Pacific markets
experiencing a surge
in investment, the
need for credible international
valuation standards and valuation
professionals to ensure that assets
are properly valued and compared
has never been greater.
We observe more foreign-listed
companies originating from this
region moving into new markets,
often in partnership with international investors. Trading conditions
are expected to improve further as
the Asia-Pacific Economic Cooperation countries embark on a twoyear study into the feasibility of the
Free Trade Area of the Asia-Pacific.
While this is seen as a step
towards greater regional economic
integration and opening an array
of opportunities, facilitating crossborder transactions will require the
necessary valuation architecture and
a common approach to the application of international standards.
The International Valuation
Standards Council is conducting a
thorough audit that includes what
often has been overlooked in the
past: an economy’s ability to produce credible valuations for tangible and intangible assets across
all sectors.

APEC member economies
account for about 44 percent of
global trade, yet approaches to valuing assets vary considerably across
the region, as they do around the
world. Some APEC economies have
established successful valuation
principles and standards, but in others the concept is far less developed.
The good news is that there is
now genuine political will across
the region to institute valuation best
practice. This was demonstrated by
the landmark inclusion of reference
to the need for such standards in the
official communiqué issued after
the APEC finance ministers’ meeting in October 2014. The ministers,
prompted by massive growth in
cross-border transactions, urged
the 21 APEC economies to work
together towards region-wide adoption of global standards for valuation. Some economies have already
gone even further and adopted IVS
as part of their legislation.
Since the agreement was
announced, the positive momentum has continued and the IVSC
has embarked on a number of
exercises liaising with all parties
involved to bring IVS into reality. The Philippines, Vietnam and
Malaysia are currently in the main

stage of the audit.
The benefits of IVS are broadly
understood by businesses and
regulators, who recognize a strong
need to introduce reliable IVS,
which are particularly valuable in
the areas of transactional assets
and business valuations.
Some of the reputable financial
institutions and banks set a great
example: for instance, in order to
provide investors with the best
possible information, Hong Kong
Exchanges and Clearing requires
the adoption of and compliance with
IVS-based valuations to support
transactions in the real estate sector
related to initial public offerings.
In order to capitalize on the
progress made thus far, thanks to
the support that the IVSC is getting from both public and private
sectors, there is also a need to
focus on strengthening the valuation profession itself.
Building a strong infrastructure
also requires providing sound professional standards to guide those
individuals who will then go on to
applying the IVS. The two must
go together for the good of the
region’s economy and to facilitate
the sustainable flow of crossborder capital.

“The International Valuation
Standards Council is
conducting a thorough audit
that includes what often has
been overlooked in the past.”
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first appointed chair
of the IAASB in 2009
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Enhancing
engagement
Now serving his third three-year term, Arnold Schilder,
Chair of the International Auditing and Assurance Standards
Board, says big data and greater pressures on auditors to
send clear messages have added new imperatives to his role
Photography by Kees Metselaar

A

rnold Schilder has seen
a lot of changes since he
first joined the accounting profession four decades ago:
almost everything from regulation
to technology has evolved. As
Chair of the International Auditing
and Assurance Standards Board,
he is concerned about whether
international standard setters are
keeping up with the times.
Schilder, who became IAASB
Chair in 2009 after a 26-year
career as an accountant, mostly
at PricewaterhouseCoopers, but
with significant stints in audit
oversight and central banking,
cites two International Standards
on Auditing as examples: ISA 520
Analytical Procedures and ISA 530
Audit Sampling.
“If you look at some of our standards like those on analytical procedures or sampling or confirmations,
I would not say they are necessarily
blocking innovation, but they’re not
written in a time when ‘big data’ is
on everyone’s minds,” he says.
The use of data analytics could
change the way risk assessment is
evaluated, while big data impacts
the gathering of audit evidence.
The data revolution also creates
emerging information technology
risks. “We have to discuss what
we need to do with these standards

– can we update them, should we
issue guidance, or what?”
Founded in 1978 as the
International Auditing Practices
Committee, the IAASB adopted
its present name in 2002. One
of the four International Federation of Accountants independent
standard-setting boards, the
IAASB serves the public interest
by setting standards in auditing,
quality control, review and other
assurance services, and by facilitating convergence of international
and national standards.
For Schilder and the IAASB
board, questions about modernity
will not only define the organization’s current five-year plan for
2015-2019, but also well beyond.
“That’s certainly something
that I see developing into the 2020s
as well,” he says. “We have an
innovation working group that is
specifically asking those questions.”
There are three main planks to
the IAASB’s current work plan,
which for the first time, offers a
five-year instead of a three-year
strategic perspective. The first is
to examine and review ISAs. “We
need to keep them relevant and
helpful and we need to look around
at what is happening in the world,”
says Schilder.
The second objective is to

identify a need for new ISAs. “The
standard set as a whole needs to
evolve as necessary because of the
need for newer services or replying
to developments,” he adds.
The final policy is better outreach. “It’s very important that we
have a dialogue with all key stakeholders, whether it is regulators or
firms, member bodies or standard
setters and the world at large,”
Schilder says.

The quest for quality

One overarching project for the
IAASB is the production of a
discussion paper due at the end
of this year with the provisional
title of “Enhancing Audit Quality.” As well as incorporating core
standards projects, it will also
encompass innovation, integrated
reporting, data analytics and the
effects of new technology.
“We also need to build on our
Framework for Audit Quality that
we published a year ago,” says
Schilder. “I see people becoming
more aware of the framework but,
in particular, they also acknowledge the message about interactions between the various stakeholders being important to achieve
high quality audits.”
Schilder says firms see the
framework as a useful guide to
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is an independent
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the quality
and uniformity
of practice
throughout
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profession.
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promoting quality control and
professional scepticism. “We know
that it is being used in academia, as
educational material, because I’m
not aware of any other publication
that so comprehensively describes
the subject matter.”
Audit quality is the goal of the
IAASB’s new and revised Auditor Reporting standards, issued in
January and designed to enhance
auditors’ reports for investors and
other users of financial statements.
“With the new Auditor Reporting, investors are more able to ask
questions and have discussions
with the company’s board and audit
committee, and also with auditors in
general,” explains Schilder.
He adds that the similarities
between the IAASB auditor reporting model and that of the United
States Public Company Accounting
Oversight Board is no coincidence.
“Since the PCAOB published its
concept release in 2013, many have
commented positively on the great
correspondence and similarity
between what they have proposed
and what we have proposed. That
was very important because it
would not be terribly helpful to anybody if they were largely different.”
Schilder says his discussions
with PCAOB Chairman James R.
Doty and Chief Auditor Martin
F. Baumann suggest that the U.S.
revised proposals, expected in
the fourth quarter of 2015, will be
even closer to the IAASB model.
“Although they use slightly different
jargon – we speak about ‘key audit
matters’ and they have ‘critical audit
matters’ – it’s fairly close.”
Some material differences are
expected, he notes. “Where we
allow for key audit matters that

might not correspond to what is
in the financial statements, like a
new IT system, that’s something
the PCAOB would not do. And
we have required the name of the
engagement partner, which is not
a big deal in many countries, but
certainly is in the U.S.”

Importance of outreach

The IAASB keeps in close touch
with other independent standardsetting boards, especially the
International Accounting Standards
Board, which is chaired by Schilder’s fellow countryman from the
Netherlands, Hans Hoogervorst.
“We have continuous contact with the IASB, as the global
accounting standard setter,” says
Schilder. “The IASB Liaison Group
liaises directly with a designated
IASB Board Member, Mary Tokar,
and senior staff.” The IAASB will
participate in IASB projects such
as materiality and disclosures, and
provide specific comments.
The liaison group prepares
IAASB comment letters to
the IASB on its consultations,
exposure drafts and discussion
papers. “These comments from us
are specifically on an auditability
basis, so we do not debate accounting issues,” Schilder explains.
“We comment on how we think
improvements could be made by
specific wording or deletions or
additions to make it better from an
audit perspective.”
Schilder says a keystone of the
IAASB’s outreach programme is
its dialogue with national standard
setters. “The most interesting
meeting that we have is the once-ayear meeting with leading national
auditing standard setters, which

includes both Hong Kong and
China,” he says.
That annual meeting, he adds,
crystallizes the on-going conversations that have developed
through the year on exposure
drafts and consultations, in which
the Hong Kong Institute of CPAs
often plays a role. “In the case of
group audits, we have a contribution from Hong Kong, led by
Derek Broadley [Deloitte Partner
and former deputy chairman of the
Institute’s Auditing and Assurance Standards Committee].”
The dialogues also help the
IAASB decide when to leave
discretion to national authorities to tailor standards, whether
significant, such as the pricing of
stock options in Taiwan, or slight
modifications, such as what constitutes a financial instrument in Sri
Lanka. “We are aware, of course,
that national standard setters may
make them better applicable to
their individual situation.”
The most influential national
standard setter is, unsurprisingly,
the U.S. Financial Accounting
Standards Board. “Our relationship with the FASB is different as
it is not a global standard setter,”
says Schilder. “Through some of
our American board members,
including Deputy Chair Chuck
Landes, we are kept very much
informed about what’s going on at
the FASB.”
The relationship has enabled
communication over important
projects, such as the one on financial institutions. “That has to do
with IFRS 9 Financial Instruments
on expected losses and we
monitor closely also how the FASB
is moving there,” says Schilder.
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“The same is true for going concern,
and we keep ourselves informed
about that as well through our U.S.
board members.”

Fit for future purpose

Looking beyond 2020, Schilder
sees a continuation of existing
standards projects to ensure that the
current set is fit for purpose for the
next 10-15 years. “We have thought
already a bit about the next work
plan,” he says, adding that 2016 will
see discussion of specific standardsetting activities.
He observes that audit deficiencies identified by regulators
cannot necessarily be blamed on
inadequately written standards.
“We need more understanding
of the root causes of inspection
findings and how best to address
those,” Schilder says. “Is it a matter of enhancing standards, or is
it more practical guidance or is it
behavioural change?”
He posits the issue of professional scepticism as an example. “It

is in our standards, ISA 200 and a
number of others, but nevertheless
many regulators have come back
and said to us ‘We don’t see enough
scepticism in practice or evidence
of scepticism’. ”
Schilder arrived at the IAASB
just as the ISA clarification project
was at completion. “We had been
through a fairly comprehensive
technical process of revising the
auditing standards,” he recalls, a
process that saw almost half the
standards revised and enhanced.
That project, he notes, was begun
as a response to financial scandals
earlier in the decade, such as Enron
and WorldCom.
His terms as chair have also
seen an increasingly heavy regulatory touch. “We have seen the
emergence of audit regulators,” he
says. “If you go back just five years
or so there was not many – only in
some countries – but it has emerged
very quickly and that has caused us
to reach out and consult intensely.”
Schilder acknowledges that,

post-scandals and post-global
financial crisis, auditors have
become far more visible than they
once were. “When the IAASB was
in the process of clarifying the
ISA 700 series on auditor reporting, we said let’s find out what is it
that users need and expect from the
auditor’s report,” he says.
“That started with commissioning independent academic surveys
around the world and we got the
reports in 2009,” Schilder adds.
“There was one very clear message:
users want more from the auditors,
who are around all year – they know
so much, see so much, they discuss
so much. Why don’t we see more of
that in the auditor’s report?”
Looking back at the past six
years, he says audit reporting rapidly became one of the IAASB’s
major focuses. “It was a project
more about reaching outward,”
Schilder says, “because reporting
is not about technicalities
but about communicating to
the outside world.”
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Peter Nixon, Founder and Managing Director of
Potential Dialogue and an Institute member, explains
how to avoid missing business opportunities

...develop business through dialogue
Five dialogues per day,
1,200 per year

The most common problem in business development is that people
find every excuse in the world to
not do the single most important
thing – dialogue with prospective
clients. Instead they work on strategy, branding, marketing, product,
service, other work, emails, etc.
Basically, anything but what they
should do. So if you actually want
to do business development, identify
your target clients and start talking
to them.
People the world over say the
dialogues they have with their
clients and prospective clients – in
fact, anyone important in their network – is the greatest asset of their
business. It is in these dialogues
that you will learn what is needed,
what is wanted, what money is
available to pay for your products
and services, who your competition
is and how they are doing, who is
involved in the decision to hire you,
what chances you have of winning
the business, where the industry is
headed, and who is leaving, moving
or getting promoted.
Want to develop business?
Arrange five dialogues per day, 25
dialogues per week, 100 dialogues
per month and 1,200 dialogues
per year. What gets measured gets
done. You might find 1,200 dialogues per year aspirational but
any quality dialogue counts, and
you don’t have to only include
new prospects. You can develop
business with your existing clients
faster and more cheaply than with
new clients but you have to talk to
them and if you aren’t talking to

them, you can assume your competitor is. Emails don’t count. Faceto-face discussions are the best.

