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“I look forward to another
successful year with our young
members learning from their
seniors, and seniors finding
fulfilment in contributing back
to the profession.”
Dear members,
Earlier this month, the Institute
held a ceremony to mark the end
of the second year and, at the
same time, kick off the third year
of the Mentorship Programme.
It involved a great moment of
experience-sharing among mentors
and mentees. We are glad to see the
programme picking up momentum
this year with 172 pairs of mentor
and mentee, an increase from last
year’s 142. This shows that both
our young and senior members are
seeing the positive value of this
initiative.
Launched in 2015, the Mentorship Programme bridges the past,
present and future of the accounting
profession, bringing CPAs of all
backgrounds and all walks of life
together. A closer connection makes
us a stronger profession, and this
not only brings benefits to members, but more importantly, to the
wider Hong Kong society.
I look forward to another successful year with our young members learning from their seniors,
and seniors finding fulfilment in
contributing back to the profession
with their experience.
I was invited by the Hong Kong
Institution of Engineers to speak
at its conference on Belt and Road
earlier this month. To find out
how we can tap into the immense

opportunities offered by Belt and
Road and support the needs of
investors, I looked at Hong Kong’s
competitive advantages in terms of
infrastructure, manpower, professional services and education. In
particular, I shared my perspective
as an accountant. I was delighted
to see the positive feedback from
other speakers and the audience
regarding the role of CPAs in supporting the Belt and Road project.
During the speech, I also
shared my experience at the recent
business mission to Cambodia
and Indonesia organized by the
Hong Kong Trade Development
Council. In Cambodia, I met
some property and infrastructure
developers and saw the many
investment opportunities there.
However, they lack CPAs and
other professionals, and would
like to work together with Hong
Kong to enhance their capabilities,
international experience and ethics.
In Indonesia, despite its many highrise buildings, there is also a need
to improve infrastructure.
External funding is required to
finance infrastructure projects and
therefore CPAs will play a key role.
But if you are still unsure whether
it is the right time to step into the
Belt and Road markets, I encourage
you to join relevant seminars and

visits to stay up to date on the latest
progress, and find out how you can
fit into the overall picture.
Professional skepticism is
often perceived as the cornerstone
of audit quality, especially as the
business environment becomes
ever more complicated. To support
members in this area, the Institute,
working with the Chartered
Accountants Australia and New
Zealand, has launched the online
professional skepticism course this
month, aiming to enhance auditors’
ability to apply sceptical thinking to
audit work. The course is pragmatic,
scenario-focused and provides
innovative thoughts for auditors to
improve their skills by challenging
their approach to skepticism.
Next month, Council members
and senior management will conduct their annual visit to Mainland
authorities in Beijing and Shanghai.
Taking this opportunity, the Institute will hold cocktail receptions in
Beijing and Shanghai on 15 May
and 17 May, respectively. Mainland
government officials and other
stakeholders are invited to join us.
If you are working or living there, I
look forward to welcoming you to
the receptions, and exchange views
with our guests, Council members,
senior management and fellow
members.

Mabel Chan
President
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Mentors and mentees shared their experiences of the mentoring process during the end-of-term ceremony.

Mentorship Programme
kicks off 2017-18 term
A ceremony and briefing session on
8 April formally marked the end of
the Institute Mentorship Programme’s
second term and the start of the third
term, and was attended by nearly 170
mentors and mentees. The 2017-18
programme gathered momentum with
172 mentor-mentee pairs resulted from
the matching process, compared with
142 last year.
The gathering also provided an
opportunity for both the mentors and
mentees to reflect on their experience
during the mentoring process.
The objective of the Mentorship
Programme is to offer aspiring
CPAs the opportunity to learn from
experienced members for the purpose
4 April 2017

of their career development through
consultation and experience sharing.
A mentor-mentee relationship is built
on mutual respect and trust. The scope
of mentoring includes, among other
things, essential skills of a successful
CPA on professional and ethical
behaviour, problem-solving, decisionmaking and self-management.

Quality assurance report
highlights review findings

This month, the Institute published
its quality assurance report for 2016,
summarizing the work of the Quality
Assurance Department in practice
review and professional standards
monitoring in the past year.

The report highlights common
review findings and allows practices
to consider whether they have similar
problems that need attention to improve
their audit and assurance work.
It is the tenth report on the review
work carried out by the department
signalling a key milestone in the
practice review programme, which
was revised in 2007 in light of
international developments and
increasing expectations of regulation
and monitoring of auditors. To mark
the tenth anniversary, the report
also gives a summary of the major
events that have occurred in the past
decade in relation to practice review
activities.
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Practice review cases reported to Practice Review Committee (all practices)
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“Over the past 10 years, we have
increased the number of reviews from
five in 2007 to 262 in 2016, covering
more than 1,500 practices. Up to 2016,
we have covered almost all practices
with listed and/or other public interest
clients, which are given priority for
review in our programme,” Elsa Ho,
Director of the Quality Assurance
Department, said in the foreword of
the report.
She added that in the past few
years, practice reviews resulting in
complaints are on a rise but remain
at less than 5 percent of all reviews
carried out. “In general, we consider
practices are now better prepared for
a practice review and are better at

addressing deficiencies as soon as they
are identified in a practice review.”
The Institute achieved its target
of practice reviews for 2016, having
carried out 216 on-site and 46
desktop reviews, including eight
follow up visits. Most practices were
cooperative and willing to make
improvements to their systems,
policies and processes to address
deficiencies identified in their
practice reviews.

New professional
skepticism e-learning
programme launched

The Institute and Chartered
Accountants Australia and New

Zealand recently launched a new
online CPD course, the professional
skepticism e-learning programme.
It is a pragmatic, scenario-focused
CPD course that provides innovative
ways for auditors to grow their skills
by challenging their approach to
skepticism, which is often perceived
as the cornerstone of audit quality.
The programme grants 2.5 CPD
hours, and its subscription fee is
HK$390. Members can find out more
details on the Institute’s website.

Obituaries

The Institute notes with regret the
passing of Michael Tsoi and Hung
Yat-keung.
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Tesco fined £129 million
over accounting scandal
In 2014, an investigation revealed that
the retailer had overstated its profits by £250
million in the first half of the year due to
supplier payments being booked at the time
of agreement instead of at the time of actual
payment. “We sincerely regret the issues
which occurred in 2014 and we are committed
to doing everything we can to continue to
restore trust in our business and brand,” says
Tesco Chief Executive Officer Dave Lewis.
The scandal resulted in a 92 percent
plunge in Tesco’s profits during that period,
with former-chairman Richard Broadbent
stepping down as well as the suspension of
eight top executives.

Illustration by Harry Harrison

Britain’s largest supermarket group Tesco
agreed to pay £129 million after striking a
deferred prosecution agreement with the
country’s Serious Fraud Office in relation to
its 2014 accounting scandal.
In exchange for avoiding criminal
conviction, Tesco will also instate a
compensation scheme worth a total of
approximately £85 million for investors
who bought Tesco shares or bonds for cash
between 29 August and 19 September 2014.
Including legal costs, the supermarket paid
a one-off charge of £235 million on 12
April, which will be booked into its 2016-17
financial results.

