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“ It is a ma!er of course now that the
accounting profession is undergoing a
period of transformation triggered by
the rapid technological development.”
Dear members,
Many of you no doubt voted at
the 2016 Legislative Council election in which the turnout rate for
the accountancy functional constituency was 75 percent, a notable
increase from 70 percent in 2012.
We congratulate Kenneth Leung
for his successful re-election and
look forward to working with him
on many pressing issues concerning
our profession, the wider business
community and Hong Kong.
Going forward, we encourage
you to actively participate in the
Election Committee subsector
ordinary election to be held on 11
December. The accountancy subsector will in turn elect 30 representatives to the committee tasked to
appoint the next Hong Kong chief
executive in March 2017. More
details will be announced soon.
It is a matter of course now
that the accounting profession is
undergoing a period of transformation triggered by the rapid technological development in relation
to mobile communication, social
media, Big Data, cloud computing
and FinTech. While there are concerns that traditional accounting
functions would become obsolete
and CPAs would be replaced by
robots, I firmly believe that by
adapting and taking advantage of
these changes, we will be pleas-

antly surprised to find more opportunities for us than we thought.
Riding on this trend, the professional accountants in business
annual conference on 3 September
brought together a panel of eminent experts from IT as well as
those companies at the forefront of
technological innovation including
Octopus Cards, MoneySQ, Yintran,
Tencent, Orient Overseas (International) and HKTV. The insight they
provided in terms of how to combine the core skills of accounting
with technology to work smarter and
faster was indeed truly valuable.
The next one, the annual IT conference on 15 October, will particularly focus on how we can transform
traditional reporting by reaping the
benefits from predictive analytics
and leveraging the explosion of data
available on the Internet. The government chief information officer,
together with other industry specialists, will address the audience.
To keep up with the developments in the digital era, many
members have told us in the recent
membership survey that they would
like more technical resources
delivered online. In response, the
Institute has launched the New and
Major Standards Resource Centre
to help members understand and
implement standards that will be

effective soon, and will keep updating this one-stop portal regularly.
In focusing on getting the next
generation future-ready to support
Hong Kong’s growth, we have
just completed the consultation on
proposed changes to the CPA qualifying process. A detailed position
paper will be issued once we have
analysed and compiled all the feedback received.
In the meantime, our flagship
career forum will take place on
2 October to introduce aspiring
accountants to the career prospects
of the profession via workshops
and exhibitions from employers.
Human resources experts will be
conducting live interviews and participants will have a chance to win
a work placement at a CPA firm.
Last but certainly not least, this
year’s Institute annual dinner will
take place on 7 December. It is our
great pleasure to have the Executive Council Convenor, Lam Woonkwong, as our guest of honour.
The dinner’s theme has been set as
“CPA Explorer走出去” to reflect
the adventurous and pioneering
spirit of members in exploring
new opportunities round the globe.
Don’t miss this chance to celebrate
with us and, at the same time, promote your business through various
sponsorship opportunities.

Ivy Cheung
President
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Kenneth Leung re-elected
in Legislative Council election
Kenneth Leung was re-elected in the 2016
Legislative Council election for the seat of
the accountancy functional constituency
with 12,131 votes on 4 September. The
voter turnout rate was 75.11 percent, up
from 69.66 percent in the last election in
2012.
Prior to the election, the Institute organized a forum on 26 August featuring the
two candidates Leung and Kenneth Chen.
They presented their election platforms
and answered members’ questions related
to issues affecting the accounting profession, as well as social, economic and
political issues.

New resource centre launched

The Institute’s Standard Setting Department has launched an online resource
centre that comprises key resources for
understanding and implementing the new
and major standards that will be effective
soon. The new resource centre, which
will be updated regularly, was created in
response to the recent membership survey
results, which show a desire among members for more online technical resources.

Obituary

The Institute notes with regret the passing
of Colin Campbell.

Disciplinary findings
Au Yeung Keung, Steve, CPA
Complaint: Au Yeung was guilty of dishonourable conduct.
In 2002 to 2003, Au Yeung was the general manager financial and commercial affairs and company secretary
of a Hong Kong listed company. He knowingly made or
assisted in making misrepresentations or misleading
statements to the Stock Exchange of Hong Kong that
an investment project in a gas pipeline business in 2002
was a genuine one when he knew that it was not. He also
participated in the subsequent sham disposal of the
project in 2003.
Decision and reasons: Au Yeung was removed from
the register of certified public accountants for three
years with effect from 18 September and was ordered
to pay HK$200,000 towards the costs of the disciplinary
proceedings. When making its decision, the Disciplinary
Committee took into consideration, among other things,
Au Yeung’s dishonesty and participation in the making of
fraudulent misstatements, his personal circumstances
at the time of the events in question, and the effect of the
sanction imposed against him on his future career.

4 September 2016

Voter turnout rate in
this year’s election:

75.11%
compared with

69.66%
in 2012 election

Ng Kwong Sang, CPA (practising)
Complaint: Failure or neglect to observe, maintain or
otherwise apply (i) Hong Kong Standard on Quality Control
1 Quality Control for Firms that Perform Audits and Reviews
of Financial Statements, and Other Assurance and Related
Services Engagements; and (ii) the fundamental principles
of integrity and professional competence and due care
under sections 100, 110 and 130 of the Code of Ethics for
Professional Accountants.
Ng is the sole proprietor of K.S. Ng & Co. and is
responsible for the practice’s quality control system.
The practice had been selected for practice review.
The reviewer found that the practice failed to establish,
maintain and document an effective system of quality
control in respect of monitoring. In addition, Ng was
found to have provided false or misleading answers in the
electronic self-assessment questionnaire which were
submitted to the reviewer.
Decision and reasons: The practising certificate issued
to Ng is to be cancelled with effect from 22 September
and no practising certificate shall be issued to him for
one year. In addition, Ng was reprimanded and ordered
to pay a penalty of HK$65,000 and costs of disciplinary

aplus

proceedings of HK$26,123. In making its decision, the
Disciplinary Committee took into consideration the
particulars in support of the complaint, previous similar
cases and the parties’ submissions.

Resolution by Agreement
Chan Kam Fuk, CPA (practising) and Dominic K.F.
Chan & Co. (CPA firm)
Complaint: Failure or neglect to observe, maintain or
otherwise apply paragraphs 21, 22 and 26 of Hong Kong
Standard on Assurance Engagements 3420 Assurance
Engagements to Report on the Compilation of Pro Forma
Financial Information included in a Prospectus.
Chan was the sole proprietor of Dominic K.F. Chan &
Co. The firm issued an unqualified accountants’ report
on the unaudited pro forma financial information set out
in a major transaction circular of a listed entity relating
to an acquisition of the equity interest in an associate.
The complaint concerned the respondents’ incorrect
concurrence with the company’s non-recognition of
deferred tax liabilities arising from the acquisition, which
led to a significant understatement of goodwill. The nonrecognition of deferred tax liabilities was inconsistent
with the company’s accounting policy and the applicable
financial reporting framework.
Regulatory action: In lieu of further proceedings, the
Council concluded that the following should resolve the
complaint:
1. The respondents acknowledge the facts of the
case and their non-compliance with the relevant
professional standard;
2. The respondents be reprimanded; and
3. The respondents jointly pay an administrative penalty
of HK$30,000 and costs of HK$10,000.
Ng Ka Kuen, CPA (practising) and UC CPA
(Practising) Limited (corporate practice)
Complaint: Failure to observe, maintain or apply the
fundamental principle of professional competence and
due care prescribed in sections 100.5 and 130 of the
Code of Ethics for Professional Accountants.
Ng is the sole practising director of the corporate
practice. The Institute received information from the
Law Society of Hong Kong about deficiencies in the final
accountant’s report issued by Ng for a solicitors firm
that had ceased business. The Institute found that:

1. A number of breaches reported in the final
accountant’s report were not supported by tests
performed and evidence obtained as documented in
the working papers; and
2. Ng failed to include in the report certain information
that was required to be reflected in the final
accountant’s report for a solicitors’ firm.
Regulatory action: In lieu of further proceedings, the
Council concluded that the following should resolve the
complaint:
1. The respondents acknowledge the facts of the
case and their non-compliance with the relevant
professional standards;
2. The respondents be reprimanded; and
3. The respondents jointly pay an administrative penalty
of HK$20,000 and costs of HK$10,000.
Chan Wing Keung, Simon, CPA
Complaint: Failure to comply with section 100.5(c),
as elaborated in section 130 of the Code of Ethics for
Professional Accountants for failure to act diligently in
accordance with the Accountant’s Report Rules
(Cap. 159A).
Chan issued an accountant’s report for a solicitors
firm under the Accountant’s Report Rules, which
requires the accountant’s report to include the name
of the firm’s proprietor registered with the Law Society
of Hong Kong and details of the firm’s non-compliance
with Solicitors’ Accounts Rules (Cap. 159F). In the
accountant’s report, Chan failed to state the appropriate
name of the firm’s registered proprietor and to disclose
the firm’s failure to keep a separate client bank account,
which is a contravention of the Solicitors’ Accounts
Rules.
Regulatory action: In lieu of further proceedings, the
Council concluded that the following should resolve the
complaint:
1. The respondent acknowledges the facts of the
case and his non-compliance with the relevant
professional standards;
2. The respondent be reprimanded; and
3. The respondent pays an administrative penalty of
HK$15,000 and costs of HK$10,000.
Details of disciplinary findings and guidelines for
Resolution by Agreement are available at:
www.hkicpa.org.hk.
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Apple hit with US$14.5 billion
Irish tax bill under EU ruling
The European Commission ruled on 30 August that Apple had
received illegal state aid and ordered the technology giant to pay
up to €13 billion (US$14.5 billion) in unpaid taxes, plus interest,
to the Irish government.
The announcement comes amid a drive against what the EU
says are “sweetheart deals” that smaller states in the European
Union usually offer to multinational companies to lure jobs and
investment.
The EU’s investigation into Apple found that under the terms
of Apple’s tax deal with the Irish tax authority, first agreed in
1991 and renewed in 2007, the company could allocate most of
the profits earned by its Irish operating units to a “head office”
that did not have any employees or own any premises.
The deals with Ireland allowed Apple to pay far less tax
on profits booked through its Irish subsidiaries than the 12.5
percent corporate tax rate Ireland charges other companies. By
8 September 2016

2014, Apple was paying an effective corporate tax rate of 0.005
percent, the EU wrote. “Tax rulings granted by Ireland have
artificially reduced Apple’s tax burden for over two decades,
in breach of the EU state aid rules. Apple now has to repay the
benefits,” EU Competition Commissioner Margrethe Vestager
told a news conference.
Apple and the Irish government said the U.S. company’s tax
treatment was in line with Irish and European Union law and
they would appeal the ruling. Dáil Éireann, the lower house of
the Oireachtas (Ireland’s parliament), debated the European ruling earlier this month, during which the Irish Finance Minister
Michael Noonan said Apple had not been shown favouritism.
The company’s Chief Financial Officer, Luca Maestri,
claimed that Apple paid US$400 million in tax in 2014 in Ireland,
and that the effective tax rate cited by Vestager is “a completely
made-up number.”

aplus

A world of numbers

Chinese private sector drives outbound M&A
Investment banks are having to come up with a new
strategy for winning business following the increasing competition of private outbound investment from
China, the Financial Times reported last month.
China’s private sector completed about US$60 billion in outbound mergers and acquisitions and other
direct investment such as project finance this year,
compared with US$51 billion in 2015. Private deals
are now neck and neck with transactions completed
by state-owned enterprises, said the FT. Hundreds of
mid-tier private groups that have bought foreign assets
are reportedly behind the shift and are unknown to
investment bankers even in China.
Trust bank sues Toshiba for ¥12 billion
Toshiba said last month that a Japanese trust bank was suing it for ¥11.99 billion (US$119
million) in damages stemming from its US$1.3 billion accounting scandal last year. Japan
Trustee Services Bank said it suffered financial damage because the scandal damaged
Toshiba’s share price. “We will respond appropriately, taking the bank’s claim into
consideration,” Toshiba said. It plans to allocate funds to handle the lawsuit. Excluding
the latest suit, Toshiba faces 11 damages claims over the scandal totalling around ¥2.78
billion by individual shareholders and Japan Trustee Services Bank.