Write down your leads
and follow up

In my business development workshops we introduce something we
call the “Bulldog Lead Tracker.”
This is a simple list of all the
opportunities arising from your
1,200 dialogues per year. If you
are engaging in quality dialogues,
you will certainly create opportunities and it is important that you
write these down because, as busy
professionals, it is easy to forget or
lose sight of these opportunities.
Once you have your leads
written down you can qualify
them and determine which ones to
follow up first and who should be
involved. Clients also appreciate
your follow-up even if you don’t
win business because you are
demonstrating your professionalism,
your interest in serving them and
your ability to listen and identify
needs and wants. After your
dialogues, the follow-up can be
in the form of a letter, proposal,
meeting, referral or something
else suitable. It is important to
note the no. 1 complaint of service
professionals is that we never
follow up.

Clearly state the value of
what you are selling

Assuming you are good at what you
do, the world will collude to help
you succeed only if it knows what
you do. Make it easy for people
to help you by clearly stating the
value of what you are selling. The

easiest way to do this is to share
examples of actual work you have
done for clients.
I recommend building up a
bank of examples so you and your
partners are ready to share them
when the time comes. To do this,
use what I call the “Value Proposition Template.” Here is how it
works: Let’s say you are a negotiation consultant and you have been
advising banks on distressed debt
negotiations. If you wanted to be
engaged by the distressed debt
department of a financial institution, you could say:
As a result of
• my negotiation advisory
services for bankers responsible
for negotiating collection of
distressed debt
They were able to
• collect hundreds of millions of
dollars, more than originally
thought, by employing the tactics
we had rehearsed together
Leading to
• the bank engaging me globally
to train their entire distressed
debt and procurement
negotiating teams
So in summary, if you want
to improve your business
development skills, step up the
number of dialogues you are
having with your key contacts,
write down the leads that arise
from your dialogues so you can
follow up on a timely basis and
clearly state the value of your
services by providing real-life
examples when in dialogue. This
can lead to clients hiring you and
friends and partners referring you.
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The World Bank put the Pearl River Delta under the
spotlight by declaring it the world’s largest megacity.
Although a patchwork of different urban areas, ambitions
and strategies, it is, as George W. Russell reports from
Shenzhen, increasingly vital to the global economy
Infographic by Adolfo Arranz
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“Clouds cover the
vastness of Guangdong
and Guangxi. The sun
sets pale over Peng Lai.
Exiled from home and
without news from there,
I turn my gaze without
cease to those shores.”
Wang Tingxiang (1474-1544),
scholar and bureaucrat, poet
and philosopher

W

hen Wang Tingxiang
wrote those words about
500 years ago, he was
a Ming Dynasty official posted in
Guangzhou, and bitterly missing
his beloved home in what is now the
northern part of Henan province.
He wasn’t the first northern Chinese to be sent, reluctantly, south to
Guangdong to earn a living, and he
was far from the last.
Today, millions of workers from
all over China – labourers, bankers,
managers, software engineers
and skilled technicians – toil in
factories, offices, warehouses and
laboratories across about 7,000
square kilometres of built-up areas
that constitute the modern Pearl
River Delta region.
Earlier this year, the delta
buzzed with the news that a World
Bank report had declared it the
world’s largest megacity. “Although
Tokyo has long been considered
the largest metropolitan area, and
has been expected to retain that
position for the next few decades…
this study finds that it has been
surpassed by the Pearl River Delta
urban area,” notes the report, East
Asia’s Changing Urban Landscape: Measuring a Decade of
Spatial Growth.
28 August 2015

By the World Bank’s reckoning,
the delta comprises the Dongguan,
Guangzhou, Shenzhen and Foshan
urban areas, accounting for 42
million people. Yet as measured by
Chinese authorities, the megacity
sprawls even wider, including five
more cities in Guangdong – Huizhou,
Jiangmen, Zhaoqing, Zhongshan
and Zhuhai. Add the Hong Kong
and Macau Special Administrative
Regions and the greater delta is home
to 65 million people.
The backbone of China’s
modern economic model was a
vast pool of low-cost, low-skilled
labourers churning out export
products for multinational corporations. Hong Kong was a gateway
to the region and provided much of
the “brains” – financial, technical
and managerial – that oversaw the
Mainland “brawn.”
To this day, thousands of professionals, including Hong Kong
CPAs are based in the delta, but the
economic model has changed radically. Rising land and wages, labour
shortages, slowing exports and
growing environmentalism have
curbed factory development. At the
same time, the Mainland is looking
at less emphasis on manufacturing
and a greater accent on services.

That scenario suggests a more
competitive, rather than complementary, relationship between the
two sides of the boundary. Multinational executives say Hong Kong
needs to rethink its position. “To be
successful, I think Hong Kong will
have to embrace its relationship
with the rest of Pearl River Delta,
but figure out what it wants it to
look like,” says John Rice, the Hong
Kong-based Vice Chairman of GE,
the global infrastructure giant.

Integrated development

For their part, Institute members
are convinced that the delta is vital
to ensuring prosperity on both
sides. “I think Hong Kong’s future
is linked to the success of this
region,” says Sunny Liu, a Hong
Kong Institute of CPAs member
who is the Guangzhou-based AsiaPacific Regional Finance Director at bottle-cap maker Closure
Systems International.
One company that has embraced
a new business model is Tsit Wing
International Holdings, a food
and beverage trader in Dongguan.
In 2011, the company opened a
research centre that supports its
production activities. At the same
time, technology has reduced labour
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costs. “We invested in a fully automated
production line, which allows real-time
online monitoring,” says Institute member
Keith Wu, the company’s Executive
Director and Group Financial Controller.
Rapid growth has turned the delta
region into a major market in itself. “It
accounts for 5-10 percent of the total
sanitaryware market in the Mainland,”
points out Eddie Chan, Foshan-based
Chief Financial Officer of Roca China,
a unit of the Spanish ceramics manufacturer. “With one of the highest per-capita
gross domestic products in China, the
Pearl River Delta has potential for highend products.”
Some companies are more cautious
about the region’s development. Rapid
growth means not only higher costs but
also more opportunities for employees
and, thus, higher staff turnover. “[As a
result] we have moved some of the positions in our shared service centre from
Guangzhou to Wuhan,” says Eric Cheung,
Chief Executive Officer of Re:Sources
China, a subsidiary of the Publicis Groupe
media company, and an Institute member.
Some are opting to diversify
operations to other countries. Mainland
Headwear Holdings, one of the world’s
largest hat-makers, has opened a factory
in Bangladesh, where it pays workers
about 550 yuan monthly, compared with
an average of 4,000 yuan in Dongguan.
“To cope with the rising labour costs [in
China], Mainland Headwear is identifying [more] suitable acquisition targets in
Bangladesh,” Managing Director Pauline
Ngan told investors recently.

“To be successful, I think Hong Kong
will have to embrace its relationship
with the rest of Pearl River Delta, but
figure out what it wants it to look like.”
CPAs hail auditor exemption
The Chinese government’s decision to
exempt Hong Kong Institute of CPAs
members from a rule that otherwise bans
overseas auditors from working on the
books of Mainland companies has been
welcomed by accountants based in the
Pearl River Delta.
“It is good to learn that our accountants can perform audits in China although
we cannot take work papers out of the
Mainland,” says Keith Wu, Executive
Director and Group Financial Controller
of Tsit Wing International Holdings in
Dongguan and an Institute member.
Wu says the decision will open up
opportunities for Institute members who
want to continue their careers in China,
especially with the development of the
Guangdong Free Trade Zone.
The 116 square-kilometre zone,
announced in April, covers parts of
Guangzhou's Nansha New Area, Qianhai
and Shekou in Shenzhen, and Hengqin in
Zhuhai. The creation of the zone was seen
as a way to centralize development policy
at the provincial level.
“This seems to be a move on the part
of the Guangdong provincial government
to bypass the municipalities and impose
some degree of regional coordination,”
says Nick Smith of Harvard University’s

Department of Urban Planning and
Design and a visiting lecturer at Chongqing University.
The zone will allow Nansha to focus
on shipping and logistics, Qianhai and
Shekou on innovation and service, and
Hengqin on travel and leisure services.
Many sectors will be opened to Hong Kong
companies and investors, according to the
master plans.
“This is good news for CPAs,” says
Eric Cheung, Chief Executive Officer of
Re:Sources China, a subsidiary of the
Publicis Groupe media company, and an
Institute member. “Many new companies
will be set up in Qianhai and Nansha.”
While details on the investment
process remain sketchy, it is hoped that
the Guangdong Free Trade Zone will
enhance cross-boundary investment
facilitation, joining services such as the
Hong Kong Trade Development Council’s
China business advisory and business
partner matching and InvestHK’s joint
initiatives with Guangdong’s Department
of Commerce.
“I think Qianhai will complement Hong
Kong,” InvestHK Director-General Simon
Galpin said recently. “[Companies] can
do prototyping and research and development and financing in Hong Kong and
manufacturing across the border.”

August 2015 29

aplus

Work-life balance

In 1978, China’s then paramount
leader Deng Xiaoping launched the
country’s economic modernization.
One of the pillars was a group of
special economic zones designed to
offer flexible, fast-track procedures
for multinational corporations wanting to establish export manufacturing facilities. Introduced in 1980,
the zones were in Shenzhen and
Shantou, north of Hong Kong; Zhuhai, adjoining Macau; and Xiamen,
opposite Taiwan.
When its special economic
zone was declared 35 years ago,
Shenzhen was already home to
200,000 people, with a workforce
engaged in fishing, boatbuilding and
light industries. United States based
semiconductor maker Advanced
Energy Industries was, like many
foreign companies, lured by the
benefits. “We received tax-preferential treatment and it was at much
lower cost than the U.S.,” recalls
Clarence Lam, Regional Financial
Controller and an Institute member.
The region’s advantages, he adds,
included “better logistics and more
talent than in other provinces.”
But for all their success at
driving economic development,
the Pearl River Delta authorities
haven’t managed to create a cohesive regional identity: Guangzhou,
the provincial capital, is the centre
of power, while Foshan is known
for electronics, furniture and
housewares. Dongguan, highly
regarded for its precision engineering, has a double life as China’s
prostitution capital. Shenzhen has

emerged as a technology hub.
Cultural and social infrastructure has lagged behind economic
development. To be sure, authorities
and the private sector are trying
to liven up the cultural landscape,
encouraging precincts such as
Vitamin Creative Space and OCT
Contemporary Art Terminal in
Shenzhen. State-owned China
Merchants Group hired London’s
Victoria and Albert Museum to
advise on construction of the Shekou
Design Museum, set to open in 2016.

“The Pearl River
Delta… will now
become one of the
major global centres
for global trade as
well as finance.”
But for many Hong Kong
business people, the delta runs a
poor second in terms of lifestyle.
“Hong Kong has better air quality
and a tidier environment, better and
more choices of restaurants and
accommodation, safer food and
drinks, better security and human
rights, freer flow of information,
lower tax rates – and it’s easier to
go abroad,” says Liu at Closure
Systems International.