6 April 2017
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Hong Kong sets up trade finance platform
The Hong Kong Monetary Authority has revealed
the development of a proof-of-concept distributed
ledger platform for trade finance that uses Blockchain
technology. Working with Deloitte and five Hong Kong
banks, including HSBC and Hang Seng Bank, the
HKMA aims to utilize Blockchain to reduce the risk
of fraud, and raise business transparency, operational
efficiency and productivity in trade finance. The
platform would “clearly demonstrate the ownership of
assets or goods being traded,” Robert Rooks, Financial
Services Industry Clients and Markets Leader at
Deloitte, told the South China Morning Post.
Foreign affiliates of firms face crackdown
The Public Company Accounting Oversight Board in the
United States is taking a more active role against foreign
affiliates of major global accounting networks, with
the recent and record fine of US$8 million on Deloitte
Brazil where senior executives schemed to conceal
auditing errors. Other foreign affiliates of networks
including PwC, EY, KPMG, Nexia and Grant Thorton
were targeted for failing to file reports disclosing civil or
criminal enforcement actions brought against the firms
and their workers, with fines ranging from US$10,000
to US$25,000 imposed on each of them, reported
Bloomberg BNA. Affiliates are regarded as separate legal
entities due to the umbrella organization having little
control over their day-to-day operations.
Coutts face fine over AML rule breach
Coutts & Co. AG’s Hong Kong branch was fined HK$7 million by the Hong Kong
Monetary Authority for breaching five provisions of the Anti-Money Laundering and
Counter-Terrorist Financing (Financial Institutions) Ordinance during 2012 to 2015.
The private bank was accused of failing to establish and maintain effective procedures
to determine if customers were politically exposed individuals vulnerable to corruption
and money laundering. HKMA also found that Coutts had failed to perform due diligence
before establishing business relations with customers.
London staff move out over Brexit fears
Fears of a hard Brexit resulting in losses has led to
private equity groups redirecting staff from London to
Luxembourg to continue trading within Europe. Jon
Moulton, a private equity veteran, told the Financial
Times that the loss could come from legal and accounting
services, with Britain’s buyout sector losing around £235
million a year in legal and accounting fees. Under current
European Union regulations, a non-EU investment fund
is required to register and meet certain requirements for
each EU country where it wishes to market in. With a
hard Brexit, the United Kingdom would potentially be
irrelevant when it comes to distributing funds across
Europe, reported the FT.

A world of numbers

US$60
million

The approximate amount clawed
back by Wells Fargo in stock
awards from executives deemed
responsible for its unauthorized
accounts scandal in 2016

70%

The percentage of global initial
public offering activity in Q1
2017 dominated by the AsiaPacific region, with Greater China
taking the helm, accounting for
48 percent of global proceeds
according to a quarterly
report by EY.

57%

The percentage of people in G20
countries who trust or highly
trust professional accountants
with their tax system, compared
with professional tax lawyers (49
percent) and non-government
organizations (35 percent)
according to a joint report by
the ACCA, IFAC and Chartered
Accountants Australia and
New Zealand.
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PwC chairman: robot job takeover is coming

Bob Moritz, Global Chairman of PwC, told Business Insider
that people are not doing enough to prepare for the inevitable
automation job takeover that will take place in the next 50 to 100
years. Moritz believes that poor preparation will lead to three
serious implications: significant job losses, risk to economic
growth and the potential threat of social unrest that could lead
to countries potentially affected by automation falling apart. He
urges for new skills training to be a priority to help counter these
issues and the creation of more job opportunities for workers.

Intelligent automation sweeps large firms

Accounting firms and their clients have recently deployed robotic
process automation – software that replicates the actions of a
human to execute tasks across computer systems – in their offices
to complete repetitive tasks with higher accuracy and efficiency,
reported the Australian Financial Review. According to Deloitte, a
minute of work for a robot would take a human 15 minutes to complete. Despite fears of automation taking over people’s jobs, Bill
Cline, the National Advisory Leader for Digital Labor at KPMG,
told the Review, that robotics will create more jobs with the demand
for tech-savvy workers with a deep understanding of automation.

Alpacas used to dodge taxes in the U.S.

Americans are using alpacas as “outlandish loopholes,” writing off
the cost of buying them as deductible business expenses, warned a
new report published by Senator Jeff Flake of Arizona. According
to the United States Agricultural Department, commercial sales of
alpacas, a species of South American Camelid, totalled US$32.6
million in 2012. Richard Sexton, an agricultural economist at
the University of California, Davis, told The Washington Post
that it’s estimated that the total taxes avoided would not exceed
US$10 million annually.

Reality TV star indicted for tax evasion

Michael “The Situation” Sorrentino of American reality-TV
show Jersey Shore and his brother Marc Sorrentino, who were
both accused of tax offences and conspiring to defraud the United
States in September 2014, now face a superseding indictment with
new charges, including of tax evasion, structuring funds to evade
currency transaction reports, and falsifying records to obstruct
a grand jury investigation, reported Forbes. The new indictment
alleges that Michael Sorrentino evaded his 2011 income taxes by
failing to file a personal return, filing a false return for his clothing
business, Situation Nation, and hiding his cash income.
April 2017 9
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CHINA’S
TRANSFORMERS
As China aggressively expands its industrial robot market,
Jemelyn Yadao talks to experts about the broadened scope
of robotics innovation beyond manufacturing, and Hong
Kong’s place in the rise of intelligent machines
Illustrations by Gianfranco Bonadies

10 April 2017
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W

hy are you sad?” asks Pepper, a four-foottall human-like robot with a touchscreen for
a chest. Pepper, made by Japan’s SoftBank Robotics,
was designed to read and interact with human
emotions and be a friend in people’s homes. But since
its introduction in 2014, the humanoid has not only
been a companion, but also a good employee – talking
like a coffee expert at Nescafé stores in Japan, helping
customers choose wines at Carrefour grocery stores
in France and, most recently, greeting customers for
bar and restaurant Pyramid Ale Taproom at Oakland
International Airport. This talking, dancing and joketelling robot is a far cry from the industrial robotic
arms seen primarily in the manufacturing industry
performing laborious and repetitive tasks.
Indeed, when it comes to industrial robots,
China is the world’s largest market. In 2016, the
worldwide sales volume of industrial robots reached
290,000 units, with China accounting for 25 percent,
according to the International Federation of Robotics,
ranking the country no. 1 globally in robot sales
volume. However, the country still has a lower robot
penetration rate relative to its working population
compared with Germany, Japan and South Korea.
What experts are most excited about are the
less-mature service robots, from surgical devices
to emotional robots like Pepper, and the artificial
intelligence that aids them. “The really exciting
developments in robotics are happening not just in
the physical realm, but in what is being called the 4th
Industrial Revolution: disruptive smart technologies
that are blurring the boundaries between the
physical and digital. Intelligent robots are playing
a crucial role in driving this revolution,” says Steve
Lo, Managing Partner, Technology, Media and
Telecommunications at EY.
Service robots will be increasingly integrated
into sectors beyond the heavy industries. Another
example is Amazon’s Prime Air drone delivery, which
completed its first public demonstration in the U.S. in
March, carrying a box filled with sunscreen.
Scott Likens, Emerging Technologies Partner at
PwC Experience Centre, describes service robots
as a combination of AI, data and mechanization.
April 2017 11
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“It started with industrial applications
in China, but with the digitization of the
world, there are new robots out there that
are a little more scary, but more interesting
in what they can do tomorrow to disrupt
businesses,” he explains.
“I wrote AI code around 20 years ago,
and it only started to scare me this year
because it’s got infinite access to data, it can
remember things forever, and with infinite
access to processing it can get close to
human thinking. The real use case is around
how AI in robots is being used to digitize
businesses.”