EY U.K. launches guide for transgender staff
EY in the United Kingdom has launched an internal
guide on gender identity, expression and gender
transition to support its transgender community,
reported Accountancy Age last month. The guide,
which aims to educate and raise awareness about
the transgender community, contains information
and advice on how best to support people of all
gender identities and those going through gender
transition. It was developed in consultation with
Unity, the Big Four firm’s employee network for
lesbian, gay, bisexual and transgender people.
KPMG remains no. 1 U.K. listed company auditor
KPMG has kept its top position as a listed company auditor in the United Kingdom,
reported Accountancy Age last month, citing the latest Adviser Rankings report.
According to its third quarter guide, KPMG retains the first position for total stock
market clients after gaining six new clients to reach 406 in total. Mazars moved up to
13th position after gaining four. KPMG also retained its position as the leading auditor
of the top 50 AIM companies with 152 clients, while PwC continues to dominate the
FTSE 250 market with 72 clients, after gaining five.

US$2.7
trillion

The estimated amount of
worldwide revenues for
information technology products
and services by 2020, an
increase from nearly US$2.4
trillion in 2016, according to
market research company IDC,
which forecasts that financial
services will lead the industries of
banking, discrete manufacturing,
process manufacturing
and telecommunications in
spending, as part of its digital
transformation efforts.

3.7%
The projected average
increase in starting salaries
for accounting and finance
professionals next year,
according to recruitment firm
Robert Half’s 2017 Salary Guide:
Accounting & Finance. That
is down from the 4.7 percent
increase projected for this year.

£2.3
million

The fine PwC faced from the
U.K.’s accounting watchdog this
month in a case relating to the
firm’s 2007 audit of subprime
lender Cattles and its biggest
division, Welcome Financial
Services. It is the second-largest
ever fine the Financial Reporting
Council has handed out, reported
the Financial Times.
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G-20 leaders meet at opening ceremony of the
G-20 Summit on 4 September in Hangzhou

Deloitte runs its first Bitcoin ATM

Deloitte in Canada became the owner and operator of its first
Bitcoin ATM machine earlier this month. The bitcoin transaction
machine, or BTM, was unveiled in the Toronto offices of Deloitte’s
blockchain division, Rubix. It can accept up to 1,000 bills in multiple currencies. “We see this as being an important milestone for us
as an organization. It’s a move to improve accessibility and handson learning as the first step toward greater blockchain adoption,”
Strategy Leader of Rubix by Deloitte, Iliana Oris Valiente, told
CoinDesk. Rubix by Deloitte is the firm’s blockchain technology
offering based in Canada, which works exclusively on enterprise
blockchain applications with its clients globally.

U.S. army made trillion-dollar account errors

The U.S. Army made trillions of dollars of improper accounting
adjustments to its financial data for the fiscal year 2015 that was
not adequately documented and supported, according to a June
report by the Defense Department’s official auditor, the Inspector
General. According to the audit, the Army and the Defense
Finance and Accounting Service made US$2.8 trillion in third
quarter adjustments and US$6.5 trillion in year-end adjustments
to army general fund data. The disclosure is the latest example of
the severe accounting problems plaguing the Defense Department
for decades, reported Reuters.

IFAC calls on G-20 to build trust

The International Federation of Accountants released comprehensive recommendations to G-20 members, ahead of the Leaders’
Summit in China earlier this month. Its publication Trust and
Integrity: The Accountancy Profession’s Call for Action by the
G-20 includes recommendations on actions to create sustainable, inclusive public and private sector growth. IFAC launched
a Twitter and LinkedIn campaign to promote such actions using
the hashtag #BuildTrust. It specifically calls on G-20 members
to address stronger governance for trust and integrity in business
and the public sector; and creation of a cooperative, consistent and
smart global regulatory environment.

Chinese companies change dollars to yuan

Chinese companies in Hong Kong are now reporting their earnings
in yuan in their financial statements, abandoning the long-held
practice of reporting in Hong Kong dollars. Some companies have
made the switch amid the yuan’s growing international importance
– it is set to join the International Monetary Fund’s basket of
global reserves next month. JPMorgan Chase & Co. says a weaker
Chinese currency, which has fallen 9.2 percent against the Hong
Kong dollar since the start of 2014, is triggering the move, reported
Bloomberg. According to analysts, the yuan might decline a
further 1.3 percent to a six-year low by the end of December.
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TAPPING INTO
OPPORTUNITIES
Pokémon Go, an augmented reality mobile game, has
caused a global frenzy since it was first released in July,
getting both hardcore and casual gamers out of their homes
and onto the streets. Jemelyn Yadao looks at how mobile
app developers in Hong Kong can learn from it
Illustrations by Benedetto Cristofani

B

rian Hui was always borderline late for a meeting when
taking the MTR. He says it
was because choosing the right exit
is like taking a gamble and losing
every time. “You’re like a headless
chicken not knowing where to board
the train or where to exit. In some
cases, if you take the wrong exit you
may not be able to backtrack inside
the train station,” he says.
To avoid that problem now, Hui
simply grabs his iPhone and opens
up an app – his app. Pokeguide is an
MTR navigation tool that claims to
help last-minute decision makers
get to their destination more quickly
and easily. “‘Poke’ as in finger
pointing and ‘guide’ as in guiding
you to the right place in the MTR,”
he clarifies. The app tells travellers
the best carriage door for boarding
the train so that they can go straight
to the escalator and avoid the crowd.
It also provides recommendations
for leisure activities and shopping
discounts in their proximity.
“We now have around 80,000
downloads,” says Hui, Cofounder
of Pokeguide. “When we launched
the second version in July, we were
in the top 10 most downloaded
iOS apps for three weeks. I think it
proves that locals really need a tool
like this.”
Pokeguide is no match, however, for the global phenomenon
triggered by another app with a

similar name that was released
in July. The Pokémon Go app,
developed by Niantic, enables
mobile users to locate, capture and
battle virtual Pokémon creatures,
and delivers a location-based
augmented reality experience
(Pokémon appear on screen as if
they were in the same real-world
location as the player). The app has
become a massive success with
Guinness World Records confirming last month that it has set five
world records, including most
revenue grossed by a mobile game
in its first month (US$206.5 million) and most downloaded mobile
game in its first month. It may be
considered the latest fad, but there
are many lessons to be learned by
other developers, including those
in Hong Kong, seeking to come up
with the next big success story.
Hong Kong’s mobile app
industry, however, is currently
characterized by slowing profitability and revenues, according
to the Mobile Apps Industry 2016
survey, conducted by the Academy
of Hong Kong Studies and the Hong
Kong Institute of Education, which
surveyed 100 of the city’s mobile
app companies. Only 25 percent
of respondents indicated that their
business was profitable, down 41
percent from last year. Revenues
have also declined, with more than
half of the companies drawing

in yearly revenues of less than
HK$500,000 this year.

Keeping users appy
Developers around the world are
dealing with a fatigue setting
in among consumers. About 27
percent of respondents downloaded
more than five apps per month last
year, a 4 percent decline compared
with 2014, according to a Deloitte
report. Meanwhile, a 2015 study
by comScore reveals that smartphone owners in the United States
typically only use about three apps
frequently. Unless apps are truly
innovative, it is becoming increasingly difficult to convince users to
download them.
“In the past couple of years,
there have simply been too many
apps with very limited storage
space on mobile devices,” says
Steve Lo, Managing Partner of EY
Technology, Media and Telecommunications. “We estimate that
about a quarter of mobile apps
would get uninstalled within the
first ten minutes, partly because the
low entry barrier to this industry
causes a lot of competition, which
drives down the quality of the apps.
So people are not really excited
about new apps coming in.”
Getting people to even know
their apps exist is a major challenge
for developers, as there are almost
1,000 apps being submitted to
September 2016 13
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The most popular apps in the world
Estimated number of global app downloads in May 2016

Source: SensorTower, Nomura Research

WhatsApp

Messenger

Facebook

Snapchat

Instagram

41.2M

39.3M

36.0M

27.0M

25.6M

the iOS App Store daily, according to
PocketGamer.biz. “If an app is not on
the front page, the world does not necessarily know that app exists. That app
will be on the App Store but nobody
will ever download it,” says Victor
Tan, Cofounder of a sports technology
start-up focusing on revolutionizing
how recreational sports is played, and a
member of the Hong Kong Institute of
CPAs as well as the Co-convenor of the
IT Interest Group Organizing Committee. He notes that only apps with 1,000
to 2,000 daily downloads are featured
in the front page categories.
To achieve that number of downloads, larger app developers have been
turning to television advertising. Hong
Kong viewers may be familiar with
the TV ad of mobile game app Clash
Royale – particularly its catchy theme
song (based on Flash by British rock
band Queen) – which became the most
downloaded and top-grossing app on
the iOS App Store when it was released
earlier this year. The app’s Helsinkibased developer, Supercell, created
a Hong Kong-version of the advert,
reaching out to gamers in a city that has
a smartphone penetration of 87 percent,
the highest in the Asia-Pacific region,
according to Nielsen.
“New media has moved on to advertising on traditional media. If I’m an
app developer, I would want to advertise on TV but it’s expensive especially
if you’re a start-up,” says Tan. “You’re
starting to see examples of mobile apps,
mainly games, occupying prime TV
advertising slots.”
In such a competitive environment,
there’s a tendency for developers to create quick and mediocre apps, resulting
in a lack of high quality apps like Pokémon Go, notes Lo at EY. “If we look at
the whole market for mobile apps, the
low entry barrier is a major reason why
not many people really want to focus
on building their capabilities to create
14 September 2016

something of quality. They need to create something really quick and launch
it. You may have 20 different ideas so
you try them out to see which one will
stand out but none of them may work
out. This ‘fail fast’ approach in a way
contributes to the phenomenon.”

Hong Kong problems
As most app developers in Hong Kong
are start-ups, raising funds is another
challenge. “If you look at countries
like Finland, developers there have a
lot of support from the government. If
you go north and look at the Mainland,
the market is consolidating right now,
so you see more and more big players
with loads of cash. And in Hong Kong,
in order for you to create a high quality
app, you need a lot of financial muscle
and that’s a major hurdle for Hong
Kong developers,” says Lo.
With the industry facing a more
challenging environment this year, more
government help is recommended by the
Academy of Hong Kong Studies. “Many
developers rely on government support,
such as funding foundations, and not
all financial subsidy schemes are fully
utilized by developers. For sure, more
government supports are welcome to
cater to the needs of the industry in
different stages: start-up, growing, and
well-established,” says its research
coordinator, Dominic Lee.
Meanwhile, there is concern among
Hong Kong developers that angel
investors in the city are reluctant to
take a risk on new businesses. “Seeking funding is important yet difficult in
Hong Kong because the majority of the
angel investors still evaluate start-ups
using very traditional ways like a mix of
net asset value, price/earnings ratio and
yield. However, when investing on app
start-ups, or any start-up, you are foreseeing a future of a three to five-year
frame instead of the current moment,
so investors should focus more on the

strength and potential of entrepreneurs,
the market traction of the business and
how they can upgrade the business to
the next level with this investment and
involvement,” says Hui of Pokeguide.
The traditional dearth of funds is
slowly being filled by a slew of incubation and funding programmes and new
initiatives such as FbStart, which was
created by Facebook in 2014 to help
start-up mobile developers to build and
grow their apps. The programme has
grown to more than 9,000 members
from 137 countries. “We are currently
in the HKFYG JP Morgan STEP
programme, HKSTP Incu-App, PolyU
Micro Fund, PolyU Good Seed, Facebook FbStart and Microsoft BizSpark,”
says Hui, adding that his company is
now seeking funding to strengthen its
Hong Kong business and expand to
Taipei and Singapore.
The Hong Kong industry is also
suffering from a short supply of good
technology engineers. “If you look
at the university admission data, not
many students want to go into engineering. So on the one hand we don’t
have enough new blood coming into
the industry and then on the other hand
top-tier tech companies like Google,
Apple and Facebook are hiring local
fresh grads in recent years because the
job market competition in the Bay Area
is crazy,” says Ben Cheng, Cofounder
of Oursky, an app and web development company in Hong Kong. “When
we try to give offers to fresh grads the
competitive offer is not from other
vendors, but from Google so right now
we are facing tough competition.”