Connecting one megacity

A completely seamless assimilation of the greater delta into a single
megacity entity is virtually impossible, say experts, especially given

the colonial legacies of Hong Kong
and Macau. “Given that Hong Kong
and Macau are special administrative regions and enjoy totally
different and independent legal
systems, full integration is unlikely
in the foreseeable future,” says
Frank Chen, Executive Director and
Head of Research at CBRE China, a
property company.
Hong Kong’s government has
addressed better integration with
the cities north of the boundary,
supporting such projects as a
50-kilometre bridge and tunnel
project linking Hong Kong, Zhuhai
and Macau, and the 150-kilometre
Express Rail Link between West
Kowloon and Guangzhou.
Other integration is on the way.
The Hong Kong and Shenzhen stock
exchanges should be linked this year,
facilitating more yuan-denominated
trade finance. “The Pearl River
Delta… will now become one of
the major global centres for global
trade as well as finance,” forecasts
Venant Chiang, Head of Hong Kong
and China Property Research at
Jefferies, the U.S. investment bank.
How Hong Kong fits into the
region remains to be seen, but
executives urge government and
industry to embrace a broad vision.
“Hong Kong has some significant
strengths in terms of human capital,
and great educational institutions,”
says Rice, the GE Vice-Chairman.
“The question it should be asking is:
How do you leverage those strengths
into something that works
the way you want it in 10
years or more from now?”

The Pearl River
Delta grew from
4,500 square
kilometres in
2000 to nearly
7,000 square
kilometres in
2010, according
to a World Bank
report.
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Chim helped set up
one of the largest
China-Canada joint
ventures in Canadian
mining history
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IRON MAN
Restless ambition turned Sandy Chim from a small
accounting practitioner in Toronto into one of the
go-to dealmakers for massive Chinese investment
in natural resources. Ramona Dzinkowski charts the
career of the Century Iron Mines Corporation
Chief Executive Officer
Photography by Jag Gundu

O

ne day in the mid-1990s,
sitting in the office of his
small accounting practice
in Toronto, Sandy Chim realized he
needed to go back to his homeland.
“I was dealing with some clients
from China and Hong Kong,” the
Hong Kong Institute of CPAs member recalls. “I connected them with
an Australian tyre company that
was trying to raise US$40 million
to expand its manufacturing plant in
the Mainland.”
The Hong Kong-born Chim used
his finance and accounting expertise to negotiate with an Australian
investment bank to launch an initial
public offering for the tyre maker.
After he sealed the deal, he
understood how complicated AsiaPacific business could be, especially
handling from a distance in Canada.
“I saw that I needed to go to Shanghai and Shenzhen to check out the
investment,” he says. “When I got
there, what I saw reminded me of the
Grand Canyon.”
It wasn’t natural beauty, but
the vast scale of excavation going
on in the booming Chinese cities

that created the connection with
the vast Arizona landmark. “The
expansive construction that was
going on was in an area comparable to the entire state of New
York,” he recalls with wonder.
After seeing that, he knew that the
world was going to evolve with a
great deal of Chinese influence.
At that time, China had been
negotiating to enter the World Trade
Organization for about a decade.
The talks were arduous and complex
– then-premier Zhu Rongji famously
quipped that the process was long
enough to “turn black hair white” –
and at times seemed destined to fail.
Chim saw that China needed to
raise capital and open the market,
but its business people not sophisticated enough in their business
practices and technical capabilities
to make an impression in international arena.
Returning to Canada, Chim
began to make plans. “This experience was an eye opener for me,”
says Chim. “Ultimately, it made
me realize that I needed to be in the
heart of things. It was then I decided

“Ultimately, it made
me realize that I
needed to be in the
heart of things.”
to re-establish myself in Hong Kong
to get involved in raising capital for
projects in China.”
That decision led Chim to the
position he is in today, 20 years
later. During that period, he founded
the Canadian-based Century Iron
Mines Corporation, of which he
is Chief Executive Officer. He is
also Chairman of its subsidiary,
Labec Century Iron Ore, one of the
largest China-Canada joint ventures
in Canadian mining history.

Go, Canada

Much of Chim’s personal success –
as well as that of his company – is a
direct result of his choice to explore
the world as a young man. After
leaving high school in Hong Kong,
he began his professional education
in Australia, where he obtained a
bachelor’s degree in commerce and
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hands-on training as an accountant.
He rapidly became familiar with
Australian banking and private
equity markets, a skill set that would
lead him to broker the joint venture
between his Chinese clients and the
Australian tyre manufacturer. In
1981, in pursuit of broader training
and experience, Chim emigrated
from Australia to Canada where
he successfully pursued a master’s
degree in business administration.
After working in a finance role at
IBM Canada for a number of years,
Chim decided to open his own
public practice in Toronto, which
exists today as ChimSeto CPAs in
the affluent suburban community of
Richmond Hill.
His investments and involvement in developing iron ore assets
in Canada started in 2005 as a
substantial shareholder in Consolidated Thompson Iron Mines and
a joint venture partner through an
affiliated company of the Bloom
Lake Mine in Quebec. In 2011,
he formed the Toronto Stock
Exchange-listed Century Iron
through the acquisition of Century
Iron Ore Holdings, which held
deposits in tracts of land in Newfoundland, Labrador and Quebec.
Today, Century Iron’s holdings
are believed to have the largest
number of iron ore claims in
Canada held by a publicly traded
company, setting the stage for the
company to become one of the
country’s largest iron ore producers
– with 100 percent of commercial
product destined for China.
34 August 2015

With his eye firmly on China,
Chim attracted two of the largest
Chinese investors operating in
the public capital markets today:
WISCO International Resources
Development and Investment, and
Minmetals Exploration and Development, both state-owned enterprises that now account for more
than C$70 million in investment and
roughly 30 percent of Century Iron’s
common shares.
The significance of the partnership and the development of the
new company’s holdings would
not go unnoticed. In 2014, Labec
Century, the subsidiary, was named
Explorer of the Year by the Newfoundland and Labrador branch of
the Canadian Institute of Mining,
Metallurgy and Petroleum, for
developing its Joyce Lake deposit in
the province, the company’s most
advanced project. The open pit
mine, a joint venture with WISCO
near the Quebec border, is forecast
to produce 2 million tonnes of iron
ore a year at its peak.

Business, China style

Despite his Hong Kong
connections, Chim found that he
had to adapt to the Chinese ways
of mining management, which had
been influenced by the practices
of the Soviet Union. “For an SOE,
decision-making is more of a
collective process than what you
might otherwise see in a North
American company,” he says.
Chim points to rigid
structures and a strict hierarchy

“For an SOE, decisionmaking is more of a
collective process
than what you might
otherwise see in a North
American company.”
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of authorizations. “That adds
another layer of signoffs.” As a
result, proposals are accompanied
by a lot more explanations than
in the Western tradition. “We
have to make sure that they are
happy with the information, that
they understand it, and make sure
they are able to explain it forward
through their internal process of
decision-making,” says Chim
The successful partnership
between Century Iron’s Canadian

management and its Chinese
equity partners was in no small
part down to Chim’s expertise,
including many years of raising
equity both privately and
through initial public offerings,
international experience in core
sectors vital to China’s economic
transformation, and – perhaps
most importantly – an in-depth
understanding of Chinese business
practices. “With SOEs, you have
to understand the history of their

business culture,” he says.
As strategic partners,
WISCO and Minmetals take
a hands-on approach, which
requires accommodating different
management styles, says Chim,
who adds that the accounting
practices are world class. “The
internal control procedures, for
example, are very strict,” he notes.
“You have so many signoffs for
finance, technical, operational,
legal and business affairs when you
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Chim found he had to
adapt to the Chinese
method of mining
management, which
had been influenced
by the Soviet Union
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“Our strength is
being able to work
with the biggest
capital provider and
the biggest buyer
of commodities in
the world.”
deal with a major decision.”
A typical budgetary process
would involve Chim working with
technical staff to cost out a project.
As a primary shareholder, the SOE
partners send their own teams
of geologists, mining engineers,
metallurgists and accountants.
“They really want to learn how to
run a programme or operation in
Canada,” says Chim. “That takes
some allowance in terms of time.”
Once a project is costed, the plan
is sent to the SOEs’ headquarters in
China, he adds. “After everything
is put together, they have to make
sure that the budget proposed by the
Canadian team and corresponding
SOE team working with us in
Canada is acceptable.”
The Chinese way of doing
business might sound cumbersome,
but Chim insists it works. “It
adds time, but, in my view, the
benefits far outweigh the costs,” he
says. “Our strength is being able

to work with the biggest capital
provider and the biggest buyer of
commodities in the world: a onestop total solution business model.”

Alternative scenarios

Chim acknowledges that slowing
economic growth in China –
as well as pressure to reform
SOEs – could bring changes. “I
think a government’s objective
should be the same as a corporate
manager’s,” he says, “to bring the
best value to shareholders.”
The government’s intention
to reduce the number of SOEs is
admirable, says Chim, adding that
investors are bullish about Hong
Kong-listed SOEs because they are
the most reformed.
Chim says he sees no immediate threat for lower demand for
iron ore. The China Iron and Steel
Association expects the country’s
imports to rise 7.1 percent this
year, reaching 1 billion tonnes
for the first time. China’s iron ore
imports grew 14 percent last year
even though its steel output grew
by just 0.9 percent, the lowest level
since 1981.
Indeed, last month iron ore
staged a strong recovery after
concerns about a supply glut forced
down the price to a seven-year
low of US$46.70 a tonne at the
start of April. (The Steel Index’s
benchmark ore price for immediate

delivery into China was US$55.80
a tonne on 12 August). “The general
slowing of the economy can’t be
automatically applied to iron ore,”
Chim explains. “It’s quite simple:
China is very price sensitive, and as
the price drops, it buys more.”
Chim adds that Century Iron
can also weather any possible
downturn by exploring new mining opportunities. “We have C$3040 million of working capital that
we can invest,” he says. “Gold
is the logical outlet. China is the
largest importer of gold and if you
look at China’s gold reserves in
relation to those of its currency,
they’re low.”
He also plays down the recent
downturn in China’s stock markets.
“China is very good at trying different things,” he says. “The evolution of the stock market is a good
example. Their track record over
the past 35 years is to start with
nothing, no market, no capital,” he
says. “Now we’re a big market with
a lot of capital.”
Ultimately, says Chim, China
has a system that serves its people
and adapts to new challenges
and new needs. “That is the most
important,” he says. “People can
find many criticisms and many
areas where China can improve.
However I believe they’re
way too quick to miss the big
economic picture.”

China imported
932.5 million
tonnes of iron
ore in 2014 and
accounts for 70
percent of global
iron ore imports
by sea.
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TALKING
THE TALK
Acquiring a foreign language as a CPA in Hong Kong
is as necessary as it is challenging. Some Institute
members take their linguistic abilities a step further,
immersing themselves into a study of different
cultures both professionally and leisurely.
Tigger Chaturabul finds out what inspires them to
learn and master many different tongues

S

etting up the Latin American and Spanish Business Advisory Department in
2006 at advisory firm CWCC marked
the beginning of Thomas Wong’s journey
of learning Spanish as a fifth language – the
first four consist of Cantonese, Mandarin,
the Chiuchow dialect and English. The firm’s
Founding Partner and Hong Kong Institute
of CPAs member spent an hour each week for
the past six years with his Colombian tutor to
learn the language of his clients.
Wong’s interest in exploring outside of his
comfort zone rose when he read two books:
Blue Ocean Strategy by W. Chan Kim and
Renée Mauborgne, which advises businesses to
focus on creating “blue oceans” of market space
that are free of competitors, and The World is
Flat: A Brief History of the Twenty-First Century by Thomas L. Friedman, which illustrates
the globalization of commerce that makes
geographical divisions increasingly irrelevant.
“I was inspired to start doing something
new, which led to my interest in Latin America
and Spain,” says Wong. “My clients often ask
me if I know their language to see how interested I am in not only doing business with them
but also understanding their culture.”