At your service

Experts believe that the service robot
industry is on the cusp of growth,
particularly in China. “The development
level of service robots is expected to
surpass that of industrial robots,” says
William Chou, National Technology,
Media and Telecommunications Industry
Managing Partner at Deloitte China.
“In emerging markets such as China,
the technology gap between foreign and
domestic is decreasing, and domestic
companies will have the natural advantage
of understanding the local culture,” he
adds, citing “empty nesters” – parents in
China left behind by children working in
big cities – who want a companion, even if
he or she is a robot.
Three areas will see significant future
developments, according to Chou: medical robots (surgical and rehabilitation),
logistics robots, and financial robots. While
many medical robot companies are still at
the research and development stage, Siao
Tin Soh, an analyst at GCiS China Strategic
Research, agrees that they are set to transform parts of China’s healthcare industry.
“It will mean less invasive surgeries,
and operations being performed with
greater precision; it will mitigate healthcare
professional shortage with robots taking
over some of the repetitive and admin

tasks, allowing the doctor or nurse to focus
more on patient care; and it will enable the
provision of homecare, alleviating pressure
on the public heathcare system,” says Soh.
She expects to see more surgical robots in
China’s hospitals in the near future.
Logistics robots will also have a promising future. “Currently, online shopping
transactions account for 20 percent of
China’s total retail transactions, and the
percentage is expected to increase, which
makes automation equipment and intelligent logistics equipment a must to speed up
the warehouse processing and delivering,”
says Chou. Alibaba, he adds, has already
started testing its autonomous drones in
the company park, while JD.com’s delivery
drones are expected to launch this year.

for this transition into making work more
efficient through robotic automation,” he
says. “We see our clients very interested in
it, but it’s still early days. They’re trying to
figure out if it’s much more efficient at an
industrial scale. Robotics automate tasks
so humans can focus on more innovative
and creative thinking. But the reality is,
robotics offer exponential cost savings
over humans.”

Next generation
manufacturing

China’s burgeoning industrial robot sector
is still a key focus for industry watchers.
The International Federation of Robotics
estimates that the country will account for
40 percent of the global industrial robot
market by 2019.
The Chinese government has been
“Robo-advisers
pushing for more robots, promoting the
can provide asset
wider use of industrial robots in industries
such as car manufacturing, electronics,
management
home appliances, aviation, textiles,
chemicals, logistics and food production.
strategies to clients
It issued the Robot Industry Development
with the support of
Plan (2016-2020) in April last year, vowing
to produce 100,000 robots annually by
big data and AI. ”
2020, with sales reaching 30 billion yuan.
Lastly, financial robots can provide cus- The country’s ageing population, and ever
tomer services such as business consulting, increasing labour costs, are also driving
security, for example early-warning detecChina to heavily invest in robots.
tion, and data analysis through so-called
It is well known that automotive
robo-advisers. “Using voice recognition,
manufacturers have been using robots
autonomous mobility and other intelligence to automate assembly for years, while,
technology, financial robots can analyse
according to Roger Chung, Research Senior
customers’ preferences during conversaManager at Deloitte China, other industries
tions to recommend financial products or
such as electronic manufacturing, metal
credit cards and obtain clients for banks.
manufacturing, chemical and food
Meanwhile, robo-advisers can provide asset processing are beginning to adopt robots.
management strategies to clients with the
Now, experts see a rising demand for
support of big data and AI,” says Chou.
more intelligent manufacturing robots,
Hong Kong’s services industries are
especially in computing, communications,
prime for such robots, notes Likens at PwC. and consumer electronics industries where
“Finance, banking and insurance, these
robots need to manipulate tiny parts with
industries that have tremendous amounts
greater precision. “Carrying loads, moving
of data that humans look at today are ripe
things around – those are things robots
April 2017 13
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find relatively straightforward. But
to get robots to do more sophisticated
assembly jobs like putting a mobile
phone together, that’s more demanding,”
says Michael Wang, Professor of
Mechanical and Aerospace Engineering,
Electronic and Computer Engineering
at Hong Kong University of Science and
Technology, and Director of HKUST
Robotics Institute.
To do more demanding jobs, he adds,
robots need to be taught or learn. “That’s
essentially what AI would enable robots
to do. It’s still early stages, but we’re
trying to figure out whether or not AI
14 April 2017

techniques can actually make these
robots learn to do more than just the very
simple things.”
Getting a robot to open a door or cut
out a hole using a saw requires writing
millions of lines of code, he explains.
“Doing that for a whole assembly
process is too daunting, so you have
to use new methods – either teach
robots using demonstrations through a
hand-held method (moving the robot’s
arms or other parts for it to imitate the
movements to do a task), or make them
watch what you do and learn.” Wang
adds that so-called collaboration robots

for manufacturing industries, in which
robots would work alongside humans, is
currently a big research area. “It would
help keep people safe, and allow people
to closely teach robots how to perform.”

Taking the lead

With AI and cognitive technology being
the core technologies behind intelligent
robots, both Mainland China and Hong
Kong play a key role in exploring their
potential for society and business. “This
is where the cutting-edge research is,”
says Wang, referring to Hong Kong.
“You don’t see factories here but the
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“You don’t see factories here but the newer
technologies that everybody wants in the
factories need to be developed and that’s
where Hong Kong comes in. ”

newer technologies that everybody wants in
the factories need to be developed and that’s
where Hong Kong comes in.”
He highlights Hong Kong Science and
Technology Parks as another catalyst
for robotics development with the
establishment of its Robotics Technology
Platform. “The city would like to become
a technology hub that can develop these
technologies as solutions for users and
customers in China.”
The HKUST Robotics Institute has
been approached by numerous companies,
including some from Hong Kong, about
opportunities around autonomous ground

vehicles, according to Wang. “The ultimate
goal is to have robots in homes, but for now, a
number of companies think that this type of
robot would be good for semi-public spaces
like hospitals, hotels, shopping malls, where
the machine can interact with humans.”
In China, Internet giants Alibaba, Baidu,
Tencent and Xiaomi have been investing in
service robots in recent years, which could
lead to the roll out of some highly intelligent
machines in the future, points out Chung at
Deloitte. “Service robots consist of several
core technologies, including voice and
visual recognition, AI, natural language
processing and so on. In voice recognition,
investments by Internet giants have
yielded satisfactory results – Baidu and
iFLYTEK have achieved 95 percent speech
recognition accuracy, while SenseTime
Technology has gained a 99.15 percent facerecognition accuracy rate.”
Of course, it’s not enough for robotic
companies to just rely on the technology.
DJI, the unmanned aerial vehicle or drone
maker, founded by former HKUST student
Frank Wang, is an example of how the
commercialization of UAV technology
can be realized. “Unmanned auto-piloted
aircraft have been around a long time,” says
Wang the HKUST professor, “but now,
with sensors, computing power and motion
control being so advanced and economical,
DJI, which started from here, managed to put
all the right pieces together – including the
marketing and a product that is very much
like Apple’s – to create this half
amateur, half professional drone that
has opened up a whole new market.”