Diverse models
Some of the local talent prefer to stay
in Hong Kong to develop innovative
mobile apps that cater to the daily
needs and habits of Hong Kong’s
smartphone users. Examples include
Openrice, Foodpanda, MyObserva-
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tory, Hong Kong Movie and the
CitybusNWFB apps.
Indeed, local developers are
increasingly being “more creative”
and moving away from the already
saturated area of consumer-oriented apps, says Cheng. “The cost
of acquiring users is skyrocketing
and people are trying to deal with
it by developing apps in more niche
areas, for example by creating an
app that targets a particular group
of people, or solves a particular
problem,” he says. “More and more
people are also doing business-tobusiness applications.” By having
their revenue model go beyond
advertising, developers can pay off
the acquisition costs and resolve
profit problems from diversified
angles, he adds.
Another trend that developers can take advantage of is an
increased demand from employers
for mobile applications that offer
staff mobile accessibility to workrelated information. “There are a
lot of opportunities to improve and
migrate existing business processes

with IT and cloud technologies,”
says Cheng. “This is just the beginning. We recently helped a public
financial multinational corporation,
which was turning its office into a
hot desk environment, to deploy a
mobile app system that allows staff
to check-in to a desk, and search
where their colleagues are. Mobile
applications can improve a team’s
and company’s productivity.”
Pokémon Go highlights the
potential of augmented reality technology and may lead many developers to explore this in the future.
“Because of Pokémon Go, everyone
talks about augmented reality or
virtual reality, yet it’s a technology
that has been around for a long time.
The only problem is the technology has not caught up in terms of
the video screens,” says Tan of
the sports technology start-up. “I
think there will be a lot of apps or
companies that will form to develop
something along those lines.”
In addition, mobile device
advancements could drive new
innovations in the mobile gaming

market, creating additional revenue
opportunities for developers. “One
of the reasons you don’t see a game
like Call of Duty on the mobile
platform is the mobile phone’s
CPU is still not powerful enough
and that is counterbalanced by the
overriding battery consumption
requirements. If you have a very
powerful CPU, your battery life
will be short and it is already short
as it is. But every year the mobile
hardware improves and becomes
more powerful,” says Tan.
No matter what the app does,
developers are urged to consider a
few core elements: “Establishing
your product positioning and your
target users, understanding user
expectations, a strong focus on
user experience design and using
the enablers like social media –
those are the key success factors
for developers going forward if
they want to get away from an
already sluggish environment,”
says Lo at EY. “Pokémon
Go happens to do pretty
well in all of these.”

Google,
Facebook
and Twitter
dominated
global app
downloads
in May, with
Facebook
owning four of
the five mostdownloaded
apps in the
world, according
to SensorTower
data.
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Thomas Wong

The Chairman of the Institute's Small and Medium
Practitioners Committee, and Managing Partner
of Nexia Charles Mar Fan & Co., highlights the
myriad ways SMPs can stay ahead of changing
standards and regulations

Big challenges for small practices

A

ll firms, whether big or
small, face various challenges but with different
degrees of intensity. According to the
International Federation of Accountants’ 2015 global SMP survey, the
two most pressing challenges facing
small- and medium-sized practices
are keeping up with new regulations
and standards, and attracting new
clients. In the case of Hong Kong,
according to a mini-survey carried
out at the Institute’s 2015 SMP symposium, the top challenges facing
SMPs are the same – keeping up with
new regulations and standards affecting CPA practices.
SMPs cover a wide range of
firms, from sole proprietorship to
medium-sized firms. The majority of
the CPA firms in Hong Kong (around
95 percent) are sole practitioners or
firms having less than three partners. SMPs provide a broad range
of professional services, from audit,
accounting and tax services to business advisory, to meet the needs of
their clients who are typically smalland medium-sized entities. They also
remain heavily reliant on audit services as their main source of revenue.
Hong Kong Standards on Auditing have fully converged with International Standards on Auditing and
accordingly, HKSAs will literally
need to follow the international standards. The International Auditing and
Assurance Standards Board maintains
a policy of a single set of auditing
standards being applied to all audits

in order to ensure that the consistent delivery of high-quality audits.
Hence, every audit, whether small or
large, simple or complex, needs to
comply with these standards.
There are concerns that some of
these regulations and standards are
uppermost in the minds of SMPs for
whom compliance may be disproportionately burdensome. The IAASB,
nevertheless, acknowledges that
some requirements in the ISAs may
not be relevant in the circumstances
of a particular audit (e.g. audit of
an SME) and in applying ISAs, the
auditor is allowed to exercise professional judgment to determine the
most effective approach for an audit
of a particular entity.
The Institute’s Small and Medium
Practitioners Committee was set up
with the objective to provide advice
and assist the Institute to understand
the needs, interests and concerns of
its SMP members, and to provide the
necessary support to them.
The Institute has created a designated webpage to facilitate its
members in the SMP and SME sector
to access related technical resources
effectively. In addition, the Institute,
with the assistance of the committee,
published Audit Practice Manual and
A Guide to Quality Control as well
as the issuance of technical bulletins.
The manual, with audit programmes
and illustrative cases, provides guidance to the SMPs on how they can
effectively conduct an audit in accordance with HKSAs while the guide

assists SMPs with practice management issues.
The Global Knowledge Gateway,
created by IFAC, provides useful
technical resources to SMPs. The
IFAC’s SMP Committee website also
has useful guides covering practice
management, quality control, and
ISAs for auditing SMEs.
The Financial Reporting Council
in United Kingdom is also a good
resource centre that publishes practice
notes for practitioners. The Practice
Note 26 Guidance on Smaller Entity
Audit Documentation is useful for
SMPs, demonstrating the extent of
documentation required for compliance with ISAs with illustrative
examples.
This year, the Institute has partnered with the Institute of Chartered
Accountants in England and Wales
in offering members free, premium
resources on audit and ethics under
the International Accounting, Auditing & Ethics online platform. Members are encouraged to make use of
this facility.
There are indeed plenty of
resources, both locally and globally, that provide useful guidance to
help SMPs tackle the changing and
demanding standards and regulations. As practitioners, we need to
know where to look up for them and
keep our knowledge up to date. Apart
from empowering our knowledge,
the pooling of resources or joint
cooperation among SMPs may be a
way forward.

“ The two most pressing challenges
facing small- and medium-sized practices
are keeping up with new regulations and
standards, and attracting new clients.”
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STAYING
ON TRACK
Frederick Ma, Chairman of the MTR Corporation,
explains to Jemelyn Yadao how he faces up to
the challenges of meeting public expectations
amid project delays in the age of social media,
and why he has high hopes for the Hong Kong rail
operator’s future
Photography by Juliet Shayne Lui

“C

Frederick Ma previously
chaired the independent
committee mandated to
review the background
of and reasons for the
delayed construction of
the Hong Kong section
of the GuangzhouShenzhen-Hong Kong
Express Rail Link

an you see what we’re doing
from here? Come over,” says
Frederick Ma as he springs
from his seat towards the room’s floorto-ceiling window, 33 floors above the
ground. His eyes fixate in the direction
of the distant West Kowloon District
and a cluster of cranes, which will
become the 11-hectare West Kowloon Terminus – the final stop of the
Guangzhou-Shenzhen-Hong Kong
Express Rail Link, also known as
XRL, and one of the high-profile
projects keeping him busy as Chairman of the MTR Corporation.
“You can only see a cover structure
but a lot of work goes on underneath it.
In the future, you will go downstairs to
the very bottom for your train, and this
is why it is such a difficult project,” he
says. “When it is finished, everybody
will love it, I assure you. But right now,
it is painful going through it all.”
Indeed, the pains of building the
high-speed rail link, including the
construction delay and cost overrun of
the project denting public confidence
in the railway giant, has weighed heavily on Ma’s shoulders since he assumed
the role of Chairman in January. The
26-kilometre underground line is
expected to be operating in Q3 2018

yet it had the initial completion date of
2015. MTR had said one of the reasons
for the delay was the major flooding in
March 2014 in the railway tunnels that
were under construction, resulting in a
tunnel boring machine being damaged.
A few days before Ma spoke to
A Plus in early July, the Legislative
Council’s Select Committee released
the findings of its inquiry into the
delays to the project, concluding that
MTR “deliberately covered up” the
project delay on the part of its former
projects director Chew Tai-chong and
former chief executive Jay Walder. Ma
rejected the allegation to the press.
This is not Ma’s first stint at the rail
corporation. The former secretary of
financial services and the treasury was
previously a non-executive director at
the company between 2002 and 2007,
prior to its merger with the KowloonCanton Railway Corporation. He
then returned to the company in 2013,
leading the six-member independent
committee to look into the delays to the
construction work. While the committee found there were numerous reasons
for the delays affecting the XRL project, it concluded that the projects team
handled the engineering aspects in a
professional manner.
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“People often ask, have you swallowed
too much, taking on several projects
in one go? With the labour situation,
yes. But a lot of it is hindsight.”

Apart from its railway
network in Hong Kong
of more than 220 km,
the MTR runs a network
of more than 800 km
outside of Hong Kong.
The company currently
operates three lines in
Beijing (Beijing Metro
Line 4 and Line 14,
and Daxing Line); the
Shenzhen Metro
Line 4 (Longhua Line);
the Hangzhou Metro
Line 1; the Melbourne
Metro (it will also run
the Sydney Metro
Northwest by 2019);
the Stockholm Metro;
the London Crossrail;
and the London
Overground.
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“One of my main takeaways was that the
company expanded so much between 2007
and 2013. I didn’t realize this because I was
out of it. I was a user of MTR, but I never
got a copy of the annual report and read it.
And the company had undertaken some very
ambitious projects, including XRL, as a
project manager,” says Ma.
XRL ended up facing a number of unprecedented challenges. “People often ask, have
you swallowed too much, taking on several
projects in one go? With the labour situation,
yes. But a lot of it is hindsight. In hindsight,
who knew that the Hong Kong government
would not approve imported labour? Who
knew we would encounter a lot of geological
issues? It’s very difficult to tell.
“Our line is all underground because land
is precious in Hong Kong, but to construct
the tunnel in this way costs three or four
times more than constructing it above
ground. That’s what the experts are telling
us. And when you dig underground, there are
a lot of uncertainties,” says Ma. “We didn’t
discover, for example, utility issues in the
Jordan area until we found out it was a huge
problem.” The presence of major utilities
(power cables, telecommunications cables,
and water and gas pipes etc.) directly beneath
Jordan Road means MTR had to carefully
divert from them during construction of
XRL. Another reason for the delay was the
unforeseen ground condition. “To do tunnelling is very tough, but we have overcome that
now and have moved on to superstructure,”
he adds, referring to the building works
being carried out above ground.

Tunnel vision
Ma admits that the company has been struggling with an image problem for the past two
years. He cites the high expectations of Hong

Kong locals and the rise of social media as
contributing factors.
“Even while maintaining 99.9 percent reliability, inevitably, machines are
machines. They do breakdown. When there
were breakdowns in the old days, people
didn’t have social media or iPhones, so they
didn’t know about it that much. Today, the
minute they are at the station and they see a
delay, they take a photo, send it to the media,
the media reports it. It’s like a vicious cycle.”
MTR fare rises have also been a continuous source of discontent. Public protest
against the company was triggered after
it announced a fare rise of 2.65 percent,
effective in June. “With this so-called fare
adjustment mechanism, they just look at the
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numbers and say: “You make HK$13
billion in profit – That’s a lot.” To you
and me it’s a lot of money but mind you,
the return on equity is only 6.5 percent.
Is that high or low? You judge. So as a
result, we have become an easy target
for the public to criticize us.”
Ma is well aware that there is much
work to be done by him and his team
to keep the MTR on track. To kick off
the process, Ma says it was vital for the
company to establish its vision. “In any
company if you don’t have vision, you
won’t be able to go forward in the best
way. My vision is to deliver the projects
on time and within the budget as we have
told the public. That way we would build

confidence among our stakeholders on
the company’s operations,” he says. “But
having a vision is not good enough. You
must have execution – that is the job
of our executive team, to carry out the
vision as set out by the board.”
Another thing that makes a company
successful is communication, says Ma.
“When I was chair of the independent
committee, I realized there were certain
areas of improvement. Because the
company was getting bigger, it needed to
improve its internal communication. We
also needed to communicate more with
the public. So we hired our corporate
affairs director to improve on that,” he
explains. This is particularly important

for a company like MTR, which carries
5.5 million passengers a day. “We need
good communication with all our stakeholders, our passengers being the most
important. Communication is the job of
everyone at the company, from myself all
the way to the platform station assistant.”
In response to feedback from the public about congestion at stations and signal
breakdowns, two new lines – the Kwun
Tong Line extension and the South Island
Line – are scheduled to open within the
next nine months, he says. “When we
open the lines, some of the congestion
issues will be eased somewhat. But the
big one will come when we finish the
Shatin to Central Link with two phases
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Ma, who also served as
secretary for commerce
and economic development
in 2007, has extensive
experience in the banking
and financial sector

“You’re not just training people,
you’re building your network
and reputation.”
to be completed in 2019 and 2021
respectively,” Ma adds. “We just
have to do better and strive to
improve customers’ satisfaction
over our services.”