“I usually reserve speaking Spanish with clients
conversationally, which
tends to impress them.”

Thomas Wong
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Many CPAs, like Wong, aim to diversify
themselves in a competitive market by honing
skills that not only lead to better service, but
also better relationships with their clients.
For them, learning a new language is for
more than the sake of convenience – they are
driven by their curiosity of understanding the
way others think.
Wong’s interest in Latin culture began
when he was young, growing up while listening to music by classic Latin rock band Santana. “Their music captivated me, especially
songs like Europa and Soul Sacrifice,” he says.
Wong credits the success of the establishment of the Latin department and his firm
partly to Doug Oxley, his former professor at
the Hong Kong Polytechnic University and
now his firm’s partner, and Patrick Tam, Senior
Adviser, China Affairs at the Institute. “They
have both helped me in my career as mentors
and friends, and I greatly appreciate their influence,” says Wong.
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The Latin department of
CWCC employs a number of native
speakers to handle business with
clients in Mexico, Colombia, Spain,
Brazil, Italy and more. “Although
I don’t use Spanish for serious
business negotiations, I enjoy
conversing with and learning from
my colleagues around the office,”
says Wong. “I usually reserve
speaking Spanish with clients
conversationally, which tends to
impress them.”
The first time Wong visited
South America was on a business
delegation to Brazil and Chile with
Financial Secretary John Tsang in
2010. “It was a turning point for my
business because clients noticed
that I was truly involved in Latin
America affairs and I was the only
accountant on the delegation among
other top businessmen from Hong
Kong,” he explains. “On later trips
to Latin America, I was also able to
give parts of my speeches in Spanish
as well.”
Wong remembers the excitement he felt when he finally
arrived in Chile. “It was great to
finally experience the local culture
firsthand,” he says. “The people are
very friendly and they don’t feel
the pressure as much as we do in
Hong Kong. Even if they’re facing
big challenges, they always have a
positive attitude towards life.”

 ultural etiquette
C
Tom Cheng exchanged TV dramas
for annual reports when he took his
interest in Japanese to a professional
level, transforming a junior high
school hobby into a full-fledged
accounting asset.
The Transaction Advisory Services Associate at EY and Institute
member began self-learning Japanese in Shanghai with textbooks
and cassettes at an early age. He
then attended formal classes and
took the Japanese-Language Proficiency Test, passing the highest
level during his sophomore year
in university.
Cheng began his studies with
Standard Japanese (中日交流標
準日本語) jointly written and published by People’s Education Press
and Mitsumura Tosho Publishing
(Japan), an interesting yet practical
textbook that didn’t intimidate him.
“If you buy a really complex textbook straight away, you might be
afraid to start the first step because
there’s too much in front of you,”
he says.
Before his current position at EY,
Cheng worked in a small Japanese
accounting firm in Hong Kong that
catered to Japanese corporate clients,
where his language asset helped him
understand their real needs. Now,
when Cheng works with Japanese
clients to reach a financial transac-

tion, he finds it more convenient to
read background research or annual
accounts prepared in their native
language. “I learned a lot at my previous company and got familiar with
Japanese accounting terminology,”
he explains.

“Having interest is
the most important
key to learning
any language.”
Delving more deeply into the culture allowed Cheng to discover how
different Japan was from China.
“Before I started learning Japanese,
I thought that our thinking patterns
were quite similar. Now I know that
they think in a completely different mode,” he says. His exposure
to Japanese media, whether from
literature or news, has helped him
understand a different side of the
story when it comes to topics that
both nations pay attention to.
Another culture difference that
took Cheng by surprise was the profound respect Japanese people have
for those around them, a trait that is
particularly apparent in communication. Although the same sense of
respect exists in Chinese culture,
levels of formality in speaking
that existed in ancient times have
since ceased in practice. “That’s

Tom Cheng

August 2015 39

Work-life balance

Multilingual communicators

Ich habe angefangen,
Informatik zu studieren,
aber mir wurde schnell
bewusst, dass sie sehr
abstrakt war. Meine
Nebenstudienfacher waren
Deutsch und deutsche Janis Leung
what makes Japanese so difficult to
master,” he says. “If I want to say the
same thing to a boss or to a friend, I
have to use a different set of words
and phrases.”
From his experience of talking
to Japanese natives, Cheng can
sense when he has broken the ice.
“You can really see how comfortable a Japanese person is around
you through their choice of words,”
says Cheng. “The conversation style
can take months or years to change,
because they will always address
you much more respectfully when
you first meet.”
Cheng’s mother tongues are
Mandarin and the Shanghai dialect,
but has now added English, Cantonese and Japanese to the list. “Having
interest is the most important key to
learning any language,” says Cheng,
“but having the confidence in
yourself and believing you have the
ability to master it is an important
mindset to have.”

Visual communication

Janis Leung, Senior Manager of
Assurance at PwC and an Institute
member, has been studying German
since her second year of primary
school. Educated at a German-Swiss
International School in Hong Kong,
Leung has a 14-year relationship
with both the language and culture
of Germany.
40 August 2015

While Leung didn’t have much
choice when it came to school
subjects, she experienced a turning
point in her interest during secondary school. “I was sent to a summer
language camp in Munich,” she
explains. “It was the immersion into
the culture, meeting different people
and actually using the language with
native speakers that made me enjoy
German a lot more.”

“The more you
speak, the easier it
is for your brain to
mentally translate
what you’re trying
to say.”
Double majoring in English and
German in university helped her
expand her network to meet others
interested in language study and she
graduated with her university’s German Book Prize, awarded to those of
great achievement in German grammar, literature, film analysis and
more. “For me, university is about
doing something you like before settling down to do serious work,” says
Leung. “I’m lucky that PwC doesn’t
restrict applicants to only accounting or finance majors.” While Leung
took night classes during her final
year at university for accounting,

she took the opportunity to apply for
a job at PwC and pursued her CPA
qualification afterwards.
Leung advises those learning a
new language to speak out loud as
often as possible. “The more you
speak, the easier it is for your brain
to mentally translate what you’re
trying to say, and the more you listen
to native speakers, the more you
understand how they use the terminology,” says Leung. Although it is
difficult for her to find opportunities to practise while in Hong Kong,
Leung visits Germany and Austria
for both work and leisure from time
to time.
“I went to Austria to review some
files in German in order to help a client set up an initial public offering,”
she remembers. “It was challenging
but it felt like a big accomplishment
afterwards.” Leung also found
local people to be more helpful
and cooperative when they work
with someone who understands the
language.
Before heading to Austria for
her business trip, Leung spent some
time preparing to talk in German
professionally. In addition to private
lessons with a tutor, a German
friend’s mother agreed to meet with
Leung once a week for coffee and
a chat. “It really helped me get into
the zone of thinking in German,”
she says.
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Speaking German requires
Leung to be aware of more than
sentence structure, nouns and
adjectives – there are also genders
for objects and different tenses
apart from past, present and future.
“That’s why when I’m in German
mode, I tend to pay more attention
to what I’m trying to say. I can definitely give a more complete picture
of what I’m trying to explain when I
speak German,” she says.

Global citizen

Stephen Weatherseed believes
language is the key to feeling
comfortable anywhere in the world.
The Managing Director at Mazars
and Institute member can order
food, give taxi directions and find
his way around most of Europe and
parts of China.
Weatherseed is fluent in his
native English, has passable French
and conversational Russian, “and
bits of many other languages including Spanish, Italian, German and
Mandarin.” His modern language
study began at the age of eight
at grammar school in the United
Kingdom, where learning French
was the norm. Five years later, he
was offered the choice of German or
Russian, but due to the over popularity of the former, Weatherseed found

himself volunteering to switch to
Russian. “Everyone thinks Russian
is difficult because of the foreign
alphabet, but you can actually learn
it in a few weeks,” he shares. “I studied it to the highest degree I could
in secondary school and considered
taking up modern languages in
university. If I had my time again, I
would have.”

“You can’t underestimate the power of
language to build
a bond.”
Although Weatherseed’s formal
language learning finished when
he was 18, he continued to explore
foreign cultures through business.
Between school and university,
Weatherseed worked as a passenger
handling agent at Heathrow Airport
for Air France, where most of his
conversations were conducted in
French. After beginning his career
at French firm Mazars, he continued
to use the language on a daily basis,
whether it’s talking to clients or
keeping up with French news. “I use
Russian far, far less, although I have
visited the country on business,”
says Weatherseed.
While he only feels comfortable

using French professionally, Weatherseed often breaks the ice with
clients or colleagues through shared
languages. “You can’t underestimate the power of language to build
a bond,” he explains. By uttering a
few phrases, Weatherseed can make
clients feel more comfortable even if
they’re meeting for the first time.
Two months at Fudan University
in 2002 catalyzed his spoken Mandarin, allowing him to understand
up to 20 percent of the content at a
business meeting conducted in the
language. “When you think about
how many people from Mainland
China go to foreign countries and
master those languages, it really
puts the competition in perspective,”
he says. “Communication is such
an important aspect in accounting,
and as CPAs we have a whole new
vocabulary to learn. It’s not dissimilar to learning a foreign language.”
Opening himself up to different
cultures ultimately makes Weatherseed a better advisor to his clients.
By being receptive of new ideas and
concepts, he can bring innovation
into accounting in the face of mass
internationalization. “I don’t know
what comes first, the aptitude or the
interest,” he says, “but if I
didn’t have them, I may not
be here in Hong Kong today.”

Stephen Weatherseed

Первый раз, когда я поехал в Россию,
был в школьном круизе вокруг
Балтийского моря в 1973 году. Я был
очень рад практиковать русский язык
в Санкт-Петербурге, тогда известном
как Ленинград, и также поехал
поездом “Красной стрелы” в Москву
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New IPR regulation takes effect
Hannah C.L. Ha and John M. Hickin conclude that the Mainland’s
groundbreaking legislation reflects growing recognition of the
importance of research and development
The past decade has seen a significant
shift in the competitive landscape of
China’s science and technology sector.
From the manufacturing floor to a major
contributor to scientific advances and
technological innovation, spending on
research and development continues
to increase and Chinese companies
are emerging as genuine contenders
to worldwide brands and renowned
research facilities.
Against this backdrop, on 13 April, the
State Administration for Industry and
Commerce released the final version of
the Provisions on Prohibition of Abuse of
Intellectual Property Rights to Eliminate or
Restrict Competition, which took effect on
1 August.
The regulation comes at an opportune
time, and reflects the growing recognition
of IPR protection in China. The regulation was first conceived in 2008 and its
enactment this year represents the fruits
of a seven-year-long legislative process,
including numerous rounds of public
consultation during which issues on the
interface between IPR and competition
law were debated and explored.

Another part of the framework

The IPR regulation supplements Article
55 of the Anti-monopoly Law, which is the
principal rule for IPR-related conduct.
Article 55 states that the Anti-monopoly
Law does not apply to companies that
exercise their IPR in accordance with applicable laws and administrative regulations
on IPR, unless the companies abuse their
IPRs to eliminate or restrict competition.
This is the first IPR-dedicated piece
of antitrust regulation. However, it will
only apply to enforcement action taken by
42 August 2015

ogies in the relevant market that can
be obtained at reasonable cost.
Vertical monopoly agreements
• The market shares of each parties in
the relevant markets does not exceed
30 percent; or
• There are at least two other independently controlled substitute technologies in the relevant market that can be
obtained at reasonable cost.
SAIC, not the National Development and
Reform Commission or the Ministry of
Commerce. Notably, the exclusion of provisions regulating price-related abuses
in the final version of the IPR regulation
means that price-related abuses will
remain the NDRC’s exclusive jurisdiction.
More recently, towards the end of
May, the State Council’s Anti-Monopoly
Commission announced that the NDRC
has been tasked with developing a set of
antitrust guidelines, in consultation with
SAIC and MOFCOM. One of the guidelines
will address specific issues relating to
abuses of IPR that eliminate or restrict
competition. It will be interesting to see,
in due course, how the new guideline will
interact with the IPR regulation.