Industrial robots:
The worldwide sales
volume of robots in 2016
reached 290,000 units,
with China accounting
for 25 percent. The sales
volume of industrial
robots in China is
expected to increase
by a compound annual
growth rate of 20
percent in the next
five years.
Service robots: During
2015-2018, the global
sales of personal or
home service robots
will reach 25.9 million
units. The sales volume
of professional service
robots will increase to
152,000 units.
Source: International
Federation of Robotics
April 2017 15
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PwC Greater China Chairman and
Chief Executive Officer on how
business leaders can build and
sustain trust in the digital age

Technology and trust in
the age of disruption

U

ndoubtedly, technology
is reshaping our industry
landscape. It is also adversely
impacting stakeholders’ trust, both
in China as well as globally. This is
reflected in PwC’s 20th CEO Survey
findings, which reveal that nearly half
of China chief executive officers are
finding it harder for their businesses to
gain and keep trust. Twenty years ago,
trust was not high on most business
agendas. Today, 58 percent of CEOs
are worried about the lack of trust in
business, substantially higher than
37 percent in 2013.
CEOs identify cybersecurity, data
privacy breaches and information
technology disruptions as the top three
technology threats to stakeholder trust.
Not surprising then that 66 percent of
the CEOs surveyed in China believe
that how they manage people’s data
will differentiate them from their
competitors.
Thinking ahead to the next 20 years,
CEOs are expecting to see disruptions
in transportation (autonomous
driving), finance or currency (moving
towards digital and cashless society),
communication (virtual reality),
manufacturing (3D printing), renewable
energies, healthcare (robotics,
personalized medicine) and automation
(Internet of Things, big data, and
artificial intelligence).

What then is our responsibility as
business leaders to increase trust in the
digital age?
Companies have to respond by using
the augmented intelligence underlying
the technology-enabled transformations
to better understand the key problems
facing society and business to find
solutions and opportunities. Nearly half
of the respondents in China told us that
they “agree” or “agree strongly” that
technology is to be used to improve
people’s well-being.
Given the advent of automation,
it is imperative that businesses
think critically about worker
displacement. More has to be done
to offer retraining, reskilling and
retooling to offset long-term social
and economic consequences. Chinese
companies should also explore the
benefits of humans and machines
working together as only 38 percent
of executives in China are engaging
in this (compared to a global average
of 52 percent) and only 42 percent are
considering the impact of artificial
intelligence on future skills needs.
Marrying technology with unique
human capabilities would be one of the
critical factors for success.
In order to establish trust in the
age of disruption, business leaders
need to be guided by purpose. PwC’s
CEO Survey found 89 percent of

business leaders in China agree strongly
that it is important to have a strong
corporate purpose that’s reflected
in an organization’s values, culture
and behaviours. Companies face the
challenge of maximizing shareholder
value while ensuring that environmental
and social concerns are being reflected
in their strategic thinking. In the China
context, 86 percent of executives told
us that it has become increasingly
important to run business in a way
that accounts for wider stakeholder
expectations.
Given the lack of trust in the
digital age, companies will have to
build and sustain stakeholder trust
and confidence through actions
such as enhanced management of
cybersecurity, digital and data risks.
Emerging technologies, such as
blockchain, can help businesses build
greater trust in audit and accounting
transactions or records.
Leveraging technology to improve
people’s wellbeing and to create new
value and opportunities will help build
and sustain trust. Business leaders
today have a great opportunity and
responsibility to lead through the
disruptions by demonstrating purpose
and increasing trust through corporate
behaviour that leads to positive
outcomes and real returns for all
stakeholders.

“More has to be done to offer
retraining, reskilling and
retooling to offset longterm social and economic
consequences.”
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GETTING
TO THE
NEXT LEVEL
With 1,500 companies worldwide following its framework, the
International Integrated Reporting Council has moved from concept
to consolidation. Richard Howitt, recently appointed Chief Executive
Officer, explains to George W. Russell how he hopes to guide the
organization to the global mainstream with support from partners
such as the Hong Kong Institute of CPAs
Photography by Rob Whitrow

R

ichard Howitt wants to bring a
new “global norm” to financial
reporting. The British politician,
now Chief Executive Officer of the International Integrated Reporting Council, is
on a mission to promote good corporate
governance, long-term investment and
climate risk management to the business
mainstream.
“We are coming out of a breakthrough
phase for integrated reporting which
was all about innovation and testing a
new idea,” Howitt says from his office at
the IIRC’s London headquarters in the
modernist building known as The Helicon.
Now, he says, “My mission is to turn
[integrated reporting] from being an idea to
being the universal practice.”
It has been less than seven years since
the IIRC was formed, and only three years
since the International Integrated Reporting

Framework was issued. Since then, about
1,500 mostly large companies around the
world have adopted its principles.
“I think there was such a buzz around
the idea of integrated reporting and the
power it can bring, with its multi-capital
outlook, broad take on value creation, and
focus on forward-looking information,
that people forget it is still a relatively new
idea,” he says.
The core of integrated reporting is its
Six Capitals, its broad quantitative and
qualitative measures that consolidate a
company’s financial and non-financial
metrics, composed of financial, human,
manufactured, intellectual, natural, and
social and relationship capitals.
The result should be a clear, concise
explanation of how a company’s resources
create value that encourages deeper
thought about the design of business plans

and strategies and how to manage key
risks. Companies that adopt integrated
reporting see it as having “long-term value
creation for the business at its heart,”
according to Howitt.
Howitt sees a lot of potential in the
Asia-Pacific region. He points out that 300
companies – a fifth of the total – issuing
integrated reports are in Japan. Meanwhile,
30 of the biggest companies in Malaysia
have committed to integrated reporting,
and in February the Securities and
Exchange Board of India, the stock market
regulator, called on the country’s top
500 listed companies to adopt it. “That’s
incredible,” says Howitt.
In China, the Ministry of Finance
joined the IIRC’s council this year, while
in Hong Kong interest has increased since
the stock exchange’s decision in 2015 to
adopt a “comply or explain” listing rule
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on environmental, social and governance
reporting. “Hong Kong-listed companies
are now adopting integrated reporting
as awareness of the importance of prefinancial information grows,” says Howitt.