Opening the doors
The sheer size of the company, and
the essential role it plays in Hong
Kong life, has made Ma an advocate for corporate social responsibility. “CSR has to be part of
our corporate strategy, part of our
vision,” he says. “We seriously put
a lot of effort into energy saving,
for example, in our operations. We
have 17,000 employees, so CSR is
very important. We also have to
care about the population at large.”
The company has a particular
focus on responding to the city’s
aging population by making
travelling smoother for the elderly.
“The government has released
statistics that show currently we
have one million people above
65 years old, but by 2040 that
number will be close to three
million,” notes Ma. “As such, we
pay a lot of attention to this issue.
For example, the signage caters
to older people like myself and
features bigger characters. We
install benches at stations or in
shopping malls we operate, we
have travelators to carry people
who can’t walk for long, we cater
to people in need, and we put lifts
in stations so you don’t have to
walk many steps.”
Nurturing future leaders in the
company is also a priority for the
chairman. The company is currently devising its MTR Academy
initiative, which will be open to
22 September 2016

not only locals, but people from
countries along the Belt and Road.
It will be rolled out later this year,
says Ma, who first raised the idea
to the board last year despite the
company already providing internal training for existing staff. He
sees the programme as a win-win.
“My idea was to train external people. Why? These external people
could one day work for MTR. Also
I believe that as a leader in the area,
we have this responsibility of training for other operators. You’re not
just training people, you’re building your network and reputation.”

Continuous journey
Even after leaving the government
in 2008, Ma continued working on
a part-time basis. “I went to university to work as a professor and
then I took on INED jobs at many
companies and got involved in a lot
of charities and school activities.”
At one point, he sat on eight company boards across different industries, both local and international,
later resigning from four of them
after taking up his current role. At
present he has three professorships
at the University of Hong Kong,
Hong Kong Polytechnic University and his alma mater Chinese
University of Hong Kong.
A belief in continuous learning
keeps him busy, he says. “I believe
in connecting with people so that
I can learn from them. With the
school activities, I hope I can
contribute to young people’s lives.
I want to feel my life is productive
and fulfilling.” He has also taken
up an additional role recently as a
grandfather. “Now that I have my

first grandson, and my granddaughter will be born in a few
months’ time, I’m looking forward
to spending time with them.”
However, Ma knows he won’t
be slowing down anytime soon.
While he considers MTR to be
the pride of the city, there is work
to be done to get others to agree.
“I think by delivering the railway
projects on time, by making sure
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that we communicate well with
the stakeholders, by improving
our systems further, over time the
people of Hong Kong will appreciate MTR,” he says. “The majority
do appreciate us. It is a very small
group who are making noise but we
appreciate that.”
Ma recalls his days as a university student travelling to Jordan
across the harbour, where he would

teach part-time to make extra cash.
“I had to take a bus from HKU down
to Central pier, passing through
Western District, and at that time
buses didn’t have air-con. It took
me an hour and 15 minutes. Then I
switched to a ferry, got off at Jordan
pier, and walked to the school I used
to teach at. The total journey took
two hours.” Today, he highlights, the
journey from HKU station to Jordan

takes half an hour. “That’s what
MTR does for Hong Kong.”
“I mentioned in my chairman’s statement that I wished that
over my tenure I will make this
company the pride of Hong Kong
people. I really think Hong Kong
people should be proud of MTR.
Can you imagine Hong
Kong today without MTR?
I cannot. I just cannot.”
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GROOMING A

DIGITAL
GENERATION
With the advent of Big Data, artificial intelligence and
other innovations, the face of accounting is changing at
a breathtaking pace. James Kelly looks at the future
training needed to help prospective CPAs utilize new
technology and take on an ever-evolving role
Illustrations by Annemarie Kleywegt

E

arly on in his career with
Deloitte, Peter Koo was identified for special treatment. In
the late 1990s, he was groomed in
the nascent issue of cybersecurity.
After intensive training in Silicon
Valley, Koo, who had left Hong
Kong to study in Canada and the
United States, returned to lead the
Deloitte cybersecurity team.
Koo, now a partner with the firm,
is responsible for identifying those
attributes in new recruits to meet the
needs of a changing workplace and
emerging technologies, with an eye
on the future.
“Candidates from traditional
accounting to financial management
will be our first choice although we
do hire from other departments like
engineering as some of them can be
converted to accounting professionals,” says Koo, a Hong Kong
Institute of CPAs member.
“But we may change to focus
more on students with majors in
finance and accounting plus a minor
or elective in MIS (management
information systems) or information
technology-related areas.”

New skills

Proficiency in IT and computer
skills, interpretive and analytical

skills, together with interpersonal
and communication skills seen as
essential to future accountants. The
Big Four have invested significant
resources to identify tech-savvy
qualities in their candidates.
Simon Tsang, the former chairman of the Institute’s Qualification
and Examination Board, and Partner
and Asia Pacific Human Capital
Leader at PwC, notes a drastic change
from his entry to the profession.
“I have to admit, when I started
people didn’t talk about [skills]
development, but about the auditing
steps,” he says. “Broadly speaking
the role of audit fundamentally is
the same, but the expectation is different. An audit report from 20 years
ago was only one paragraph, now
it’s two pages and people now try to
ask for more.”
Prior to sitting down with A Plus,
Tsang had welcomed some of the
500 graduates his firm will recruit
this year in its state-of-the-art
learning and development facility in
Kwun Tong, which includes a professional studio and editing suite to
create in-house e-learning content.
“In today’s fast changing world
there is a lot of new stuff, for example FinTech and cybersecurity,
happening. I do not believe the uni-

versities can teach them everything,
but what universities can do is teach
people the basics and the way to
think and to analyse,” says Tsang.
“We hire not only accounting
and business students we also
hire the STEM (science, technology, engineering and mathematics) students. I focus a lot on the
potential of students and when I say
potential I mean learning agility
and aspiration in specific areas. If
people don’t have these traits it will
be very difficult to succeed.”

“I do not believe
the universities
can teach them
everything, but
what universities
can do is teach
people the basics
and the way to
think.”
However, it seems proficiency
in Pokémon Go is no indication
to a candidate’s tech savviness,
observes Koo.
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and at the same time, it provides easy
access to information without geographical restriction that increases
operational flexibility.
“However, cloud computing
involves the vendor’s support and
control; therefore, the audit work is
relatively more sophisticated compared with the regular IT audit work.
As a result, besides considering
the traditional risk-based IT audit
New technical areas
With the new information technology, approach, auditors may consider the
value-added audit approach as an
accountants will be able to apply
their data analytics and data mining alternate way of conducting cloud
computing audit.”
skills to better understand the business. They can not only distinguish
whether the data is reasonable and
“We are trying to
realistic, but also identify threats and
get extra screening
risks, says Raymond Wong, Senior
Lecturer at the School of Accouncriteria in to see if
tancy at the Chinese University of
Hong Kong.
they fear acquiring
“Accountants with knowledge
new skills. ‘I love
and business awareness in specific
sectors together with the application
my smartphone but
of different software can discover
I hate computers’
irregularities in transactions that
may indicate internal control weak– this is a minor
nesses and uncover risks or even
fraud,” says Wong.
disadvantage.”
Besides different computerKoo at Deloitte says there is a need
assisted audit tools and techniques,
for a bridge between the accounting
Wong says accountants should
demonstrate a good understanding of and IT audit communities to address
the demand for these new skills.
different accounting systems.
With IT taking on some of the
more repetitive tasks, future acThe right course
countants will be free to focus on
Both professionals and academics
advanced analytics and to exercise
agree that more can be done to better
professional judgment, providing
understand the supply and demand
greater insight. One of these new
of the industry going forward.
areas is cloud computing audit, says
University accountancy proCUHK’s Wong.
grammes should be designed to
“Many businesses are now lookprovide students with the knowling into and adapting to cloud comedge, skills and values, which help
puting and this trend will continue
them become future leaders in the
to grow further. Cloud computing
accounting and business community,
reduces the in-house operation cost, says Wong. The training should also

“We have observed of the younger
generation, interestingly, they play
with their smartphones all the time
but they have machine phobia.
That’s why we are trying to get extra
screening criteria in to see if they
fear acquiring new skills. ‘I love my
smartphone but I hate computers’ –
this is a minor disadvantage.”
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focus on developing students’ leadership, analytical, problem-solving,
and interpersonal and communication skills.
“Students at CUHK’s programme
are required to take the business
and accounting courses, such as
marketing, management, financial
management, auditing and taxation.
In order to train students to become a
versatile future leader, they are also
required to take a language course,
information technology course, general education course, and physical
education course.
“Students are also encouraged to
apply for internships and exchange
programmes where they can acquire
hands-on work experience and
broaden their social networks.”
Leading American business management academic Tom Davenport,
President’s Distinguished Professor of Information Technology and
Management at Babson College, says
the skills issue is an interesting one
facing the profession.
“I think it will be a while before
universities churn out large numbers
of graduates with strong analytical
orientations. In the short run, firms
will have to provide their own training in these types of skills. Some
analytic and informational skills will
be concentrated in specialists who
work on a variety of audit assignments. Others will be required of
audit generalists at particular clients.
The particular mix of skills will
evolve over the next several years.”
In June, the Deloitte University
Asia Pacific was launched in Singapore as its regional learning and
development centre. It joins similar
institutes Deloitte has opened across
its global operations. According to
the firm, the curriculum in the new
university will be tailored to the
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“While the
foundation skills
of the profession
won’t change,
the curriculum
will need to
reflect the world
around it in
order to remain
relevant.”

region’s business needs.
Meanwhile, the International
Federation of Accountants is looking
at what next generation accountants
will need to learn. With the advent of
AI and cognitive technologies, Sylvia Tsen, IFAC’s Senior Director,
Quality and Member Relations, asks
whether the curriculum needs to
change to prepare accounting students for this new environment.
“While the foundation skills of
the profession won’t change, the curriculum will need to reflect the world
around it in order to remain relevant.
As AI becomes more prevalent, the

technical skills we learn as accountants and auditors will need to be
supported by learning AI interfaces
and understanding how AI sources
and interprets information. Another
key consideration for our profession
is the so-called soft-skills. A professional accountant’s communication
and leadership skills are of increasing importance, which help us show
empathy and emotion – traits beyond
machines.
“As technology changes, professionals must adjust – which is
exactly what we have always done.
Indeed, given AI’s utilization in a

wide range of helpful areas in other
professions like health, it might
also be useful in assisting personal,
computer-based learning.”
This is an area being developed
and implemented by the Big Four by
introducing AI processes in the early
stages of recruitment to identify
suitable candidates and then later in
ongoing personalized learning and
development programmes, and even
real-time performance evaluations.
“We use AI for some of the screening tests but the final round is
with a partner which cannot
be replaced by AI,” says Koo.
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PACKING
A PUNCH
Henry Cheung, Chief Financial Controller
of Hong Kong-listed Lee & Man Paper
Manufacturing, explains to George W. Russell
how rising environmental consciousness, as
well as new technologies such as electronic
commerce, are creating new opportunities for
an old-fashioned commodity
Photography by Leslie Montgomery