Introduction of safe harbours

Article 5 of the IPR regulation introduces
the following safe harbours to determine
whether an IP-related agreement is likely
to restrict competition:

Horizontal monopoly agreements
• The combined market share of the
parties in the relevant market does
not exceed 20 percent; or
• There are at least four other independently controlled substitute technol-

The safe harbours are a key feature of the
regulation. They stipulate conditions that
act as proxies for measuring the impact
of an agreement on competition, which,
when met, raise a presumption that the
IPR agreement is unlikely to be anti-competitive. The presumption is rebuttable,
and parties to an agreement may lose the
protection of the safe harbour if there is
evidence showing an IPR agreement has
the effect of eliminating or restricting
competition.
The safe harbours are modelled upon
the European Commission block exemption
for technology transfer agreements, but
differ in an important respect. While the EC
safe harbour exempts certain agreements
on the presumption they fulfil Article 101(3)
of the Treaty on the Functioning of the European Union (the equivalent of Article 15 of
the Anti-monopoly Law), i.e. their benefits
outweigh their harm, the IPR regulation
safe harbours fall short of providing justification for negative effects on competition
and accords more limited protection.

IPR-related abuses of a dominant
market position
Articles 7 to 11 of the IPR regulation prohibit members of patent pools in a domi-
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nant market position from abusing their
dominance and provide a list of IPR-related
abuses, including, but not limited to, forcible bundling, exclusive dealing, imposing
unreasonable restrictive conditions and
discriminatory treatment.
Additionally and despite objections,
the SAIC has adopted the essential facilities doctrine. Article 7 sets out three factors that will be considered in determining what constitutes an “essential” IPR:
• The IPR has no reasonable substitute
and is essential for other undertakings
to compete in the relevant market;
• Refusal to license the IPR will cause
an adverse impact on competition
or innovation in the relevant market,
leading to the impairment of consumer
or public interest; and
• Licensing the IPR will not cause
unreasonable damage to the licensor.

market division etc.
• If a patent pool is in a dominant market
position, without justifiable reasons, it
shall not:
-- Restrict its members from licensing
independently outside the patent
pool;
-- Restrict its members or licensees
from developing competing
technologies independently or with
third parties;
-- Force its licensees to exclusively
grant back their improvements or
technologies to the patent pool or
its members;
-- Forbid its licensees to challenge
the validity of the patents in the
pool; and
-- Discriminate against its members
or licensees.

These factors define and limit the scope
of essentiality to an extent, but Article 7
nonetheless argues legal uncertainty
around how the tension between IPR
protection and competition will be
resolved, and when companies will find
themselves at the tipping point where the
objectives of competition law overtake an
essential IPR.

1. Patent pool

If a patent holder is in a dominant market
position, it shall not, without justifiable
reasons:
• Deliberately conceal information on its
patents or expressly abandon its patent
rights during participation in standard
setting, but claiming its patent rights
against the parties implementing the
standard after the patents become part
of the standard; and
• After its patents become standard
essential patents, breach the fair,
reasonable and non-discriminatory
principle and engage in behaviour such
as refusing to license, tying products
or attaching unreasonable trading
conditions to the licence.

• Members of a patent pool should
not exchange competitively sensitive
information in terms of output,

There are certain issues that remain
unclear and it is necessary to cross-

Two special IPR-related activities
The IPR regulation also provides guidance on patent pools and standard
setting. Specifically, Articles 12 and 13
provide that:

2. Standard setting

reference other IPR-related rules for
clarification. For example, with regards
to regulation of national standards, the
Administrative Regulation on the
National Standards involving Patents
(Tentative) provides the procedures for
disclosure and publication of standard
essential patents.

Conclusions

Local and international observers
have, in recent years, witnessed a clear
and inevitable trend towards a more
pro-active approach to IPR-related
antitrust enforcement in China. China’s
developing regime has come under
scrutiny as a result of high-profile IPRrelated antitrust investigations, civil
suits and merger control cases involving
foreign companies.
Despite concerns expressed by international IP practitioners, the IPR regulation is just one of many indications that
China will no longer be tolerant of IPR
infringements. As China is a key market
for multinational corporations, foreign
companies operating in China that hold
key assets in IPR should be wary of the
impact of the IPR regulation and ensure
compliance after the IPR regulation took
effect on 1 August.

Hannah C. L. Ha is
Partner, Corporate and
Securities Practice,
and John M. Hickin is
Partner and Co-head,
Asia Competition Law
Group, at Mayer Brown
JSM in Hong Kong
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HKFRS 15
How the new standard affects revenue recognition
of Hong Kong real estate sales before completion
Introduction

HKFRS 15 Revenue from Contracts with
Customers was issued by the Institute in
2014. HKFRS 15 is identical to IFRS 15
of the same title in all aspects and
accordingly, references in this article
to HKFRS 15 are equally applicable
to IFRS 15. IFRS 15 was mandatorily
effective for annual periods that begin
on or after 1 January 2017. At its July
meeting, the IASB confirmed a oneyear deferral of IFRS 15 to 1 January 2018. The formal amendment to
HKFRS 15, specifying the new effective
date, is expected to be issued in September 2015. Entities can apply
HKFRS 15 early if they wish to do so.
The scope of HKFRS 15 is broad and
covers all contracts with customers,
subject to a few exceptions such as
leases and insurance contracts, which
are covered by other standards.
Once effective, HKFRS 15 will supersede the existing revenue standards,
HKAS 18 Revenue and HKAS 11 Construction Contracts, as well as a number
of related interpretations. Among
them, HK(IFRIC) Interpretation 15
Agreements for the Construction of Real
Estate is of particular relevance to real
estate developers.
This article specifically deals with
the common situation in Hong Kong
where developers construct or cause to
be constructed multi-storey residential
buildings with multiple units and enter
into sale and purchase agreements in
respect of such units with customers in a
mass retail market before the construction is complete (hereinafter referred to
as "pre-completion sales").
Currently, before the application of
HKFRS 15, real estate pre-completion
sales in Hong Kong are generally
recognized at a single point in time in
accordance with paragraphs 16 – 19 of
HK(IFRIC) Interpretation 15, i.e. as a “sale
of goods.”
HKFRS 15 adopts a new approach in
determining when and how consideration
from contracts with customers should
44 August 2015

be recognized as revenue, regardless of
whether companies label the contracts
as, e.g. construction contracts or sale
of goods contracts. In this regard, this
article addresses the following two
questions:
• Question 1: Should developers
recognize consideration from precompletion sales as revenue at a point
in time (e.g. at the time of delivery of
the completed unit to the customer) or
over time (e.g. while the construction
is still in progress using the percentage of completion method)?
• Question 2: If it is determined that
consideration should be recognized
as revenue at a point in time, at which
particular point in time should developers recognize revenue?
For the sake of those readers not familiar
with the pre-completion sales practices
in Hong Kong and/or the new revenue
recognition approach in HKFRS 15,
this article begins with background
information on:
• Specific facts and circumstances in
Hong Kong relating to pre-completion
sales; and
• Five steps that have to be followed
when recognizing revenue under
HKFRS 15.

Specific facts and circumstances in Hong Kong

In Hong Kong, the sale and purchase
agreements used by various developers are standardized to a large extent.
The assessment in this article is
based on the standard sale and purchase agreement (which is available
on the website of the Law Society of
Hong Kong), the legal and regulatory
environment, and other specific facts
and circumstances in Hong Kong
(which may be different from that in
other jurisdictions).
In particular, typically in Hong
Kong the construction activity relating to multi-storey apartment blocks
is at an advanced stage before the

developer enters into any pre-completion sales agreements with retail customers, and the financial ability of the
developer to complete that construction activity is not generally dependent
on the success of that pre-completion
sales programme.
When a customer decides to buy
a particular apartment or unit from a
developer before the construction is
complete, the customer will usually
first enter into a preliminary agreement for sale and purchase (PASP)
with the developer. The PASP constitutes a legally enforceable contract. It
generally specifies the property to be
delivered, the consideration, the date
of completion of the sale and purchase,
and a payment schedule if payment is to
be effected by instalments.
According to the Residential Properties (First-hand Sales) Ordinance, at the
time of signing the PASP, the customer
is required to pay a deposit of 5 percent
of the purchase price. In order for the
purchase to proceed further, the customer is required to enter into a formal
agreement for sale and purchase (ASP)
with the developer that supersedes
the PASP within five days of signing
the PASP. The ASP will contain more
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detailed terms governing the sale and
purchase than the PASP. If the customer
fails to enter into the ASP then the PASP
agreement is terminated, the customer
forfeits the initial deposit and the developer does not have any further claim
against the customer for the failure to
enter into the ASP.
As mentioned above, the analysis in
this article is based on the standard ASP.
The terms of the standard ASP that are
relevant in addressing the above two
questions include the following:
Terms relating to the promise for the developer to sell and the customer to purchase
the unit
• A specific apartment or unit is identified in the ASP.
• The ASP states that the developer
shall complete construction of the
property within a specified period of
time.
• The property remains at the developer’s risk (mainly physical risk) until
the completion of the ASP (i.e. until
the time when the property is legally
assigned to the customer and the
customer obtains vacant possession
of the property from the developer).
• Within a certain period of time after
the physical completion of the building, the developer shall notify the customer that it is in a position to deliver
vacant possession of the property and
to assign legal title to the property.
From a legal perspective, the ASP is
regarded as completed at the time
of assignment of the property when
vacant possession is delivered at the
same time by the passing of keys to
the apartment or unit.
• The ASP also specifies when
payments have to be made by the
customer based on a mutually
agreed payment schedule between
the developer and the customer.
Typically the final payment is to
be made by the customer no later
than on completion of the ASP
contract, i.e. at the point when

to such resale from the customer,
but only if the property is resold
within six months of the date
of determining the agreement.
Any increase in price on a resale
belongs to the developer.

vacant possession of the completed
property and its keys are transferred
to the customer.
Terms relating to the cancellation or
breach of the contract
• The ASP specifies that it can be
cancelled only when both the customer and developer agree to do so
(effectively the customer does not
have the right to cancel the ASP). In
the case when both the customer and
developer agree to cancel the contract, the developer has the right to
retain 5 percent of the total purchase
price and the customer shall bear the
legal and transaction costs incidental
to the cancellation.
• Should the customer fail to observe
or comply with any of the terms
or conditions set out in the ASP
(e.g. failing to effect payments
in accordance with the ASP), the
developer may give written notice
to the customer calling upon the
customer to make good the default
first. If the customer fails to do so
within 21 days, the developer may
give a further written notice to
determine the agreement, and in
such event:
-- The customer forfeits the sum(s)
paid by way of preliminary
deposit; and
-- The developer is entitled to either
retain the property or re-sell the
property either by public auction
or private contract. The developer
can seek to recover any deficiency
in price and all expenses relating

Alternatively, the ASP also provides
an underlying right under the law for
developers to take legal action against
customers for specific performance of
the contract.