Partners in progress

Part of the surging local and Asia-Pacific
interest, Howitt explains, is due to encouragement from the Hong Kong Institute
of CPAs. “I know the Institute has been
drumming up support across the region
and building understanding,” he says. “I
warmly appreciate all that it is doing.”
The Institute is one of several national
accounting organizations that helped
advance the framework with the International Federation of Accountants and other
global bodies. “IFAC may have endorsed
integrated reporting but we only got to that
stage because of the drive and determination of accountants around the world,”
Howitt maintains.
Howitt also credits the contributions
from other Global Accounting Alliance
member organizations as well as the large
accounting networks. “Our Chairman is
Barry Melancon, CEO of the American
Institute of CPAs, and the global heads of
the Big Four accounting firms all sit on the
IIRC’s council,” he says.
However, with the absence of mandatory
compliance with integrated reporting, the
decision to adopt it rests with individual
companies. Hong Kong-listed companies
such as CLP Group, Link Real Estate
Investment Trust, Pacific Basin and Swire
Pacific have adopted all or some of the
framework.
Last year, CGN Power, a utility, became
the first Mainland-based company listed in
Hong Kong to adopt integrated reporting.
“CGN stated that it is moving towards
integrated reporting because it helps the
business to reflect on future strategy
and build a long-term dialogue with
stakeholders,” Howitt says.
20 April 2017

Integrated reporting, Howitt points out,
is about behaviour change and looking
at financial reporting as a strategic
benefit instead of a bureaucratic burden.
“Reporting becomes a tool first and
foremost for the business and its investors,
not something done simply because of the
requirements of the regulator.”  

“Hong Kong-listed
companies are now
adopting integrated
reporting as awareness
of the importance
of pre-financial
information grows.”
He sees integrated reporting as a longterm process. “It is a journey for companies
to adopt integrated reporting, not
something which is achieved in one year
alone,” he adds, acknowledging that many
companies are still taking only the first
steps by adding some integrated reporting
principles to their existing process.
“They are beginning to connect different
parts of the business to the reporting
process in a way which had not been
done before, or analysing the risks and
opportunities to the business according
to the Six Capitals,” he says, noting that
companies can seek external advice from
integrated reporting consultants, such
as those in accounting firms, or through
utilizing training programmes and other
resources provided by the IIRC.

Social responsibilities

Howitt is only the second person to
become CEO of the IIRC. His predecessor,
former Institute of Chartered Accountants
in England and Wales president Paul
Druckman, left in 2016 to join the board

of the Financial Reporting Council. (He is
also chair of the FRC’s corporate reporting
council and a member of its codes and
standards committee.)
Howitt was born in Reading, west of
London, and raised in public housing by a
single mother. He graduated from Oxford
University – and has a postgraduate
management degree from the University
of Hertfordshire – and was drawn to
nongovernment organizations, working
in advocacy for disabled groups, which
spurred his interest in corporate social
responsibility.
He entered local politics, first serving
on a suburban London municipal council.
In 1994, Howitt was elected to the European Parliament, where he sat for 22 years.
There he was a driving force behind the
Non-Financial Reporting Directive, which
requires 6,000 large listed companies to
disclose environmental and social information in their reports starting from the 2017
financial year.
“The directive is principles-based,
can be implemented by using existing
international frameworks, and in which the
integrated reporting framework has been
specifically referenced,” he says. “I believe
it can be a major opportunity to grow
integrated reporting across Europe.”
He left his parliamentary seat in 2016 to
join the IIRC. “I am not new to integrated
reporting,” he notes. “I was there at the
inaugural meeting of the IIRC in 2009 and
have been an ambassador ever since. I came
to the IIRC because I believe in integrated
reporting and I want to champion that
belief in the world. I saw the limitations of
CSR and of sustainability initiatives.”
Howitt says he hopes to be a key public
face and a global advocate for reforming the
corporate reporting system. “I see my role
as growing awareness and understanding of
integrated reporting, winning adoption and
endorsement at every level, from individual
businesses to big international institutions.”
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Richard Howitt was
a member of the
European Parliament
for more than 20
years, and was an
architect of the
European Union’s
non-financial
information directive
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Howitt acted as
a voluntary IIRC
ambassador for five
years, promoting
integrated reporting
within the policy
and business
communities

An important role will be to listen
to and analyse feedback. “One of the
things we pride ourselves on at the
IIRC is listening to the market, hearing
companies’ needs and responding to
them,” says Howitt. “That’s why on
1 March we launched a 60-day global
comment period for everyone to tell us
about the challenges they are facing in
adopting integrated reporting – what is
working well and what is slightly
more tricky.”

One out of many

As Howitt settles into his term as CEO,
one challenge will be to harness the
22 April 2017

various complementary and competing corporate reporting initiatives and
encourage them into forming a coherent
single platform. “Several different
frameworks for company reporting
are working together to align, with the
overall aim of integration,” he says.
Howitt says it’s time that these
strands were brought together through
the Corporate Reporting Dialogue,
an IIRC initiative convened in 2014,
because of a growing understanding
that different strands of the reporting
system have grown up in silos.
“Financial reporting standards have
been developed over hundreds of years,

while sustainability reporting and other
reporting initiatives are much more
recent,” he says.
A uniform approach, he believes,
will promote consistency of application.
“As we move into the global adoption
phase of the IIRC’s strategy, we are
seeing growing consistency across
some of the important content
elements,” says Howitt, citing reporting
strategy, risks and opportunities and
stakeholder engagement as examples.
“These are issues that there is an
increasing understanding internationally of their importance, and the
importance of communicating how they
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“I see my role as growing
awareness and understanding
of integrated reporting, winning
adoption and endorsement
at every level, from individual
businesses to big international
institutions.”

affect the value creation potential of the
organization,” he adds. “There are many
companies that are doing fantastic reports.
Just by reading them you can see the
quality of the management and that they
really benefitted from adopting integrated
reporting.”
For the IIRC’s part, Howitt says he is
committed to developing the council’s
own abilities to foster growth and impart
wisdom. “I have the privilege of heading
a programme of excellence in both
advocating and developing integrated
reporting, including through our
international business network, specialist
banking, investor, public sector and

technology initiatives, our global training
programme, and our technical team.”  
Howitt says the technical expertise –
and the strong support from international
and national organizations across the
world – also encourages his global
ambitions for integrated reporting.
“Whether in Asia, the Americas or
in Europe, those adopting integrated
reporting are doing so not because
they’ve been told to, but because they
understand it is the right thing to do
for the continued success of their own
company or organization.”
At the end of the day, he is fuelled
by optimism. “I’m optimistic because,
ultimately, integrated reporting makes
sense,” Howitt says. “I don’t know of
one business that has adopted integrated
reporting and then changed its mind.
That’s quite powerful – it demonstrates
companies are finding it transformative. That it is really making a
difference.”

The International
Integrated Reporting
Framework has
been adopted
by about 1,500
businesses globally
and the IIRC has
been successful in
driving change in
corporate reporting
in more than 25
countries.
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Patrick Lo

The Partner at RSM Hong Kong, and
a mentor in the Institute’s Mentorship
Programme, shares factors contributing
to mentoring success

…be a good mentor
Why do we need a mentor?