T

o most people, those pocketsized packs of tissues
distributed by the millions
in China are unremarkable: they’re
sold everywhere – and often given
away with food, newspapers or other
small purchases – only to be used
briefly, crumpled and discarded. But
to Henry Cheung, they represent a sea
change in the social behaviour of the
world’s largest consumer market.
Cheung, Chief Financial Controller of Lee & Man Paper Manufacturing, has seen his company’s
investment in tissue paper soar. “The
market growth rate of tissue, as I
have seen from surveys conducted by
the China Paper Association, is 8-9
percent a year,” he says. That is far
above the low-single-digit rates for
Lee & Man’s other major products,
packaging and wood pulp.
The domestic Mainland market
accounts for about nine-tenths of
Lee & Man’s total sales, so it closely
watches for emerging trends. While
Chinese demand for personal-care
tissue paper is far from mature,
Cheung’s company has already detected concerns among consumers.
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“The tissue paper market is highly
fragmented with so much inferior
quality products being sold,” says
Cheung, a Hong Kong Institute of
CPAs member, adding that some
competitors make tissue from
wastepaper. “There are some serious
hygiene issues.”
At the same time, the company
is aware of growing environmental
concerns among Chinese consumers.
Lee & Man makes most of its tissue
from bamboo pith. “It is not as pretty
as [tissue made from] traditional
wood pulp,” says Cheung. “It’s brown
or yellow.”
However, while traditional timber
takes at least four years to mature,
bamboo pith – grown in forests near
Ruichang, Jiangxi province, where
Lee & Man has a factory – is an annual crop. “The younger generation
finds products made from bamboo
more acceptable. It’s unbleached so
there are no chemicals,” he says.
The Jiangxi plant is one of the five
the company has in China. There are
two sites in Guangdong province –
both in Dongguan – and one each in
Jiangsu province and Chongqing.
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Henry Cheung joined Lee &
Man Paper in August 2002
when the company was
preparing for flotation
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After studying
accountancy at
what is now Hong
Szeto with a
Kong Polytechnic
24-inch-diametre
University,
Cheung
firework
moved shell
on to
that
workingdummy
at Deloitte
was
madefor
in
as an
auditor
Japan,
10known
years
for its fireworks
craftsmanship
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Cheung says Mainland tax and other
laws have become more standardized
over the years.
“With all our various locations you
have to meet with different people in
finance, mainly the tax people, but also
bankers, and while I think there are
some differences between the various
locations, it is more unified,” he says. “I
think in the old days, there were more
differences in business culture but now
everything is computerized.”

Professional growth
The company had begun life in 1975
as a Hong Kong-based designer and
manufacturer of handbags. Cofounder
Raymond Lee was dismayed by the
dearth of decent packaging material
available at the time and saw an opening
for a new business.
By the time it opened its first Dongguan factory in 1994, Lee & Man was
solely engaged in the manufacture of
containerboard – that ubiquitous brown
corrugated cardboard used for boxes
and other packages – and wood pulp.
Cheung, who joined the company
in 2002, had obtained a professional
diploma in accountancy at what is now
Hong Kong Polytechnic University.
Faced with the choice of working for the
civil service, a private-sector company or a Big Four firm, Cheung chose
Deloitte. “There I could receive more
formal training and more exposure to
various industries,” he explains.
During his decade at Deloitte,
Cheung worked as an auditor, covering a variety of industries, including
manufacturing, banking, insurance,
real estate and the legal sector. “I
gained much experience in flotation
exercises as well as reorganization and
restructuring.”
These experiences, Cheung notes,
did more than just hone his techni-

cal abilities. “I also met many people
and developed my communication
skills,” he recalls. “That helped me with
problem-solving and meeting reporting
deadlines.”
When Cheung arrived at Lee &
Man, the company was preparing for
its own listing on the Hong Kong stock
exchange. Cheung, in addition to his
traditional roles as senior financial
officer, took on the increasing burden
of reporting and compliance issues
such as meeting the requirements of the
listing rules and addressing corporate
governance.

“I could see that
this was a great
opportunity to
join a fast-growing
company.”
Over the past 14 years, Cheung
has witnessed exponential growth in
complexity. “First of all the compliance
and the rules are more comprehensive,”
he says. “There are more disclosure
requirements and in the past few years
we have been talking more about internal controls, environmental, social and
corporate governance issues.”
In addition, under Cheung’s tenure,
Lee & Man has seen a more than 10fold increase in production capacity.
“My experience in Deloitte was a good
fit,” he recalls, “and I could see that this
was a great opportunity to join a fastgrowing company.”
In 2002, the company boasted
just one mill in Dongguan, producing
500,000 tonnes of paper. “Right now
we have five sites in China,” Cheung
points out. “I expect that by 2017, our
tissue paper capacity will be 570,000

tonnes and containerboard will be
5.6 million tonnes.”

Advanced technology
Part of that growth strategy is to
expand beyond China. By the end of
this year, Lee & Man expects to begin
operation of its first plant outside the
Mainland, a HK$9 billion facility in
southern Vietnam’s Hau Giang province with initial production capacity of
about 420,000 tonnes a year.
“We do not really do exports from
China because of tax – we’re talking
about another 17 percent in export
sales tax – so we would like to use all
our resources in China to handle the
domestic market,” says Cheung. “In
Vietnam we will have a four-year taxfree period and another nine years at a
15 percent tax reduction.”
However, the expansion has been
far from smooth. Environmental concerns – the plant is located on a bank
of the river Hau, about 20 kilometres
southeast of Can Tho in the Mekong
Delta region – have caused delays and
sparked protests.
To be sure, some accusations have
been unfounded. The plant was blamed
for a mass die-off of fish earlier this year
but, as Cheung points out, the factory
was not even operational at the time. The
company is spending up to HK$4 million to build an additional water tank to
assuage concerns over pollution.
Cheung insists that Lee & Man has
been a leader in environmentally sustainable production and that the Vietnam plant is a state-of-the-art facility.
“We have already got the best machines
in the world,” he says. “In terms of technology we are already at the high end.”
One result is that packaging paper has
become much lighter without losing any
of its strength, which makes for more
efficient production. “There is a limit,
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“With the development of more mature
e-commerce trading, the higher the value,
the more you would as a customer expect
to have a more high-quality package.”

though,” he says. “You can’t use
tissue paper to wrap a TV.”
Better machines also produce
a more consistent product, a
vital quality because packaging has become an extension
of brand identity. “Colour, for
example, is quite important,”
says Cheung. “If you are a shoemaker and you want a box for
your shoes, it has to be not only
durable but also they all have to
be the same shade.”
Given its technological advancement, the paper industry is
highly automated. “You will not
see a lot of people at the mills,”
says Cheung. “The whole group
employs no more than 7,000
workers.” However, paper is
more capital intensive compared
with other industries, he adds.
“Setting up a single production
line can cost billions of Hong
Kong dollars.”

Glossy future
Such high investment will pay
off in the future, Cheung forecasts. One reason for optimism
is electronic commerce. According to McKinsey & Co. data, online sales in China totalled 3.895
trillion yuan (HK$4.511 trillion)
in 2015, a rise of more than 33
percent over the previous year.

“E-commerce does help in
terms of the increasing usage
of paper – if you buy a set of
glasses, for example, they have
to be packaged individually – so
the usage will increase,” says
Cheung. “But right now e-commerce is still underdeveloped.”
He notes that the average
value of any item sold on the
web is relatively low. “The
products sold through e-commerce are still not that high in
terms of value, so you won’t see
high-quality paper used for the
packaging,” he explains.
“I have made purchases online in China and they will often
use a recycled box,” Cheung
adds. “But with the development
of more mature e-commerce
trading, the higher the value, the
more you would as a customer
expect to have a more highquality package.”
Lee & Man’s economies of
scale have seen it ride out consolidation among China’s paper
processors. Since 2010, more
than 5 million tonnes of paper
production capacity have been
removed from Guangdong, with
authorities clamping down on
small, inefficient and polluting
factories. That has helped the
company post record high prof-

its of HK$1.43 billion last year,
sharply up from the previous
high in 2014 of HK$1.12 billion.
As a CPA, Cheung is focused on costs but in the paper
industry he has very few tools
at his disposal. “Our major cost
element is the wastepaper that
we turn into containerboard,” he
says. “That accounts for more
than 75 percent of our costs.”
The industry, Cheung adds,
works on a spot market. “We
don’t have long-term contracts
with suppliers or with customers, and the selling prices of
our products are reviewed on
a fortnightly basis, taking into
account supply and demand, the
market, and the cost elements.”
With the major suppliers in
North America, Europe and
Asia, Lee & Man’s purchasing
department works 24 hours a
day. “And because the price can
fluctuate, we need people with
experience and a keen sense
for sourcing at particular price
levels.”
Despite the challenges,
Cheung is optimistic about his
team’s abilities. “I think right
now the market will keep on
improving and one of the
reasons is that we have
more discipline.”

Lee & Man Paper
sold 48,000
tonnes of tissue
paper in 2015,
90 percent of
which was sold
to jumbo roll
manufacturers
in Chongqing.
The company
expects to expand
its tissue paper
capacity from
140,000 tonnes in
2015 to 355,000
tonnes by the end
of 2016.

September 2016 35

Under 35

Young guns

36 September 2016

aplus

PROFESSIONALLY
PROACTIVE
Young accountants are steadily stepping up and
taking charge of their careers. Tigger Chaturabul and
Julian Hwang talk to ambitious Institute members
under the age of 35 about their strides to success
Photography by Anthony Tung

I

Jackson Hui,
Co-Founder
of Tailor-M
(www.tailor-m.
com), works
with shops like
British Tailors to
connect people
with quality
seamsters

n 1997, Frankie Huen was in Form Six
in secondary school taking an elective
class in the principles of accounting. Such
lessons constructed the first building blocks
towards his approachable management style at
a Big Four firm. “People from the current and
upcoming generations require more respect,”
says Huen, now the Senior Manager of Financial Services at EY and a Hong Kong Institute
of CPAs member, who oversees more than
20 people. After establishing the guidelines,
effective communication between one another
is also essential when it comes to leading and
training staff, he notes.
With hard work and a willingness to lead by
example, Huen and several others of his generation are illustrative of the promising career
paths that are open to young CPAs.
“I was always into mathematics, but it was
my accounting teacher who inspired me,” Huen
recalls. “He was an accountant at a firm and
a HKICPA member, and his proactive way
of teaching just drew me towards the subject.
He shared his work experiences as he taught,
which made him feel more like a tutor instead
of a regular teacher.”
Huen’s academic prowess landed him a
scholarship in economics at a university in the
United Kingdom. “The university was wellknown for its economics degree, so I decided
to try that out instead of accounting,” he stated.
However, Huen soon realized his true calling remained in accounting. After returning

to Hong Kong, he discovered the Institute’s
conversion programme route, which allows
holders of non-accounting degrees to apply for
the Institute’s Qualification Programme and
become a CPA.
Huen prefers a more open management
approach, and according to feedback from his
team members, he is widely respected for both
his fairness and willingness to look beyond
simple scores on a report.
Huen has had his fair share of difficulties
at work, particularly during a project where a
Hong Kong-listed company wanted to issue
bonds in Singapore, but continuous support
from both his superiors and team members have
helped him get to where he is today. He wishes
for his team to experience the same result. “I
treat all of my team the same, whether they are
younger or older. Being open and talking to
them when they are troubled not only makes
them feel respected, but makes them more willing to accept challenges as well.”
Furthermore, Huen happily reaches out to
the next generation through EY’s internship
programmes. These events not only let him
train prospective accountants, but also hone his
management style and become an even greater
team leader.

Dynamic logistics

Teresa Kwan graduated with a master’s degree
in Industrial Systems Engineering, but is now
the Chief Financial Officer of Aviation for Asia
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Pacific at DHL Express, the world’s
leading international express services
provider.
“We had this module during college
that allowed us to tour and analyse various logistic facilities like fast-moving
consumer goods warehouses and large
scale fulfilment centres,” says the
Institute member. At that point, Kwan
became deeply fascinated with logistics.
After acquiring her master’s degree,
Kwan started work in the aviation
department at DHL. “I worked on large
scale network planning projects, which
gave me the opportunity to deal with
company structures, financial analysis
and budget processes,” Kwan says.
Gradually, subjects such as company
law, financial statements and taxation
became involved, and her knowledge of
them improved.
As CFO, Kwan’s tasks also involve
tackling issues such as risk management, providing professional advice
for business partners, and planning for
future projects.
Market expectation rises proportionately to technological growth, and there
are “calls for continuous improvement,
either in speed or in efficiency,” says
Kwan. One such innovation is the company’s recent collaborative project with
Volkswagen for smart car trunk deliveries in Germany. Still in its testing phase,
this concept promotes convenience and
bypasses the need for a package recipient to be present, and instead allows
DHL delivery agents to directly deposit
any parcels in the owner’s car through
a special authorization mechanism.
Should the results be fruitful, it will be
a concept that could potentially benefit
Hong Kong’s busy inhabitants.
Kwan also needs to support the
growth of the company while also
applying the principles and standards
set by the Institute in her daily work.