Overview of the five steps that
have to be followed when recognizing revenue under HKFRS 15
HKFRS 15 introduces a five-step
model. This five-step model has been
analyzed below in the context of precompletion sales:

Step 1: Identify a contract with
a customer
Developers are required to identify who
is the customer and whether there is
a contract. The PASP is considered to
be a “contract”, as it is a legally binding
document. The subsequent ASP contains
more detailed terms and supersedes the
PASP when the customer executes the
ASP within five working days after the
date on which the PASP is entered into.
Therefore, in most cases the contract
inception date in the context of the
HKFRS 15 is the time when the PASP is
entered into.
Step 2: Identify separate performance
obligations within a contract
Developers are required to determine
whether a contract with a customer
contains more than one performance
obligation. For sales of residential units
in multi-storey buildings in Hong Kong,
the land and building elements of each
unit (i.e. the obligation to complete the
construction and assign the right to
occupy a specified apartment unit in
the building together with the
associated undivided interests in
the land on which the building is
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constructed) would generally be
considered as a single performance
obligation. There may be other
performance obligations identified
from a full assessment of all terms and
conditions of the contract. However,
for the purposes of this article the
assumption is that other performance
obligations are not material.
Step 3: Determine the transaction price
Developers are required to determine
the transaction price of the contract.
The transaction price is the consideration for the apartment unit, which is
fixed and will be clearly stated in both
the PASP and ASP. Generally issues
only arise at Step 3 if there is a significant difference between the timing of
when the payments are made by the
customer and the timing of revenue
recognition by the developer. This issue
is outside the scope of this article.
Step 4: Allocate the transaction
price to the separate performance
obligations
Developers are required to allocate the
transaction price identified in Step 3 to
each performance obligation identified
in Step 2. As the focus of this article is
on the recognition of revenue from the
single performance obligation (i.e. in
Step 2 of this article, it is assumed that
any other performance obligations are
immaterial), the question of allocation is
not addressed in this article.
Step 5: Determine when consideration
allocated to each separate performance obligation should be recognized, being at a particular point in time
or over time
Developers are required to determine
how their performance obligations iden46 August 2015

tified in Step 2 are satisfied. This step is
critical to determining the answer to the
first question addressed in this article:
“should developers recognize consideration as revenue at a point in time or
over time?”. HKFRS 15 is clear that it is
not an accounting policy choice. Instead,
HKFRS 15 requires that revenue for any
given contract be recognized over time
when any one or more of the criteria
below is met [HKFRS 15.35]:
a. The customer simultaneously
receives and consumes the benefits
provided by the developer's performance as the developer performs.
b. The developer's performance creates
or enhances an asset (e.g. work in
progress) that the customer controls
as the asset is created or enhanced.
c. The developer's performance does
not create an asset with an alternative use to the developer and the
developer has an enforceable right to
payment for performance completed
to date.
If none of these criteria are met, then the
revenue must be recognized at a point in
time [HKFRS 15.32].

Analysis of Question 1: Should
developers recognize consideration as revenue at a point in time
or over time?

As mentioned in Step 5 of the new revenue model above, developers must consider whether revenue will be recognized
over time or at a point in time. The criteria
for determining whether revenue should
be recognized over time as set out in
Step 5 above is assessed as follows:
Criterion (a) relates typically to services provided directly to the customer
over a period of time (such as outsourcing agreements) and is clearly not

relevant to pre-completion sales.
Criterion (b) typically includes construction activities that may previously
be scoped under HKAS 11, such as
engaging a contractor to redevelop an
office building on land already owned
by the customer.
It may also be relevant to residential
real estate transactions, such as house
and land packages where the title to
the land is transferred to the customer
at the start of the construction, and
the land and house are considered two
separate performance obligations – in
this case, the customer has direct
rights to the construction work-inprogress of their house throughout the
construction period.
However, in the case of the
construction of a multi-unit apartment
building, the connection between
the customer and the unit they are
purchasing is much less clear during
the construction period – most
obviously, customers do not obtain
physical possession of or access to their
particular unit until the construction of
the whole building is completed.
Accordingly, in determining whether
a developer in Hong Kong should recognize revenue on pre-completion sales
at a point in time or over time, the focus
should be on criterion (c).
For revenue to be recognized over
time, criterion (c) requires:
(i) The specified apartment unit that is
being created to have no alternative
use to the developer; and
(ii) The developer to have enforceable
right to payment for performance
completed to date.
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Criterion (c)(i) — Does the specified apartment unit that is being created have no alternative use to the developer?
Analysis
HKFRS 15.36 states: "An asset
created by an entity's performance
does not have an alternative use
to an entity if the entity is either
restricted contractually from readily
directing the asset for another use
during the creation or enhancement
of that asset or limited practically
from readily directing the asset
in its completed state for another
use. The assessment of whether an
asset has an alternative use to the
entity is made at contract inception.
After contract inception, an entity
shall not update the assessment

of the alternative use of an asset
unless the parties to the contract
approve a contract modification that
substantively changes performance
obligation."
In assessing whether the developer
is able to direct the asset to another
customer, developers do not consider
the possibility of a contract termination
[HKFRS 15.IE85].
As mentioned earlier in this article,
from the time of entering into the
PASP the developer is contractually restricted from re-selling the
apartment unit to another customer,
provided that the customer does

not default. The developer is also
practically restricted from substituting another apartment without
the customer’s knowledge, as each
apartment will be uniquely identified,
such as “apartment B on the 16th
floor of Block A.”
Conclusion
It is clear that, contractually, the
specified apartment unit that is being
created has no alternative use to
the developer, once the contract is
entered into.
Accordingly, criterion (c)(i) for recognizing revenue over time is met.

Criterion (c)(ii) — Does the developer have an enforceable right to payment for performance completed to date?
Analysis
In assessing whether a developer
has an enforceable right to payment for performance completed to
date, HKFRS 15 requires the entity
to consider not only the terms of
the contract but also any laws that
apply to the contract [HKFRS 15.37].
Specifically, developers should consider the contractual terms as well
as any legislation or legal precedent
that could supplement or override
those contractual terms. This would
include an assessment of whether
[HKFRS 15.B12]:
a. Legislation or legal precedent
confers to a developer the right
to payment for performance to
date even though that right is not
specified in the contract with the
customer;
b. Relevant legal precedent indicates
that similar rights to payment for
performance completed to date in
similar contracts have no binding
legal effect; and
c. A developer’s customary business practices of choosing not
to enforce a right to payment
has resulted in the right being
rendered as unenforceable in
that legal environment. However,

notwithstanding that a developer
may choose to waive its right to
payment in similar contracts, a
developer would continue to have
a right to payment to date if, in the
contract with the customer, its
right to payment for performance
to date remains enforceable.
For a developer to have a right to payment for the performance completed
to date, HKFRS 15 states that, at all
times throughout the contract starting from the date of contract inception, the developer must be entitled
to an amount that at least compensates the developer for performance
completed to date if the contract
is terminated by the customer or
another party for reasons other than
the developer's failure to perform as
promised [HKFRS 15.37 and 15.B9].
Further, a developer shall consider
whether it would have an enforceable
right to continue to transfer to
the customer the apartment unit
promised in the contract and to
require the customer to pay the
promised consideration even when
the customer fails to perform its
obligations [HKFRS 15.B11].
With due consideration of the above

guidance, it is important to determine
the following two questions:
1. Does the agreed payment schedule set out in the contract give the
developer an enforceable right to
payment for performance completed to date at all times throughout the contract from the date of
contract inception?
As mentioned in Step 1 of the new
revenue model, the contract inception
of pre-completion sales in the context
of HKFRS 15 is generally at the time
when the PASP is entered into. As
mentioned earlier in this article, it
is common that the developer has
already carried out a substantial
proportion of the building activity by
the time the customer enters into the
PASP contract.
The table on the next page outlines
two common payment schedules
adopted in Hong Kong concerning precompletion sales and the analysis of
whether the agreed payment schedule
gives the developer an enforceable
right to payment for performance completed to date at all times throughout
the contract from the date of contract
inception (i.e. since the time when the
PASP is entered into):
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Common payment schedules

Analysis

Scenario 1:
5 percent of the consideration is payable when the PASP is entered
into; another 5-10 percent is paid when the ASP is entered into;
and the remaining consideration is payable on completion of the
contract when the property is ready for assignment and physical
possession of the unit can be delivered.

Since no further consideration is paid from the date of the ASP until
completion of the whole building, it is clear that the payment terms
do not at all times throughout the contract give the developer an
enforceable right to payment for performance completed to date.

Scenario 2:
5 percent of the consideration is payable when the PASP is entered
into; another 5-10 percent is paid when the ASP is entered into;
and the remaining consideration is payable a few months (typically
about 3-6 months) after the ASP is entered into in order to be entitled to a discount compared to the price payable under the contract
described in Scenario 1.

In conclusion, in both these cases, the
payment schedule does not at all times
throughout the contract give the developer an enforceable right to payment
for performance completed to date.
2. Assuming the contract was
terminated before completion for
reasons other than the developer's
failure to perform as promised (e.g.
when a customer defaults on payments when due), does the developer have an enforceable right to
require the customer to complete
the contract by taking possession
of the property and by paying the
agreed consideration?
In this regard, although the developer
is not precluded under the ASP from
seeking to enforce the contract legally,
this is not sufficient to conclude that
the developer has an “enforceable”
right for specific performance within
the meaning of HKFRS 15 for the
Summary and conclusion on Question 1
As stated at the outset of this analysis
on Question 1, HKFRS 15 requires that,
if a contract satisfies any one or more
of the criteria in HKFRS 15.35, then
revenue from that contract must be
recognized over time as the developer
performs. If, however, the contract satisfies none of the criteria then revenue
must be recognized at the point in time
at which the developer fully satisfies the
performance obligation by transferring
control of the asset to the customer
48 August 2015

The analysis in Scenario 2 is the same as in Scenario 1 even though
the customer may settle the full amount payable well in advance of
the completion of the property. This is because there is a period of
3-6 months during which time the amount paid is incommensurable
to the stage of completion of the property. Therefore the payment
terms of Scenario 2 do not at all times throughout the contract from
the date of contract inception give the developer an enforceable
right to payment for performance completed to date.

following reasons:
• If the developer pursues to bring
the case to court for specific
performance under the common
law system, the court will have
sole discretion as to whether or
not to grant an order for specific
performance (an equitable remedy)
in favour of the developer, taking
into account the specific facts and
circumstances of each case. Generally, where damages (i.e. money
compensation) would be a sufficient
remedy, the courts will be loath to
grant relief in terms of an order for
specific performance forcing the
defaulting customer to complete the
sale and purchase.
• Because of the uncertainty created by the court’s sole discretion,
the usual alternative recourse that
developers take is to secure a new
customer and to seek compensation
from the defaulting customer for
any deficiency in price upon re-sale
[HKFRS 15.31 and 15.35].
In this analysis we have discussed
how a typical contract of precompletion sales entered into by a
developer in Hong Kong fails to satisfy
any one of these criteria. Specifically,
we have concluded that in these
contracts typically:
a. The customer does not simultaneously
receive and consume the benefits provided by the developer's performance
as the developer performs;
b. The developer's performance does

in accordance with the terms of the
ASP, rather than to take legal action
against the defaulting customer
for specific performance of the
contract.
Conclusion
Taking into account customary
practice within the industry, and the
high uncertainty in the granting of the
equitable relief of specific performance
in favour of developers, it is considered
that in the case of a pre-completion
sales under a standard ASP contract,
developers in Hong Kong do not have
an enforceable right to payment for
performance completed to date within
the meaning of HKFRS 15.
Accordingly, criterion (c)(ii) for recognizing revenue over time is not met.
This conclusion might not be applicable to contracts of other industries
or other territories. Management will
need to evaluate the facts and circumstances in those industries/territories.
not create or enhance an asset (e.g.
work in progress) that the customer
controls as the asset is created or
enhanced; and
c. While the developer's performance
does not create an asset with an
alternative use to the developer, the
developer does not have an enforceable right to payment for performance
completed to date.
Given this, the conclusion of this article
is that consideration from pre-comple-

aplus

tion sales under standard ASP contracts
in Hong Kong with typical payment
terms should not be recognized as
revenue until the point in time at which
the developer fully satisfies the performance obligation.

Analysis of Question 2: At which
particular point in time should
developers in Hong Kong recognize consideration as revenue?