People often ask, what is
mentorship? Why do we need a
mentor? How is a mentor different
from all the other people, such as
parents or relatives in the family,
teachers or professors at school,
friends in our social life, supervisors
or colleagues at work, and
pastors at church, etc. around us?
These people – “advisors” – at one
point or the other, will always be
around us, shedding light on us as
we grow up, teaching and helping us
to gather knowledge and skill sets
that enable us to find a decent job,
developing an ethical value of life
for us to contribute to making the
world better, and strengthening our
ability to live harmoniously with our
neighbours.
However, nowadays the world
is changing fast, and getting
more and more complicated and
technologically driven. Very often,
we will come to a crossroads in
our career that we need to make a
choice that will have a significant
impact on our future. Unfortunately,
when we come to this situation, we
may not always be able or want to
seek advice from the “advisors”
mentioned above, for the following
reasons:
• The advisors may not have the
knowledge or experience to
understand our situation and to
offer advice on the available
options.
• We may not want them to know.
For example, we may not want

to worry our parents with our
problems.
• Some of these advisors may be
in a conflict of interest with you.
These may be the case with our
supervisors, colleagues and even
friends working in the same field.

The role of a mentor

Under the previously mentioned
situations, a mentor fills in the gap.
A mentor offers guidance, advice
and support to a mentee to facilitate
his or her learning and development.
The Institute’s Mentorship
Programme’s objective is “to offer
aspiring CPAs the opportunity to
learn from experienced members
for the purpose of their career
development through consultation
and experience sharing.”

How to be a good mentor

Based on the above mentioned
objective of mentorship, a good
mentor must be able to help the
mentees to identify options that are
available to them when they are at
their crossroads and help them make
the “best” choice based on as much
relevant information and experience
as you can provide or help them
to find. I believe the following are
the key success factors to become a
good mentor:
Quality approach
• Be empathetic and supportive to
the mentee’s concerns.
• Be committed and provide
sufficient time and energy, and

be readily approachable and
accessible.
• Have a strong desire to help
younger professionals to advance
in their career.
• Demonstrate yourself as a
professional role model and stress
the importance of respect from
each other and keeping matters
discussed confidential.
Coaching techniques
• Be an active listener and don’t
interrupt when mentees are
talking about their problems.
• Appreciate the mentee’s point
of view and ask thoughtful
questions.
• Provide constructive feedback,
supported by real examples and
experiences.
• Help mentees recognize the
likely outcome of their plans,
actions and behaviour, and
remind them that they should
be responsible for the decisions
made.
• Be prepared to share personal
experience and stories of
mistakes and failures.
Important “don’ts”
• Don’t act as a sponsor.
• Don’t try to find jobs or carry out
work for mentees.
• Don’t try to be an expert in all
areas, but instead offer to share
contacts who can help.
• Don’t create an unhealthy
dependency on the mentor from
the mentee.

“A good mentor must be able to help
the mentees to identify options that
are available to them when they are
at their crossroads and help them
make the ‘best’ choice.”
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SMPS
EMBRACING
TECHNOLOGY
Moving to cloud computing is inevitable for small- and
medium-sized practices looking to remain as relevant as
larger firms with more resources. Michelle Perry talks to
SMPs utilizing technology and looks at the benefits and
pitfalls of moving online
Illustrations by Ester Zirilli

S

mall- and medium-sized practices
know and understand they need
to offer their clients the highest
standards, and if small business owners are
investing in technology then they will expect
their accountants to keep pace with new
technologies, too.
A report by Accountancy Europe,
published last September, found that: “Clients
are increasingly demanding robust accounting
tools that allow them to access and manage
their data in real time and facilitate mobile
computing. Moving to the cloud is the best
way to satisfy these demands and accountants
must be ready to adapt to this new paradigm.”
With this knowledge, it is no great leap
for senior partners at Hong Kong’s SMPs
to realize that it is time to embrace more
technology, if they haven’t already.
The variety and availability of technology
solutions for SMPs is a burgeoning market.

26 April 2017

Data storage is still perhaps the cloud-based
service most widely used, but there are an
increasing range of online software services
available. More and more practices around
the world are using online accounting
and tax return processing applications.
Practice management systems and customer
relationship management systems are
software packages that are increasingly
migrating online.
Helen Tang, Managing Director of Moore
Stephens in Hong Kong and a member of the
Hong Kong Institute of CPAs, says her firm is
just about to upgrade its management systems
after using the same one for the past 25 years.
She hopes that the new online system will be
up and running before the end of the year.
There are also online applications to allow
clients to sign documents electronically so
that paper forms will no longer have to be
sent for signature. Remote spreadsheet tools

for collaborative working are also popular
with firms.
Thomas Lee, Partner of Hong Kongbased Lee, Au & Co., like other SMPs, uses
a document management system at his twopartner, 20-staff firm.
Accounting packages that extract data
directly from online banking platforms and
other sources – such as data directly from
point-of-sale systems – are another popular
option for SMPs looking to embrace new
technologies.
“Technology is changing SMPs by
significantly cutting down storage space
for hardware such as servers and related
peripherals,” observes Jason Yau, Partner,
Technology and Management Consulting
at RSM Hong Kong, adding that enterprise
resource planning, workflow, content and
human resources managements are other
online software services that SMPs can
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utilize. “Technology also allows SMPs
to use social media as a platform for
marketing and build themselves into
technology-oriented, forward-looking
service providers.”

Cautious approach
One of the main drivers for businesses
considering moving to the cloud is the
promised cost savings, scalability and
agility, and as uncertain economic times
show no signs of abating, business leaders continue to look for efficiency and
new business lines. It is estimated that
this year IT buyers would be moving
incrementally towards cloud strategies,
according to a report by IDC FutureScape: Worldwide Cloud 2017 Predictions,
published last November.
That said, the picture in terms of
adoption remains mixed. A Forrester
study commissioned by Microsoft last
year revealed vastly different levels
of maturity in cloud understanding
and adoption among financial service
institutions in Hong Kong and across
Asia Pacific.
This finding is likely representative
for most industry sectors and across
accounting practices serving those sectors
as well. Although overall there appears
to be an acceptance among accountancy
practices that cloud technologies will
become a mainstay of accounting,
wholesale adoption remains in the future.
It is not a case of “if” but “when.”
“We are trying really hard to use
technology more. It’s really important
that we use technology in a smart way for
clients and staff,” says Lee of Lee, Au &
Co. and an Institute member.
Lee says his firm uses online
software for auditing, allowing staff to

work remotely and share data in real
time so that employees can “work more
productively,” but he has yet to move his
data to the cloud. Tang at Moore Stephens,
says her firm, which has around 200 staff,
has migrated to online audit software.
The firm has been using it for the past five
years in a bid to cut paper usage as well as
improve productivity and efficiency.