“Proper governance and business ethics
are integral to all businesses, not just at
large companies like DHL,” she says.

“Students often
ask me how they
can differentiate
themselves from
their peers and
I tell them that
commitment is key.”
Kwan is in charge of a small team of
four, and works closely together with
them. Regular coaching and feedback
sessions are held to discuss career aspirations and development needs – topics
that are essential with staff members.
“It’s important that we show an interest
in bringing them up to the next level and
to let them see that they have a career
path with the company.”
Younger generations are more
exposed to various ideas and cultures
given technology’s impact on the world
today. As a result, Kwan finds that they
have fewer restrictions when coming up
with solutions. “The veteran CPAs have
more hands on experience and industrial knowledge, whereas younger CPAs
contribute by coming up with innovative ideas,” says Kwan.

Committed solutions
Kenneth Lam manages more than an
audit portfolio of manufacturing, trading, shipping, mining and card payment businesses. The Audit Manager
at Mazars Hong Kong and Institute
member also focuses on capital marketing assignments, including projects on
initial public offerings, acquisitions and
overseas due diligence.

“My work as a reporting accountant
is not limited to compliance work, it also
involves providing integrated solutions
for tackling questions from regulatory
bodies and audit engagement for private
and listed companies,” says Lam. “I
focus on IPOs and mergers and acquisitions.” He has observed that more
and more small- and medium-sized
businesses are aiming to raise funding through IPOs, and there are strict
supervisions from the Hong Kong stock
exchange and the Securities and Futures
Commission.
Lam is often busy providing tailored
solutions to his clients. “After we submit
an IPO application, the HKEX and SFC
will send rounds of queries for which all
professional parties, including auditors, will furnish replies as quickly as
possible to meet the deadlines of the
deliverables. This means you have
proper internal meetings first, then the
meetings with the client or lawyers and
other professional bodies happen on the
weekend,” he explains, adding that he
has the flexibility to attend these meetings and can gain more knowledge from
the advice of other professionals, making him a more well-rounded CPA.
Because these projects do not follow
the normal peak and slack trend of auditing, Lam has to find a way to balance out
his life, especially now he has his first
baby. “My daughter was born just this
month so I’ve pushed to finish my tasks
and worked even harder so I can be with
my wife and the newborn,” says Lam. He
also prefers to work later on weeknights,
reserve Friday for a night out with
friends or colleagues and weekends for
as much family time as possible.
As a graduate from City University
of Hong Kong, Lam hopes to bridge
the link between Mazars and fresh
graduates by annually volunteering to
introduce the firm at his alma mater.
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“Students often ask me how they
can differentiate themselves from
their peers,” says Lam, “and I tell
them that commitment is key. It’s
depressing to see people jump out of
a firm after only two years with no
direction and inadequate experience
to become a manager at a commercial company. They end up having to
start from the beginning and wasting their past work experience.”
Working on capital marketing
assignments also requires strong
commitment and discipline. As soon
as Lam receives the queries from
regulators, he has to be ready to
respond quickly. “If a deadline ever
lapses on an IPO project, that means

we have to resubmit the application
and start the approval process over
again,” he explains. If the project
requires weekends and late nights,
Lam regards it as a strength that he
can stay for the job. “I love the satisfaction of seeing my clients achieve
their goals,” he says.

Bespoke services
When Jackson Hui thinks about the
future, he imagines what kind of
Hong Kong his daughter will grow
up in after 10 or 20 years. The former equity research analyst at CSLA
is now President and Co-Founder of
Tailor-M, an online marketplace and
directory for bespoke tailors.

“I to myself, is there anything
that Hong Kong has a competitive
advantage in besides finance or
banking,” says Hui, an Institute
member. Through his own experience in ordering suits to wear to
the office, he realized that there are
few places in the world with as high
a density of tailors as Hong Kong.
“There are around 300 tailors in
this city alone, while other places
may have 300 tailors in the entire
country. We also have world-class
tailoring quality at a third of the
prices in the West,” he adds.
Along with two partners, Jacky
Chan and Horace Leung, both from
investment banking backgrounds,

“The veteran CPAs have more hands on experience and
industrial knowledge, whereas younger CPAs contribute
by coming up with innovative ideas.”

Teresa Kwan,
CFO of Aviation
(Asia Pacific) at
DHL Express,
manages risk
and provides
planning for the
international
logistics company
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Frankie Huen is
Senior Manager
of Financial
Services at EY
with a passion
for becoming a
good role model
for his team

“People from the current and upcoming
generations require more respect.”
Hui set up Tailor-M in May. “Having
a CPA builds confidence in our team
and platform,” says Hui. “People
trust us because we have a team
of professionals who have strong
analytical skills and are good with
numbers.” By setting up an online
platform rather than a tailor shop,
Hui is keen to address one of the
issues facing Hong Kong’s tailoring
industry which is the lack of trust
among consumers in tailors. He aims
to help the industry as a whole and
do things differently.
“Setting up a tailoring shop
doesn’t necessarily mean it will
get more people to go for tailormade rather than readymade and
might actually hurt other tailors
by intensifying the competition,”
says Hui. “The Internet age is about
providing information, which is why
we wanted to provide information

to help people make a decision. It’s
about understanding and facilitating
the connection.”
The need for their services arose
after the founders considered the
problems related to the tailoring industry: the pricing is not as transparent as readymades and uncertainty
about the tailor’s quality. That’s why
they not only provide user reviews of
partner tailors, but also pricing catalogues, a time reservation system,
a messaging service and payment
system. Users pay a 50 percent
deposit upon getting measured and
only settle the remaining 50 percent
if they are satisfied with the product.
This helps avoid the issue of paying
in full for a faulty product.
Hui stresses the importance of
being mentally prepared for challenges as a start-up entrepreneur.
“Half of my time is spent thinking

of new ideas, while the other half is
spent on solving problems,” he says.
“There’s no track record for you to
follow.” As a CPA, Hui oversees his
company’s finances and forecasts
the business’ financial position five
to 10 years into the future. For now,
it’s more about investing rather than
cost-saving.
Making the jump from a highpay and stable investment banking career to entrepreneurship
required careful consideration. “My
colleagues thought I was crazy,
especially because my daughter had
just been born, but my wife was fully
supportive,” says Hui. “My partners
and I all left our high-powered jobs
to enter one of Hong Kong’s most
traditional industries. As part of the
younger generation, it’s time
for us to do something for the
city and make a change.”
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Chinese reverse mergers re-visited
Patrick Perry and Michael Maguiness discuss
the Chinese reverse merger saga, the pitfalls and
potential lessons to be learned for accounting firms
The Chinese reverse merger saga resulted
in very significant exposures for a number
of Hong Kong-based accounting firms
who audited the companies involved.
Disgruntled investors included Hong Kong
auditors as defendants in multimillion dollar United States class actions for alleged
violations of U.S. securities laws arising
from their audit work. Five years on from
the peak of the saga, greater scrutiny from
U.S. regulators and exchanges as well as
the Chinese authorities has effectively put
an end to the prevalence of the practice. While there has been a significant
reduction in the risk of potential exposure
for accounting firms in auditing these
companies, a number of wider lessons
can be taken from the saga particularly in
relation to client due diligence.

Overview

A reverse merger involves a public shell
company acquiring or merging with a
private company. It provides a means by
which a private company can become a
public entity without incurring the time and
expense of the initial public offering process, which has greater regulatory requirements particularly in the U.S. Through the
reverse merger, the management of the
private company takes control of the public
shell company and the private company's
shareholders become majority shareholders in the public shell company.
While reverse mergers are legal and
have been around for some time, it was
only in recent years when a number of Chinese companies of alleged questionable
42 September 2016

financial standing used reverse mergers
to obtain U.S. listings that the practice
came under increased regulatory scrutiny.
Many of the Chinese companies involved
would not have met the stringent listing
requirements of the U.S. exchanges such
that obtaining a listing through IPO was
not an option. Instead, the Chinese companies relied on "matchmakers" to connect
them with U.S. public shell companies
which they could reverse merge with. The
use of reverse merger was an attractive
option for these Chinese companies as it
provided a comparatively quick and cheap
means of becoming publicly listed and
gaining access to U.S. capital markets.
The emergence of U.S. class actions
relating to such mergers resulted, to a
certain extent, from the actions of short
sellers. Essentially, short sellers borrow
securities from third party lenders and
sell them with the intention of repurchasing equivalent securities at a future
date to transfer back to the lender. Short
sellers derive a profit where there is a fall
in the value of the securities between the
sale date and the repurchase date.
A number of short sellers, including Muddy Waters LLC, claimed to have
carried out independent research into Chinese companies which obtained U.S. listings through reverse merger. The reports
produced by the short sellers contained
allegations of fraud by these Chinese
companies including overstatement of
assets and revenue and misappropriation
of funds based on the research findings.
As a result, the share value of the Chinese

companies in question plummeted and
some were delisted once the short sellers'
reports were made public. By taking a
short position in the Chinese companies
before their reports were issued, significant profits were made as a result of the
falling share price.

U.S. class actions

The decrease in share price resulted in
securities class action lawsuits in the
U.S. commenced by shareholders of the
Chinese companies. The class actions
typically named the company, its directors
and officers, the underwriters or note distributors of its offerings, and its auditors
as defendants.
The allegations against the auditors
were typically that they failed to conduct
the audit in accordance with the Public
Company Accounting Oversight Board
standards and U.S. GAAS or GAAP. In
particular, it was alleged they failed to
exercise common sense, modify audit
procedures, independently verify information provided by the companies, consider
compliance with Chinese law, recommend audit adjustments and additional
disclosures, and issue qualified or adverse
opinions or no audit opinion at all.
In consequence, the auditors were
alleged to have knowingly made false
or misleading statements when issuing unqualified audit reports and signing
off financial statements in violation of
s10(b) of the Securities Exchange Act of
1934 and to have made untrue or omitted
statements of material fact in registration
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statements, reports or valuations which
they purported to prepare or certify in violation of s11 of the Securities Act of 1933.
The auditors' liability often turned on
whether a specific departure from GAAS
or GAAP could be shown and whether
there were facts demonstrating the auditor either did not hold or had no reasonable basis for holding the audit opinion
expressed. To establish liability, the auditors' conduct was required to be "highly
unreasonable," an "extreme departure
from the standards of ordinary care," and
"approximate an actual intent to aid in the
fraud." It was also necessary to show the
auditor had disregarded red flags that
would have placed a reasonable auditor
on notice of wrongdoing by the company.
Ultimately, the vast majority of class
action claims against auditors arising
out of the Chinese reverse merger saga
were either dismissed or settled. The
extremely high defence costs for all parties involved in the class actions resulted
in many of the class actions being
resolved prior to discovery taking place.

The current position

The good news for accountants is that
such claims are becoming a historic problem: the number of related class action
filings has gone from the peak of 31 in
2011 to only one last year.

The drop in class action filings can be
explained by the new rules from the Securities and Exchange Commission, which
make a Chinese reverse merger harder
than before, as it requires a company to
wait at least a year after a reverse merger
before it seeks a listing on an exchange.
In addition, Chinese companies are now
turning to alternative means of raising
funds. In particular, they are more likely,
for example, to consider listing on the
Stock Exchange of Hong Kong instead,
according to Cornerstone Research.

Conclusion

While the potential for auditors to be
named as defendants in U.S. class actions
arising from Chinese reverse mergers
is now significantly less than it was five
years, the saga highlights the importance
for accounting firms in assessing which
companies they take on as audit clients.
While the auditors of the Chinese companies may not necessarily have been negligent in conducting their audits, they found
themselves named as defendants in
multimillion dollar U.S. class actions and
incurring very substantial defence costs
by virtue of the fact they had audited
companies implicated in fraud.
At the peak of the saga, Moody's Investors Service issued a report on governance and accounting risks in Chinese

non-financial corporates. The report
identified 20 “red flags” in relation to such
companies which included:
• Possible weaknesses in corporate
governance;
• Riskier or more opaque business
models;
• Fast-growing business strategies;
• Poorer quality of earnings or cash
flow; and
• Concerns over auditors and the quality
of financial statements.
The lesson to be learned for accounting
firms is that it is important to ensure that
they have sufficiently rigorous client due
diligence systems in place to identify
potential red flags. Firms that do not have
such processes in place risk taking on
clients they know very little about and
potentially facing significant exposures
down the track.