HKFRS 15.31 requires that the point
in time when consideration should be
recognized as revenue should be when
a customer obtains control over the
promised asset. “Control” is defined in
HKFRS 15.33 as “the ability to direct the
use of, and obtain substantially all of the
remaining benefits from, the asset.”
HKFRS 15.33 also states that
"control includes the ability to prevent
others from directing the use of, and
obtaining the benefits from an asset."
HKFRS 15.38 contains a number of
indicators that help developers determine when control over the promised
property has been transferred to the
customer, including:
a. Whether the developer has a present
right to payment for the property.
b. Whether the customer has legal title
to the property.
c. Whether the developer has transferred physical possession of the
property to the customer.
d. Whether the customer has the significant risks and rewards of ownership
of the property.
e. Whether the customer has accepted
the property.
Although the above indicators are

similar to the criteria set out in
HKAS 18.14 for recognizing revenue
from sale of goods, under HKFRS 15
the focus may be different, in that,
under HKFRS 15 the focus should be
on identifying the point in time when
there is a change from the customer's
perspective in terms of their ability to
access the property and/or otherwise
assert their control over it.
Applying this to pre-completion
sales agreements, it is noted that
based on the specific facts and circumstances in Hong Kong, customers do
not have legal title to or physical possession of the property until the property is assigned to the customer and
the ASP is completed. This is typically
the point in time when the customer
pays any outstanding instalments of
the consideration price, physically
obtains the keys to the unit and, as a
result, is able for the first time:
a. To prevent others from entering the
property without their consent;
b. To pass the keys to his/her own
designated fit-out contractor e.g. for
lighting etc.; and/or
c. To occupy the property or arrange for
others to occupy it (such as family or
tenants) if sufficient basic fixtures
and fittings have been pre-installed
by the developer.

If this point in time is materially
different from the point in time
identified for the purposes of HKAS 18,
then it may be necessary in the year
of first time adoption of HKFRS 15 to
restate comparatives and opening
balances in order to adopt the new
policy retrospectively.

Other issues to consider

In addition to the issues described
above, developers will need to consider
other aspects of HKFRS 15 relevant to
their activities. For example:
• How the costs to obtain a contract
(e.g. the commissions to real estate
agents) should be accounted for?
• Whether early payments before
delivery of possession of the properties or deferred payments after
delivery of possession of the properties contain any significant financing
component and hence should be
accounted for separately?
These questions are outside the
scope of this article but will be
addressed separately in later articles
by the Institute.

This article is written by the Standard
Setting Department in consultation with

In other words, at this point in time there
is clearly a transfer of control over the
property from the developer to the
customer and therefore we would expect
that in most cases this is the appropriate
point in time for the developer to judge
that it has satisfied its performance
obligation under HKFRS 15.

experts from the accounting, real estate
and legal practices. It is intended for general
guidance only. The Institute and the staff of
the Institute do not accept any responsibility
or liability in respect of the article and any
consequences that may arise from any
person acting or refraining from action as a
result of any materials in the article
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TechWatch
The latest standards and
technical developments

Members’ handbook
Handbook update no. 170
Update no. 170 contains Accounting
Bulletin 6 Guidance on the Requirements of Section 436 of the Hong Kong
Companies Ordinance (Cap. 622), which
concerns the publication of “specified
financial statements” or “non-statutory
accounts” by any Hong Kong incorporated company, as set out in section
436 of the new ordinance. Section 436
applies to financial years beginning on
or after 3 March 2014.

Financial reporting
Invitations to comment on IASB
exposure drafts
The Institute has issued an invitation
to comment on IASB exposure draft
Conceptual Framework for Financial
Reporting (ED/2015/3) and Updating
References to the Conceptual Framework (ED/2015/4).
The proposals aim to improve
financial reporting by providing a more
complete, clearer and updated set of
concepts that can be used by the IASB
when it develops IFRS and others to
help them understand and apply those
standards. ED/2015/3 proposes a number of enhancements to the Conceptual
Framework, including:
a. A new chapter on measurement that
describes the appropriate measurement bases (historical cost and
current value, including fair value),
and the factors to consider when
selecting a measurement basis;
b. Confirming that the statement of
profit or loss is the primary source
of information about a company’s
performance, and adding guidance
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on when income and expenses could
be reported outside the statement of
profit or loss, in other comprehensive
income; and
c. Refining the definitions of the basic
building blocks of financial statements – assets, liabilities, equity,
income and expenses.
The IASB proposes to place more
emphasis on the importance of
providing information needed for
investors to assess management’s
stewardship, and to reintroduce an
explicit reference to “prudence,”
explaining clearly what it means.
The IASB ED/2015/4 was published
to update, in existing standards,
references to, and quotes from, the
existing version of the Conceptual
Framework or the version that was
replaced in 2010 so that they refer to the
revised Conceptual Framework.
In addition, the IASB has also
published the exposure draft
Re-measurement on a Plan Amendment,
Curtailment or Settlement/Availability
of a Refund from a Defined Benefit Plan
(Proposed amendments to IAS 19
and IFRIC 14). The Institute requests
comments by 21 September.
The exposure draft contains proposed
narrow-scope amendments to the IASB’s
pension accounting requirements to
improve the information provided in an
entity’s financial reports and to address
some diversity in practice.
When a defined benefit plan is
amended, curtailed or settled during
a reporting period, the entity needs to
update the assumptions about its obligation and fair value of its plan assets
to calculate costs related to these
changes. The proposed amendments to

IAS 19 Employee Benefits specify that
the entity is required to use the updated
information to determine current service cost and net interest for the period
followed by these changes.
Meanwhile, proposed amendments
to IFRIC 14 and IAS 19 – The Limit on a
Defined Benefit Asset. Minimum Funding Requirements and their Interaction
address (i) whether other parties’
power to enhance benefits for plan
members or wind up a plan affects
the availability of a refund; and (ii) the
interaction between the asset ceiling
and the past service cost or a gain or
loss on settlement.
Institute comments on IASB
exposure draft
In a comment on IASB exposure draft
Classification of Liabilities, the Institute
supports the IASB’s initiative to clarify
the criteria for classification of a liability
as current or non-current.
The Institute generally agrees with
most of the proposed amendments but
has serious concerns about deleting the
term “unconditional” from paragraph
69(d) of the existing IAS 1 Presentation of
Financial Statements.
The term “unconditional” carries paramount significance in the determination
of a liability’s classification in Hong Kong.
The Institute considers that deleting
this term may have unintended consequences on the classification of a liability.

Ethics
Invitation to comment on
“NOCLAR” draft
The Institute has issued an invitation
to comment on IESBA exposure draft
Responding to Non-Compliance with
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Laws and Regulations by 14 August.
IESBA issued its first exposure draft
of its proposal, Responding to a Suspected
Illegal Act, in August 2012 to guide professional accountants in dealing with an
act or suspected act of non-compliance
with laws and regulations.
As a result of the significant comments on the first exposure draft, the
IESBA has now developed a revised
approach for professional accountants
to respond to instances of NOCLAR or
suspected NOCLAR.
The proposed standard sets out a new
framework to guide auditors, other professional accountants in public practice,
and professional accountants in business
in deciding how best to act in the public
interest when they come across an act or
suspected act of NOCLAR.
Among other matters, the proposed
standard equips auditors and other
professional accountants to address
such issues by providing a pathway to
disclosure to an appropriate authority in
appropriate circumstances without the
duty of confidentiality under the code
acting as a barrier.
It also places renewed emphasis on
the importance of senior-level PAIBs promoting a culture of compliance with laws
and regulations within their organizations.

Corporate finance
Consultation conclusions to concept
paper on weighted voting rights
On 19 June, Hong Kong Exchanges and
Clearing published conclusions to its
concept paper on weighted voting rights,
which sought views on whether governance structures that give certain persons
voting power or other related rights
disproportionate to their shareholding

should be permissible for companies
listed or seeking to list.
After considering all the responses
to the concept paper, HKEx concluded
that there is support for a second stage
consultation on proposed changes to
the Listing Rules on the acceptability of
weighted voting rights structures.
On 25 June, the Securities and
Futures Commission announced that its
board did not support HKEx’s draft proposal for primary listings with weighted
voting rights structures.

Legislation and other initiatives
Independent insurance authority
law passed
The Legislative Council has passed the
Insurance Companies (Amendment)
Ordinance 2015. The ordinance will be
implemented in phases.
The first phase will involve the setting
up of a provisional Insurance Authority
to co-exist with the Office of the
Commissioner of Insurance.
Under the second stage, the
independent Insurance Authority will
take over of the work of OCI.
The final stage will see the introduction of a licensing regime for insurance
intermediaries to replace the existing
self-regulatory regime.
The whole process is expected to take
two to three years.

Please refer to the
full version of
TechWatch 153,
available as a PDF on
the Institute’s website:
www.hkicpa.org.hk
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A life in the day

Book review

Can
accountants
save the
world?
Title: Six Capitals

Author: Jane Gleeson-White

Australian business writer Jane GleesonWhite sets the scene for Six Capitals with
brief portraits of the three great waves that
have created the modern accounting profession: the first was the ancient invention
of agriculture and trade that necessitated
the initial sets of accounts.
The second was brought about by the
development of banks, capital and wage
labour. Those mediaeval masters of early
capitalism, the Venetian and Florentine
moneylenders and traders, developed double-entry bookkeeping to keep pace with
complex operations. The industrial revolution, which brought forth cost accounting,
was a natural progression of this wave.
It’s the third wave, our modern
information age, in which accountants are
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struggling to put numbers to intangibles,
that brings new challenges that have
yet to be adequately met, she argues.
Accountants themselves, Gleeson-White
says, have long noticed the increasing
divergence of market capitalization and
the book value of companies.
Beyond what these divergences say
about a company’s risk or outlook, they
also reflect the fact that traditional
financial reporting represents a shrinking portion of an organization’s true value
– in some cases as low as 20 percent. As
intangibles grow in proportion, there is
crucial need not just to properly value the
obvious ones – such as brand names – but
to identify the less obvious.
In Gleeson-White’s view, the audit

community is guilty of often ignoring
“intangibles such as knowledge, design,
planning, research and development,
branding and advertising.”
Among the consequences of poor
accounting: Earth suffers. The production of soap devastates rainforests while
a simple hamburger has hidden costs,
such as its carbon footprint and its effects
on water depletion, soil degradation and
human health. “The daily operations of
business are destroying the planet and
societies... because they are governed by
one sole legal obligation: to maximize
profit,” she argues.
Who can step up to change the world?
Accountants, of course. Their pivotal
role as auditors and valuation specialists
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enables them to ascertain the full costs on
society of big business.
Gleeson-White acknowledges that many
non-accountants have an interest in saving
the planet from corporate devastation. She
cites Stephen Waygood, the British investor who, as Chief Responsible Investment
Officer of Aviva Investors, takes a longterm view. “If the information we rely on is
thin, then a short-termist view will prevail
in the capital markets,” she states.
How then to increase the stock of
information available? The hint is in the
title, Six Capitals, in which “capital”
refers broadly to the store of value that an
organization can use in the production of
goods or services. The six, in this case,
are those identified by the International
Integrated Reporting Council: financial
capital, manufactured capital, intellectual
capital, human capital, social and
relationship capital, and natural capital.
Together they represent stores of value
that are the basis of an organization’s
value creation.
Gleeson-White then offers something
of a paean to integrated reporting. She
compares the release of the International
Integrated Reporting Framework in 2013 to
Luca Pacioli’s codification of double-entry
bookkeeping in his landmark 1494 treatise
Particularis de computis et scripturis that
helped create modern accounting.
To be fair, she does point out that
integrated reporting is in its infancy (see
interview on this page), with only South
Africa and France mandating its use (as
of the end of 2013). She acknowledges
that some accountants have questioned
its clarity. What is the difference between
“human capital” and “social and relationship capital,” BDO Ukraine asked the IIRC
in a comment letter.
Gleeson-White also tells the story of
Coca-Cola HBC in Greece: the release of
its first integrated report in 2014 coincided
with the dismissal of more than 1,500
workers: financial capital trumped human
capital under the guise of cost leadership.
But to be fair, any business entity that sets
out to save the planet will still be obliged
to placate its investors and compete for
market share. Even Aviva Investors likes to
make a handy profit.