“We are trying
really hard to use
technology more. It’s
really important that
we use technology
in a smart way for
clients and staff.”
Indeed in the field of audit, online
software has become popular over the past
two years as practices realize the benefits
of shifting away from paper.
Online audit confirmation service,
Confirmation.com has 300 audit firms
(out of 1,800 audit firms in Hong Kong)
and over 1,300 auditors registered
and using the service to send digital
confirmation requests to banks locally
and internationally.
Natalie Lewicki, Chief Executive
Officer of Confirmations Asia Pacific,
is confident that more audit firms will
migrate to online solutions over the next
few years. It is just a question of time and
cultural adjustment, she says.
“In the Hong Kong marketplace there
is some caution about moving online. One
of the difficulties is the mindset of the
client. But the opportunities for firms are

so great in a market like Hong Kong, and
the scale of clients so huge that they will
embrace more technology,” Lewicki says.
This careful approach among
accountancy practices to migrating online
wholesale and too fast is borne out. Lee
says that he is still cautious about moving
to the cloud because of data sensitivity
and a lack of bespoke solutions for his
needs. For now, he says, a data centre is
the best solution.
Tang echoes Lee’s caution. “I’m
struggling with the idea of the cloud
because of security. It takes it out of your
control and the cost isn’t cheap either.”
Although she says her firm is not yet
ready, she says: “I think we will adopt
cloud technology in the next five years.
We are not ready yet but everyone is
going in that direction. When costs come
down and security increases it will be
more attractive.”

Benefits and pitfalls
The advantages of embracing new technologies are multifaceted. Confirmation.com
claims it reduces the bank’s response time
by half, and puts an end to auditors and clients needing to chase their banks enquiring about the status of their confirmations,
leaving staff with more time to spend on
more strategic aspects of an audit.
Online technology can help SMPs
work more collaboratively with clients
and access accounting information in real
time to provide an immediate picture of
how a client’s business is performing.
SMPs can use this real-time data
to help clients adjust their strategy and
improve their future profitability. This
way of working signals a move away
from serving clients to collaborating with
them. As more traditional accountancy
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Cloud Computing
Benefits:
• Scalability – Expand or add-on as
small- and medium-sized firms and
their clients grow.
• Agility – Adjust strategy and
improve future profitability of both
firms and clients.
• Real time – Collaborate with
clients on their accounts as they go
rather than waiting until year-end.
• Improved insights – Offer better
tailored services.
• Lower costs – No more upfront
licence fees or large outlays on
hardware.
• Relevance – Clients using cloud
will expect their accountants to do
so, too.
Pitfalls:
• Security – SMPs still have
reservations over the control of
their data.
• Cost – Costs remain high in Hong
Kong compared to other parts of
the world.
• Ownership – Who owns your data?

“There are pitfalls
and constraints to
moving online due to
cybersecurity. And
for SMPs we don’t
really have very big
IT departments.”

work becomes automated, firms can
free up their partners and staff to do
the more value-added work, such
as interpreting data to offer clients
deeper business insights.
“Our staff will have to spend less
time on the repetitive tasks. We hope
to use more technology in our audit
work. That’s something we’ll explore
more in the coming years,” says Lee.
Indeed, technology is helping
SMPs offer services once limited
to larger firms, notes Yau at RSM.
“The cloud monthly fee subscription
model and the ease of managing these
cloud services have allowed SMPs
to close the gap with larger firms as
traditionally these infrastructures
and offerings would require a
lot of capital expenditure, talent
investments, as well as administrative
responsibilities,” he says. “The
cloud model allows SMPs to spend
more time providing valuable advice
to clients rather than focusing on
administrative burdens.”
Cloud computing, however, is
not a perfect solution. Lack of direct
controls, standard contracts offering
little protection, cost overruns,
network reliability and bandwidth,
and integration challenges are all
included in Yau’s list of pitfalls.
For many practices, security is
one of the main concerns. “There are
pitfalls and constraints to moving
online due to cybersecurity. And for
SMPs we don’t really have very big IT
departments. We rely on contractors,”
says Lee. “I know that many SMPs are
concerned about cloud computing due
to security.”

Another drawback for Lee
concerns the ownership of data.
“Because data will not be on our own
server or on our own hard disk, it’ll be
somewhere on the web, and whether
it is in a secure manner, we don’t have
any knowledge of that,” he says.
The ability to switch cloud providers is a further sticking point for some.
Inadequate customer-provider trust is
clearly still an issue for many SMPs.

Reduced costs
Cloud computing can lower costs. The
Software-as-a-Service (SaaS) model
does not require large upfront licence
fees or large outlays on hardware.
Neither does it require lengthy testing
and roll-out periods as large-scale
IT projects needed in the past. SaaS
products can also be easily scaled
up and down depending on a firm’s
requirements.
Attracting and retaining talented
individuals in technology-savvy firms
is also a huge bonus, which is not lost
on some. “Technology attracts talent,
so in our recruitment we show how we
use technology and that also distinguishes us from the old-fashioned way
of doing things. We are trying to move
ahead, and it is appealing to our new
recruits,” says Lee.
It is clear that SMPs in Hong Kong
are aware of the need to embrace
technology but they are not jumping in
head-first. Practices are assessing their
needs and those of their clients, and
dipping their toes in tentatively with
one service line and reviewing
the outcome before migrating
online with another service.
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ALWAYS
ON POINT
In a fast-paced, high-tech society
where people have easy access to
on-demand entertainment, is the art
of classical ballet dying? Belinda Lau,
Finance Director of Hong Kong Ballet,
tells Jemelyn Yadao that it’s not, and
how the dance company is helping
ballet leap gracefully into the hearts
of today’s audiences
Photography by Calvin Sit

A

Apart from
finance,
Belinda Lau
oversees human
resources,
administration
and information
technology at
Hong Kong Ballet

story of an eccentric toymaker, his enchanting life-sized
doll and a prying couple, Coppélia has everything a good
family-friendly ballet should have – magic, humour, and
beautiful costumes and sets. A few hours before the show’s opening night at the Sha Tin Town Hall, Belinda Lau walks through
the stage door into a vast room with black walls and floor where
the stage crew is setting up, and is gripped by what’s happening
behind the scenes.
“There’s so much that happens backstage that the audience never
sees. The best thing about the backstage ballet experience is that
you get to see all the elements involved, like the movable scenery,
and the people,” says Lau, Finance Director at the Hong Kong Ballet
and a Hong Kong Institute of CPAs member. “I don’t just look at the
numbers; I also help to make sure that everyone is safe when they
are doing their jobs.”
Hong Kong Ballet, one of the premier classical ballet companies
in Asia, actively goes outside its home base, the Hong Kong Cultural
Centre in Tsim Sha Tsui, bringing the dance to those in different
suburban areas. The company performed Swan Lake in Yuen
Long in August last year, and returned to the Sha Tin Town Hall
auditorium with The Sleeping Beauty after its last visit in 2013.
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The company’s repertoire
includes full-length ballets, classical
and neoclassical works of the 19th
to 21st centuries, contemporary
ballets, and classic productions
choreographed especially for
children. In recent years, it has
won recognition regionally and
internationally. Another side that
is much talked about is how the
government-subsidized troupe lacks
a permanent venue to rehearse and
perform, notes Lau. “The phrase
‘Hong Kong Ballet doesn’t have a
home,’ is so overused. This means
that while we are normally based
at the Cultural Centre, the dancing
studio is on a rental basis, so when
there’s an arts festival we have to
move out,” she explains. “We don’t
own the dressing room, lockers
and dance equipment. Money is
another challenge. I don’t think the
government is going to increase the
annual subvention to us.”
The company is also adapting
to the recent announcement that
its artistic director of nearly eight
years has decided to leave in June.
Madeleine Onne, a former principal
dancer of the Royal Swedish Ballet,
had led the company’s artistic team
of about 45 dancers from Hong
Kong, Mainland China and other
parts of Asia, as well as in Europe
and North America.
Finding a suitable replacement
is a painstaking process, yet Lau is
full of optimism. “Artistic director
is a very important role. Luckily,

Hong Kong is seen as an attractive,
well-connected city, so there’s a
good number of applicants for the
job. It’s the same when we recruit
dancers. Good quality people
worldwide would apply. So we
have to work very hard to maintain
our high-level reputation in order
to attract good talent,” she says,
adding that the new artistic director
could be announced within the next
couple of months.