Patrick Perry is
Partner and Michael
Maguiness is Senior
Associate at Clyde & Co.
law firm in Hong Kong
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New Auditor’s Report:
Observations from the U.K. experience
In less than 100 days, the New Auditor's
Report will be effective for audits of
financial statements for periods ending
on or after 15 December 2016.
The new and revised auditor reporting standards were issued in response
to calls from investors to require the
auditor's report to be more informative
and relevant.
The cornerstone of the New Auditor's
Report is the inclusion of key audit matters (KAMs). An auditor is required to
take into account the following in determinating what KAMs to communicate:
• Risk areas: areas of higher assessed
risk of material misstatement, or
significant risks.
• Judgments: significant auditor
judgments relating to areas in the
financial statements that involved
significant management judgment,
including accounting estimates that
have been identified as having high
estimation uncertainty.
• Events: the effect on the audit of
significant events or transactions
that occurred during the period.
44 September 2016

KAMs are not boiler-plate – they
should be tailored specific to the entity.
As such, there is no one-size-fits-all
template illustration.

Where can we look to for
examples?

The inclusion of KAMs in the New
Auditor's Report is broadly equivalent
to the revised standard for extended
auditor reporting issued by the United
Kingdom Financial Reporting Council
three years ago.
This article therefore outlines the
findings from the U.K. experience to
provide useful implementation tips and
examples.

Common findings of U.K. extended
auditor reporting
A recent study entitled Consequences of
Changing the U.K. Auditor's Report found
that:
• The average size of the report has
tripled.
• The number of words in the New
Auditor's Report has increased to

2,400 compared to 757 words in the
old auditor's report, and about 30
percent of these words are used in
the discussion of the significant risks
of material misstatement.
• Auditors disclose on average four
risks of material misstatement per
report.
• Revenue recognition is the risk
most often disclosed by the
auditor, followed by impairment
of goodwill and other long-lived
assets, tax accounting and business
combinations.

What was the investor feedback on
the U.K. extended audit reports?
The FRC published a report Extended
Auditor's Report: A Further Review of
Experience in January detailing its
review on U.K. extended audit reports
that were issued in 2015. The report
also includes investors' feedback.
It was found that the most positively
received reports were those that incorporated the following aspects:
• Carefully structured reports with the
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•
•
•

end-user in mind and markers that
indicate key information;
Clear, concise and transparent
disclosures about risk, scope and
materiality, as well as the critical
areas where professional judgment
and assumptions have been
addressed;
More granular risk descriptions and
language;
A close alignment between Audit
Committee reporting and auditor’s
reports; and
The auditor’s findings for risks of
material misstatement.

It was also found that many investors
considered further enhancement could
be made, including:
• Providing more complete information
about the sensitivity ranges used in
testing; the auditor’s assessment
of the quality of an entity’s internal
controls including its significant risk
assessment; and the auditor’s view on
the appropriateness of management
estimates;

• Increasing transparency about
assumptions made by management
and benchmarks used by auditors,
balanced against the potentially
competing demands of clarity and
conciseness, as well as preserving the
importance of reading an overall true
and fair opinion; and
• Explaining changes in the audit
approach (if any) and the assessed
risks reported from one year to the
next, that is, a dynamic analysis of
changes over time.

Resources available
The Institute has an e-seminar on the
revised Auditor's Report that covers key
changes to the auditor's report, provides
practical application tips, and explores
the implications for listed entities.
A more thorough overview of the
requirements for the new and revised
auditor reporting standards is set out in
A Plus May 2015 issue. Further references on the New Auditor's Report are
available at the IAASB website.

Effective implementation is key
Effective implementation is critical to
the success of the New Auditor's Report.
Investors, regulators, audit oversight
bodies, audit committees and others
each have an important role in carrying
out the new changes required in auditor
reporting.
If management, their auditors and
audit committees have not yet begun
the assessment of KAMs nor have they
had dialogues with all relevant stakeholders, now is the time to do so.

This article is
contributed by
the Institute’s
Standard Setting
Department
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TechWatch
The latest standards and
technical developments
Ethics
Responding to non-compliance with
laws and regulations
International Ethics Standards Board for
Accountants has issued a new standard,
Responding to Non-compliance with Laws
and Regulations, effective 15 July 2017.
The standard sets out a first-of-itskind framework to guide professional
accountants in deciding how best to act
in the public interest, without breaching
their duty of confidentiality, when they
become aware of non-compliance or
suspected non-compliance with laws
and regulations – including matters
related to fraud, money laundering, and
tax payments.

Financial reporting
Invitation to comment on IASB
exposure draft
The Institute is seeking comments on
the International Accounting Standards
Board's ED/2016/1 Definition of a Business and Accounting for Previously Held
Interests (Proposed Amendments to
IFRS 3 and IFRS 11) by 30 September.
Institute's comments on IVSC
exposure drafts
The Institute commented on exposure
drafts on IVS 104 Bases of Value, IVS 105
Valuation Approaches and Methods and
IVS 210 Intangible Assets that were
issued by the International Valuation
Standards Council.

Professional accountants
in business
New IFAC research report demonstrates positive association between
business performance and use of
accountants
A new International Federation of
Accountants research report, The Rela46 September 2016
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tionship between Accountancy Expertise
and Business Performance, shows how
advice and expertise from accountants
help improve business performance at
companies around the world.
The report summarizes the findings
by entity size (small- and medium-sized
entities and large entities) as important
differences exist between each group
and in how business performance and
accountancy expertise are put into
operation. The research also shows the
positive impact professional accountants have on aligning organizations’
goals and actions. Professional accountants are well-suited to play various roles
in organizations, including analysis and
communication of information, decision
making, managing risks, and creating
sustainable value – roles that indirectly
impact business performance.

•

•

•

Corporate finance
HKEX publishes results of its
latest review of listed issuers'
financial reports
On 15 July, Hong Kong Exchanges and
Clearing published a report summarizing key findings from its review of 100
periodic financial reports released by
listed issuers between March 2015 and
April 2016.
The report highlights the following
areas where there is room for improvement and special focus is required:
• Enhancements to management
discussion and analysis –
MD&A should be balanced (with
coverage of good news as well as bad
news) and sufficiently tailored to the
issuer’s specific circumstances.
• Disclosures under the Companies Ordinance – Issuers should
pay attention to the recent Listing Rule amendments with reference to the Companies Ordinance
(Cap. 622) applicable to all issuers

•

•

(whether or not they are incorporated
in Hong Kong).
Resolution of issues relating
to modified auditors’ reports –
Issuers whose financial statements
have auditors' reports with modified
opinions should take proactive steps
to resolve the issues with their auditors as soon as practicable.
Extended auditor reporting –
Issuers, in particular their audit committee, should note that for audits
of financial statements for periods
ending on or after 15 December
2016, they should have in-depth
conversations with their auditors
about key audit matters, going
concern issues and other significant
events or transactions that occurred
during the reporting period.
Key Hong Kong Financial Reporting
Standards that will soon become
effective – Issuers should note that
a number of key accounting standards will soon become effective, such
as HKFRS 9 Financial Instruments,
HKFRS 15 Revenue from Contracts
with Customers, HKFRS 16 Leases,
and should perform a detailed
review of these standards as soon as
practicable.
Rigorous assessment of impairment
of assets – Issuers should aim to
improve the quality of their disclosure
of how they carried out their work on
the impairment of assets, particularly where the recoverable amount
was based on value in use, which
required management’s estimation of
cash flow projections, growth rates
and appropriate discount rates.
Non-HKFRS financial information
– Issuers that choose to present
non-HKFRS financial information to
provide additional insight into their
performance should ensure that the
information is not misleading, would
not obscure their financial results
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and financial position, and would not
provide an incomplete description
of their financial results based on
accounting standards.
• Determination of control over
investees – Issuers should ensure
that the relevant facts and circumstances are clearly disclosed so that
investors and other users of financial
statements understand why the
issuer has control over an investee,
in particular, in cases where the
issuer only has de facto control over
the investee.
Members, especially those responsible
for preparing financial reports of listed
issuers, are encouraged to read the
report.
Further consultation conclusions on
introducing mandatory clearing and
expanding mandatory reporting for
OTC derivatives market
The Hong Kong Monetary Authority
and the Securities and Futures Commission released their conclusions to
the proposals made in a joint consultation on introducing mandatory clearing
and expanding mandatory reporting
for the second stage of the over-thecounter derivatives regulatory regime
in February. The conclusions paper set
out the revised proposals after taking
into account market comments and
feedback and sought to further consult
on the initial list of financial services
providers.
On 15 July, HKMA and SFC published further consultation conclusions
which set out the revised proposals on

various technical aspects of the next
stage of the regime in light of market
feedback and comments. The paper
also includes a revised version of the
specific data fields to be completed
under the expanded reporting regime,
and a revised list of entities that will be
regarded as financial services providers for the purpose of mandatory
clearing.

Taxation
Announcements by the Inland
Revenue Department
Members may wish to be aware of the
following matters:
• The tax agreement between Hong
Kong and Russia come into force
• Fraudulent email purportedly issued
by Inland Revenue Department
• List of approved research institutes
as at 4 August
• List of qualifying debt instruments as
at 30 June
• Advance ruling case no. 58, involving
an amalgamation under the Companies Ordinance
• Taxpayers jailed for:
- Falsely claiming expenses for
self-education and approved
charitable donations
- Falsely claiming deduction of
approved charitable donations

Legislation and other initiatives

Anti-money laundering or combating
the financing of terrorism notices
Members may wish to note the following
notices and publications in relation to
AML/CFT:

• Government notice 3914: An updated
list of terrorists and terrorist associates has been specified under the
United Nations (Anti-Terrorism
Measures) Ordinance;
• Government notice 4054: An updated
list of terrorists and terrorist associates has been specified under the
United Nations (Anti-Terrorism
Measures) Ordinance;
• Government notice 4415: An updated
list of terrorists and terrorist associates has been specified under the
United Nations (Anti-Terrorism
Measures) Ordinance;
• United States executive order 13224:
The list relating to “Blocking property
and prohibiting transactions with
persons who commit, threaten to
commit or support terrorism.”