Author interview:
Jane Gleeson-White
Despite the fact that Six Capitals
follows on from her 2012 bestseller,
Double Entry: How the Merchants of
Venice Created Modern Finance, about
the revolutionary advance in bookkeeping, Jane Gleeson-White doesn’t
want to be stereotyped as the muse of
accountants.
Speaking from her Sydney home,
Gleeson-White says there probably
won’t be a third volume about the
profession. “I think
I’ll let accountants
get on with the work
at hand, which is
enormous.”
Though daunting, Gleeson-White
is confident that
CPAs can rise to
the occasion – and
make financial
reporting better. She
is heartened that
much of the push
comes from within
what is a younger,
more progressive
profession. “I would
say that most of the
accountants I’ve
directly spoken to in relation to these
new initiatives have been in their 30s
and 40s, and some of them in their 50s.”
Many of the accountants she met
during the research for Six Capitals,
Gleeson-White says, are disaffected
with the kind of financial reporting that
contributed to Enron and subsequent
scandals occurring. “Part of the
integrated reporting initiative is a
result of the failure of the accounting
profession to behave in ways that
might be exemplary.”
The younger generation is inspired
by new ways of thinking about business

and accounting for the 21st century,
she says, marveling that even in New
York – “the heartland of capitalism” –
minds are opening to the possibilities
offered by integrated reporting. “They
are looking at the long term to the
future of the planet and their children
and grandchildren.”
She acknowledges that despite the
grandiose ambition of the book’s title,
she is not convinced that integrated
reporting is the only
answer. “I have great
doubts myself about
integrated reporting’s
potential to save the
world, but we can
only see this as really
early days and we
haven’t worked how
to do it properly.”
Accounting for
a broader stock of
inputs and transactions, Gleeson-White
argues, is a transition
that has to be made
in all dimensions.
“From stock markets
to investors to
regulators, all sorts
of different bodies have to make this
shift,” she says.
Mounting disclosures are one
issue that has made financial reports
less clear. “Regulatory frameworks
are still struggling with the legacy of
requirements of the last 50 years,” she
points out.
For Gleeson-White, greater
transparency does not necessarily
mean a heavier burden. That’s where
CPAs can help, she points out. “Many
accountants in the field believe a lot of
red tape needs to be cleared away from
financial reporting.”
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As recommended by Institute members

Ingredients (serving for 1-2 persons):
• 1 cup green papaya, shredded 
• 2-3 tablespoons carrots, shredded 
• 2 long green beans, cut into 2 inches
long and pressed with knife for better
absorption of dressing
• 3-4 cherry tomatoes, cut into halves
• 1 tablespoon pan fried dried shrimps 
Salad dressing:
• 2 cloves finely chopped garlic  
• 1-2 finely chopped bird’s eye chili 
• 2 tablespoons lime juice (2 limes)
• 1 tablespoon fish sauce

• 1 tablespoon palm sugar (or white
sugar) 



Topping:
Nuts (roasted peanuts or cashew nuts)

Thai green papaya salad recipe for busy professionals by
Lenny Wong, General Manager of Corporate Governance at Li &
Fung and a certified instructor in nutrition and weight management
CPAs are usually busy with daily work
and have meals outside that generally
have high levels of fat, sugar and animal proteins, and lack sufficient fresh
vegetables and fibre. In summer time, a
fresh sweet, sour and spicy Thai green
papaya salad (Som Tum) will definitely
raise your appetite just by the sound
of it and, even better, it’s very low in
fat and calories. Above all, it’s easy
to make and the freshness of mixed
veggies provides a rich source of fibre,

vitamins and antioxidants that improve
the body’s immunity.
In Thailand, papaya salad is made
with a clay mortar and wood pestle. The
mixture is stirred with a spoon and the
pestle is used to press the ingredients,
helping it to soften and absorb the
seasoning. Without these special tools,
we can still make it in a simple way.
Certain ingredients are needed, but
don’t worry, most of which are readily
available in your kitchen.

How to make:
• In a salad-mixing bowl, mix the salad
dressing ingredients well, taste and
adjust to your own preference.
• Add the ingredients to the dressing, mix
and press the ingredients with forks to
help the ingredients absorb the dressing.
• Serve with nuts as topping.
Tips: 
• Put the shredded papaya and carrots in
ice water to maintain their crunchiness
before mixing.
• For vegetarians, skip the dried shrimps
and substitute fish sauce with salt water.

Lijiang, China by Bryan Chan, Chief Financial Officer at Travel Expert (Asia) Enterprises
If you are planning a short break – but feel bored of
shopping and eating activities in hot city destinations like Tokyo, Bangkok or Taipei – I recommend you try Lijiang, a good place for relaxing.
As you may know, Lijiang is listed by UNESCO
as a special historical city, located in Yunnan Province, China. Although it is a small town famous for
its long history, visitors can enjoy top-class modern
hotel resorts there.
For a totally different travel experience, I
suggest sparing one day to walk around the city’s
famous and tranquil Old Town. About 15 kilo54 August 2015

metres to the north of the town is the Jade Dragon
Snow Mountain, which will surely impress you
with its peaks that are snow-capped all year round,
even during summer. During your trip, it is also a
good idea to take the chance to learn the customs
and culture of a minority ethnic group living there
called Naxi. They’re well known for their unique
skill in weaving products, which make perfect
souvenirs to take home.
With the direct flights to and from Hong Kong,
visiting Lijiang is so easy nowadays, making it a
great alternative travel destination.
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How busy CPAs can give back by Luna Chan,
Chief Operating Officer at Pathfinders
Apart from donating money, there are actually
many ways CPAs can help. Nongovernmental
organizations, typically grass root NGOs,
lack the resources to develop solid and
efficient operations or accounting practices
or policies. A CPA can volunteer his or her
time to help the NGO come up with suitable
accounting policies, streamline donation
receipt processes, write up expense reimbursement guidelines, hold training seminars
for staff to better prepare organizational and
project budgets. If you prefer to contribute on
a more macro level, join the NGO board as a
treasurer or internal audit committee member

or finance committee member. If having yet
another audit committee meeting is not your
cup of tea, join a NGO to review its overseas
projects. I joined a NGO’s working group to
visit China’s mountainous area in Yunnan
once. The engineers and CPAs in the group
visited 13 schools there, which had received
funding from the organization. We reviewed
the quality of the school building, their
accounts, talked to students to see the impact
of having the school rebuilt and prepared visit
reports. The smiles on the students’ and parents’ faces were the most precious souvenirs I
have ever received.

Gadgets that create good work-life balance by
Friendship Choy, Director of Finance, General
Accounting at GoPro Hong Kong
BOSE QuietComfort 20 Acoustic Noise
Cancelling headphones (for Apple devices)
I have used headsets for a long time but
never cared about its quality until recently I
tried these headphones, which changed my
standards towards these tiny gadgets I use
almost every day. This product has become
indispensable to me both in business and
personal leisure since there are always conference calls with various parties during the
week, and I enjoy watching dramas or movies after work. The noise cancelling function
enhances the sound quality and reduces the
surrounding distractions. I can choose to
switch it on and off (to Aware mode) so that I
can still know what’s happening around me.
This is an amazing product and after I trying
this I am not going back to my old ones.

Oregon Scientific i.balance Negative
Ion Necklace
Most accounting professionals nowadays
work day and night. By continuously staying
at the office desk, it is very easy to get
muscle tension or poor blood circulation.
The use of a negative ion necklace helps
alleviate these problems and makes me feel
refreshed and comfortable. It is tiny, light
and convenient, and is worn as a normal
necklace. After getting used to wearing this,
you will feel the effect of it actually helping
to relieve your stress. I like this item a lot
because I can always see it and feel it, and so
it reminds me to keep healthy all the time. If
I don’t want to put it on my neck, I can wear
it as negative ion bracelet.

GoPro Hero4 Cameras
When I first heard about GoPro, I thought it
was a breakthrough in the camera industry.
The outlook is smart and cool, and it
features a lot of functions but is still easy to
manage. It has been viewed as a camera for
action sports only but it is also a fantastic
gadget for filming kids and pets as well. One
of GoPro’s features is the wide-range lens,
which enables quality shots for group videos
and photos. I am particularly interested in
the time lapse function, which allows me to
take multiple photos in a second and then I
can pick the best pictures out of hundreds.
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…. with Nury Vittachi

Money as a tool for higher purposes
Hong Kong’s inimitable humorist Nury Vittachi gets up close
and personal with socially minded CPA Ignatius Ho

M

ost people in Hong
Kong (and millions
elsewhere) live as if
they believed that “whoever dies
with the most money wins.” Tech
entrepreneur Steve Jobs lamented
the modern drive to be “the richest guy in the cemetery.”
Yet philosophers, spiritual
leaders and even scientists have
tried for centuries to teach us that
humanity’s ultimate fulfilment is
found not in material goods but in
moral choices. “The moral sense
perhaps affords the best and
highest distinction between man
and the lower animals,” wrote
Charles Darwin.
Someone who totally “gets it” is
Ignatius Ho, a hyperactive, inspiring Hong Kong CPA, whose successful, high-energy social projects
make you want to drop everything
and learn from him. But how did
someone from the money industry
become such a force for good in
this tough, commercial city?
At a young age, Ho, Founder
of children’s charity PMA Music
Foundation, learned that the word
“values” is not the plural of the
word “value.” His family had very
little of value. Their only income
was his father’s job as a Hong Kong
taxi driver. His mother had no job.
Ho loved music, but his parents
could not afford instruments.
But what his family did have
was values. They taught him spiritual values and the importance of
working hard, studying diligently,
and serving the community. He
learned to respect money not
for its own sake, but as a tool for
higher purposes.
Ho worked so hard at Hong Kong
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Polytechnic (in those days not
yet a university) that he ended up
with five offers from top accounting firms, and chose to enter Arthur Andersen & Co., which was
the highest-paying professional
accounting firm in those days.
For him, becoming a successful
accountant was not the end of the
story, but the beginning. “Earning
money can give you a living, but
it cannot give you a life,” he says.
He saw people making money to
buy extra homes, fancy cars and
vintage watches. But Ho’s values,
which came from his Christian
faith, kept reminding him that fulfilment lay not in material goods,
but in changing the world.
Since Ho had been deprived of
the chance to play music when he
was young, he founded a youth
orchestra charity. Today, he has
more than 250 students enjoying making music in a symphony
orchestra. Ho sometimes takes
students (along with his own son,
who is also studying music) to
Europe to trace the paths taken by
the great composers.
Eight years ago, an encounter
with a remarkable young man
named Nick Vujicic provided the
next springboard for the Hong
Kong CPA. Vujicic had been born
in Australia with no arms or legs,
yet lived an extraordinarily full
life, writing books, delivering
inspirational talks, and even enjoying sports such as swimming
and diving. Audiences who listened to Vujicic – a man who had
transcended astonishing physical
limitations to achieve a joyful life
– had their values totally reset. Ho
helped Vujicic to expand his audi-

ences from small church congregations to huge school halls and
viewers of massive broadcast.
“Now Nick is a household
name in Hong Kong,” Ho says.
“We always joke that if I put
Nick in Nathan Road and ask
for HK$10 for a hug, I could be a
millionaire in a few days.” But of
course, Ho gets satisfaction rather
than money from the work he
puts into arranging Nick’s speaking tours in Hong Kong (and now
South Korea, Taiwan, Singapore
and Vietnam).
With an independently run
CPA firm and successful charities
under his belt, you’d think that Ho
would now relax. But no. “I love
food and I plan to set up a social
enterprise food company – maybe
a restaurant or bakery – in the
coming year,” he says. The plan is
to enable autistic adults find purpose in their lives.
Unlike business projects, Ho’s
spiritually inspired projects have
“no Plan B,” he says. You let go of
your worries, have faith, and make
Plan A work.
“ You can change the world if
you do it one day at a time.”

Nury Vittachi
is a bestselling author,
columnist, lecturer
and TV host. He wrote
three storybooks for
the Institute, May
Moon and the Secrets
of the CPAs, May Moon
Rescues the World
Economy and May
Moon’s Book of Choices