Please refer to the
full version of
TechWatch 166,
available as a PDF on
the Institute’s website:
www.hkicpa.org.hk
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Book review

Life and everything

A life in the day

Book review

Open sesame:
The rise of
Alibaba

Title: Alibaba: The House That Jack Ma Built
Two years ago, Alibaba Group Holding
stunned the world with the largest initial
public offering in history at US$25 billion. The Chinese e-commerce giant was
founded in 1999 by Hangzhou-native Jack
Ma, China’s second richest man. From
English teacher to tech entrepreneur, Ma’s
vision of the Internet in China has transformed the flow of commerce in a market
that is increasingly more reliant on mobile
and Internet services.
Alibaba’s three main websites, Alibaba.
com, Tmall and Taobao, are online marketplaces, connecting small and medium
enterprises to a global audience. Coupled
with the Alipay payment platform, Alibaba
48 September 2016
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Publisher: Ecco Press

is a convenient way to do business and is
the most popular destination for online
shopping in China. Its annual transactions exceed activity on both American
platforms eBay and Amazon.
Ma’s own knowledge of the tech industry is limited – a fact he isn’t ashamed to
admit. The “self-made, made-in-China”
man spent the last two decades building
China’s e-commerce industry from the
ground up and it is his story that makes
Alibaba: The House That Jack Ma Built
compelling.
A former investment banker at Morgan
Stanley, author Duncan Clark has been
based in China since 1994. His first book

not only narrates the story of how Ma built
Alibaba, but also dives into the history of
the Internet in China and entrepreneurship
in the country. To understand Alibaba,
Clark – with his experience as an early
advisor to Alibaba and unprecedented
access to the company – goes deeper
into its founder’s background, using a
mini-biography of Ma to connect the dots
between some of the company’s lucky
breaks and its public achievements.
The book looks into how Ma, despite
his early failures, manages to create an
e-commerce empire. One of the contributing factors is what Ma calls the “iron
triangle”: the company’s strength in
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Author interview:
Duncan Clark
e-commerce, logistics and finance. Each
cornerstone strengthens the cohesion of
Alibaba’s services and creates an ecosystem
of buying, delivering and financing business transactions online.
“Jack Magic”, as described by Jan Van
der Ven, one of Alibaba’s first foreign
employees, was coined to describe the
capabilities of Ma’s charisma. First as an
eager boy hoping to practise his English
on tourists in Hangzhou and later as an
entrepreneur trying to secure funding from
foreign companies, the power of Ma’s personality outweighed his lack of education
and planning.
Although the media and Ma himself
usually highlight his first visit to the
United States where he first encountered
the Internet, Clark’s research reveals an
earlier alternative. A chapter is dedicated
to Ma’s relationship with the Morley family who visited Hangzhou from Australia
during his teenage years. The relationship
went from English lessons through pen pal
communications to the Morleys buying Ma
his first apartment when he married his
wife, Zhang Ying.
In recent interviews with David Morley,
son of Ken Morley who sponsored Ma when
he was young, he said that the exchange of
letters had an impact on Ma’s drive to continue studying English. Clark suggests that
the Morley’s support gave him the stability
to later take risks as an entrepreneur.
Clark’s account of Alibaba’s history
bridges the gap between Ma’s modest beginnings and his enormous public
relation value today. While Clark ends
each chapter as if he’s moving on to his
next PowerPoint slide, he boils down the
impact of the Internet into an easy-to-digest
presentation of East-meets-West anecdotes,
lifting the veil on China’s recent steps
toward becoming a key innovator through
companies like Alibaba.

Duncan Clark describes Jack Ma as
the ultimate mover and shaker. “Ma lit
the match for a very explosive combination of Internet and entrepreneurship,” he says. “Although the book
talks about other Internet pioneers,
Ma’s is the most compelling story.”
Author Clark, who has worked
and lived in China for more than 20
years, initially intended to write a
book about the Internet in China, but
Alibaba’s initial public offering in
2014 made him realize the company’s
global impact. Moving from Hong
Kong to China in 1994 as an investment banker specializing in telecommunications at Morgan Stanley, Clark
went on to found BDA
China, a consultancy
firm based in Beijing.
“In my early years in
China I was dealing
with people in stateowned telecoms
firms and government
regulators, but when
the Internet began
taking off, I started to
meet a lot of entrepreneurs,” he says.
As an insider to
China’s rapidly changing digital landscape,
Clark wants to draw more attention
from audiences in the West to cities
like Hangzhou. Every morning, people
in the United States wake up and
brush their teeth with a toothbrush
that was most likely manufactured in
Zhejiang, according to Clark. “China’s
rapid urbanization is having a global
impact. The scale of cities in China is
dwarfing those in the West. Yet with
the challenges of distance, language
and culture people overseas know
little about these cities, even how to

pronounce them. People are often
afraid of something that they can't
pronounce.”
Alibaba has put Hangzhou on
the map as a major tech centre rich
with ideas and entrepreneurs. Clark
attributes its success to Ma’s ability
to inspire people and his strength
as a communicator. “Even today,
half of the original cofounders are
still active in the company demonstrating his ability to motivate and
maintain a team. His confidence and
lack of shyness internationally is
rare for someone of his generation
and background,” says Clark.
Alibaba should have failed many
times and its ups and
downs are a full time
job to keep up with.
Ma’s charisma won over
investors initially and it
was his ability to raise
money in the early days
that saw Alibaba through
the dot com crash. “But
when you find a partnership like Ma and Joe
Tsai who’s background
is in law and finance,
that’s when a lot more
becomes possible,” says
Clark. “It’s the mix of
ambition and discipline.”
“Ma became famous domestically
for beating eBay out of China, Yahoo’s
investment in 2005 and the largest
IPO in the world in 2014,” says Clark.
Somewhere along the way, a selfie
with Jack Ma became more attractive than meeting the head of state.
“The world knows they have to figure
out and deal with China but it can be
very difficult. Then along comes a guy
named Jack who speaks English – it’s
a compelling photo opportunity.”
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As recommended by Institute members

Go

Viking Yuen, Accounting Manager of Travelzen, on
underexplored destinations to add to the bucket list
Natural beauty: Iguassu Falls
Located on the border of Argentina
and Brazil, Iguassu Falls is one of the
world’s largest waterfalls. Stretching
2.7 kilometres wide, it is nearly three
times wider than Niagara Falls.
It’s made up of a system of around
275 waterfalls or cataracts. The main
waterfall is called “Devil’s throat,”
and features a boardwalk allowing
visitors to get close to the falls and
take spectacular photos. It’s also an
opportunity to get soaked so I would
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recommend bringing a raincoat.
Great history: Terracotta
Army Museum
This is a part of the Mausoleum
of the First Qin Emperor in Xi’an,
China. It’s believed that it took more
than 700,000 workers 38 years to
complete its construction.
It’s estimated that there
are more than 80,000 life-size
terracotta soldiers, chariots and
horses exhibited in the museum

and archaeologists are still in the
process of discovering more. The
face of each soldier is unique,
and their different clothing and
hairstyles reflect their ranks and
positions.
Designated to guard the whole
mausoleum and the emperor, the
army is equipped with the most
advanced weapons of that era,
showing the prosperity of ancient
China, and the technology involved
in creating these lifelike warriors.

Raymond Lo, Finance and Operations Director
at Oxford University Press (China), on books
that will sharpen the mind
Mindset is a simple word which I always use to
reinforce the positive attitude of subordinates.
By looking at the difference between “fixed
mindset” and “growth mindset,” Carol Dweck’s
book Mindset offers insight into how the growth
mindset works towards a person’s motivation
and ability to achieve his or her goals in career
and life. The book is not only the summary of
Dweck’s research on the topic but also contains
real-life stories which are inspiring. It also
provides tips on how to foster the growth mindset,
making it a good read for young accountants and
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parents with young kids.
Chan Koon-chung is a renowned Hong Kong
writer whose best selling fictions such as The Fat
Years (
) and The Unbearable Dreamworld
of Champa the Driver (
) are well-acclaimed.
I find them a pleasure to read and re-read. His
latest book “
” is a collection of his
recent short articles covering various topics,
including his interpretation of Hong Kong
localism and other social issues. Given recent
dilemmatic political situation, this book is both
relevant and thought-provoking.
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Eat
Toliver Tsui, Finance Manager at Star of Canton Restaurant
Group, on his top three Chinese joints
Star of Canton
This Chinese restaurant chain is highly
recommended for morning Yum Cha
with its barbecue pork buns and shrimp
dumplings, and for Peking duck with friends
and families at dinner. Here, Peking duck
pancakes are served with a steamer to ensure
their signature dish is always consumed
at the best temperature. Apart from the
reasonably priced quality food that is free
of MSG, much effort is put into giving
customers a notable dining experience.

homemade desserts, Hua Diao preserved
plum sherbet and Chinese wine chocolate ice
cream, will not let you down.
Mak Sang Kee
I am also a big fan of cha chaan tengs where
one can crave for a wide variety of Westerninfused Hong Kong-style foods. Every time
I go hiking in South Lantau Island, I go
to Mak Sang Kee in Mui Wo afterwards,
where they have the best french toast and
Milk Tea I’ve ever had in Hong Kong.

Sha Tin 18
In this authentic Dongguan and Northern
Chinese restaurant, you get a front row view
of chefs in the show kitchens while enjoying
your meal. For those with a sweet tooth, its

Photos for reference only

Charity

Carrie Yiu, Director of Operations at Oxfam Hong Kong,
on the best ways to play a part in meaningful events

Oxfam Trailwalker 2015

In the hustle and bustle of everyday
life, I can fully appreciate the
importance of leading a balanced
lifestyle and giving back to society. I
know a number of friends who have
big hearts and love to volunteer,
and they often ask me how they can
contribute to Oxfam’s work. The most
common volunteer opportunities I
recommend include the Rice Event,
Trailwalker and Musical Marathon.
Volunteers are integral to the success
of large-scale events like these and
every person counts.
Take the Rice Event, for instance.
Without volunteers, we probably
wouldn’t be able to set up more

than 200 stalls across Hong Kong
and Macau every year in May.
For Trailwalker, the Institute will
have 10 teams participating in this
renowned 100-kilometre event
in November. More than 3,000
volunteers support along the trail
each year. If you are interested in
experiencing this extraordinary
challenge and giving your support to
members, you can register as Friends
of Oxfam Trailwalker from now on
until 3 October. In addition to the oneoff volunteer experience, you may also
explore other volunteer opportunities
on a more regular basis in our office, at
Oxfam stores or even at home.
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Let’s get fiscal

…. with Nury Vittachi

Stars give accountants a bad rap
Hong Kong’s humorist finds out the truth behind the
detrimental claims against entertainment CPAs

M

y wife says I’m listening
to too much rap, but I told
her: “Imma like totally
not, sista, uh-huh uh-huh.”
Accountants are getting a bad
rap, in the sense of being blamed for
things that are not their fault. (So
what’s new, I hear readers ask?) A
blond Californian rapper who calls
herself Kreayshawn posted a flurry of
tweets onto the Internet complaining
that the tax authorities had emptied
her bank account and it was ALL
HER ACCOUNTANT’S FAULT.
No doubt it will only be a matter
of time before the story is told in
one of Kreayshawn’s rap numbers.
Suggested lyrics: “It ain’t ma fault,
I blame da accountant, he took ma
moola as I said in ma announcement.”
At roughly the same time, actress
Heather Dubrow, star of The Real
Housewives of Orange County, a
reality television series inspired by
Desperate Housewives, revealed that
it was her accountant who had enticed
her to invest her savings in a dodgy
property deal which went south. Oh
well, she can play a desperate housewife with real feelings now, I guess.
Still on the overlap between
finance and entertainment, we read
that a star from TV’s Jersey Shore
whose “name” is The Situation (presumably people who know him well
call him “The” or more realistically,
“Dork-brain”) has been in financial
trouble and also blamed his moneyman. In that case, the accountant
pleaded guilty to tax fraud.
It was all looking bad for the
ethics of entertainment accountants
– until your columnist did some
fact-checking. First, Kreayshawn
eventually removed all her accusatory tweets about her accountant,
suggesting that the actual narrative
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might differ from what she originally
suggested. Second, the small print of
the case of the desperate housewife
reveals that the advisor was not a CPA
at all – she just thought he was. Third,
the accountant working with The
Situation is described in the small
print as “formerly an accountant.”
Accountants are a bit like police
officers, teachers and social workers: they get unfairly blamed for
everything. The real problem seems
to be an old one: celebrities may have
more beauty than the average person,
but they sure don’t have more brains,
especially about choosing financial
advisors.

“Despite what stars
say about their
accountants, o!en
beancounters are
the real heroes in
the entertainment
industry.”
What about entertainers who
trained in finance? The news media
often remind us that Mick Jagger
studied accounting and finance at
the London School of Economics,
comedian Eddie Izzard did accountancy in University of Sheffield, and
Robert Plant, lead singer of Led Zeppelin, studied chartered accountancy
somewhere or other.
What they usually DON’T tell
you is that Izzard abandoned his
course before his exams, Jagger
only lasted a year, and Plant gave up
chartered accountancy training after
only two weeks.

And the real story is that even
after Mick Jagger was famous he
complained of being penniless before
the band was rescued by – yes, a
real, working accountant, who made
members of the band into the rich
men. So despite what stars say about
their accountants, often beancounters are the real heroes in the
entertainment industry.
But there is one guy on the
accountancy/rock intersection that
has always baffled me. Gibby Haynes
not only completed his accounting
degree but was named Accounting
Student of the Year before working
as an auditor at Peat Marwick in
the United States. Sounds like the
ultimate straitlaced guy, right? Then
he became leader of a successful
punk rock band that was so wild
radio stations refused to play their
songs. They are known as BH Surfers (full name unprintable in a polite
magazine like this one).
Mind you, I’ve heard some pretty
wild comments from accountants
struggling through the accounts of
Hong Kong firms – and they can also
be unprintable.

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