Dancing into a new era
Hong Kong Ballet, which was
formed in 1979, is often compared
with the grandeur ballet companies
of Europe that have more than 200300 years of heritage, such as the
Paris Opera Ballet and the Royal
Danish Ballet. Lau doesn’t see the
company’s juvenility as a weakness.
“Compared to our Western counterparts, Hong Kong Ballet has a lot of
room to grow, which is why I was
excited when I joined this company
in 2014,” says Lau.
The future of ballet itself has
been widely debated. Critics
point to the dance as being oldfashioned – ballets have taken
inspiration from folk-fairy tales and
Shakespearean plays, among other
things – in today’s technologically
driven society. Ballet is responding
with an enthusiastic rush to
reinvent itself, observes Lau. “In
places in Europe, there have been
ballet shows incorporating 3D and
4D experiences, so they are coming

up with new ways to make ballet
more fresh.”
In some cases, she adds, ballet
would crossover with other types
of performances. During the recent
2017 Hong Kong Ballet Ball, one
of its dancers performed a unique
dance that was a combination of
classical ballet and pole dancing.
“Our ballet dancer trained for a
month in pole dancing to bring the
audience something new,” says
Lau. “Of course, you still have to
do the classics like Swan Lake and
maintain heritage, but you also have
to extend your audience group and
attract younger audiences. Once
you attract them, they are more
likely to come back and watch the
classical ballets.”
Lau believes Hong Kong’s
performing arts industry has a
promising future. “If you look at
the number of ballet schools in
Hong Kong today, certainly the
number of people here interested in
learning the dance is going up,” she
says, citing SDM Jazz and Ballet
Academie, a Hong Kong-listed
dance school, as an example. “The
West Kowloon Cultural District
development project is another
reason why I see this industry
improving, not declining.”

Hong Kong Ballet
was founded in
1979 with five
professional
dancers. In
1980, it did its
first classical
production – Act III
of Napoli .

Art of funding
Working for a non-governmental
organization, Lau spends much
of her time explaining to the
board how to get the best return
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on investment. Other than finance, she
oversees the back-office operations, including
human resources, administration as well as
information technology.
In June last year, Hong Kong’s
Home Affairs Bureau launched the Art
Development Matching Grants Pilot Scheme
in which eligible local arts groups and
organizations may receive matching grants
from the government for the amount of
donations or sponsorships they raise.
Hong Kong Ballet reacted positively to
the news, according to Lau. “All of us – the
nine big performing arts groups – were very
positive about the scheme. In the public’s
eye, the performing arts doesn’t seem to
need donations as much as the large charities
do. This scheme helps to raise the people’s
awareness about how essential these grants
are for us,” she says. Apart from public
funding, the ballet’s performances are funded
through box office revenue and independent
fundraising.
This not-for-profit working environment
was new to Lau who had joined the company
after 17 years in the results-driven public
relations and marketing industry. Her last role
was regional chief financial officer at Ogilvy
Public Relations Asia Pacific.
Lau says she had to adjust her mindset.
“Coming from a marketing and communications company, I straight away noticed the
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difference in attitudes and working styles at
an NGO, where they are not focused on making more money but rather how to contribute
to the community,” she says. She recalls
the first time she was informed about the
company’s approach to box ticket revenue.
“A higher-priced ticket model would give us
a higher income but a smaller audience. The
company would rather dismiss that model
and have more people see the shows – different from the commercial world.
“But I also saw an opportunity for me to
bring the good practices from the commercial
world to the company to make the workflow
more efficient, and do things a little more
aggressively to get better results.”

Learning new moves
Lau’s career began at KPMG, where she
worked for three years, followed by a stint in
the manufacturing sector where she oversaw
the finance functions of two companies.
In 1997, Lau’s career shifted to the
fast-paced marketing and communications
industry when she joined Ogilvy & Mather
Hong Kong as finance manager. She
eventually moved up the ranks to become
regional CFO (public relations) in 2012, being
responsible for the company’s operations
within more than 20 Asia-Pacific markets.
Her experience at the PR company, she
says, manages to be useful even in the world

“A higher-priced ticket
model would give us
a higher income but a
smaller audience. The
company would rather
dismiss that model and
have more people see the
shows – different from
the commercial world.”
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Lau become finance
manager at Ogilvy &
Mather Hong Kong
in 1997. She later
moved to another
global marketing
communications group
and returned to Ogilvy
in 2004, becoming
regional CFO of Ogilvy
Public Relations Asia
Pacific in 2012

of dance. “I worked with the smartest marketing
people who are so good at communicating and
selling. I’ve learned that it’s not just about the
content, but also how you present it. This is
something that I apply to my day-to-day work now
when I deal with, say, the dancers.”
The decision to leave wasn’t an easy one, says
Lau. “The marketing industry is so much fun. I
enjoyed it very much. But at that point, I just knew
that I wasn’t going to spend the rest of my career just
in this industry. I wanted to do something different.”
The theatrical arts has always been a lingering
interest for Lau, who immediately applied for the
finance director role after seeing the job opening in

the newspaper. Despite travelling regularly as part
of her regional role at the marketing company, Lau
would try to go to a concert or theatre production at
least once a month. “When you are at the theatre,
you become so relaxed and forget about anything
else. So, in a way, I’ve got my dream job.”
What makes it a dream job is the people, she
says. “Everyone here, no matter at what level, is
passionate about what they do. In the commercial
world, finding out how to engage your staff, and
how to empower them tends to be a big challenge.
But when I talk to people in the performing
arts and see how they do their jobs, I can
see their passion.”
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MINDFULLY
AWARE
Mindfulness training is quickly
becoming recognized as an
international phenomenon for its
potency to help practitioners reduce
stress. Julian Hwang talks to Institute
members to find out how this form of
meditation benefits them
Photography by Anthony Tung

A

Kenny Cheng,
Financial
Controller at
Ovation Toys
Company

mid a cosy room filled to the brim with folders, filing cabinets
and various office essentials, Edward Lau finds inner peace and
relaxation when he practises mindfulness meditation. “When
I do standing meditation, I hold my arms out and bend them until they
are roughly chest level,” says Lau, the Founder of Mindfulness in Biz.
“Whether I’m standing, sitting or even walking, meditation helps me
smile and promotes happiness.”
Apart from providing financial consulting and corporate strategic
planning services, Lau and his non-governmental organization actively
promotes the concept and integration of mindfulness to a spectrum of
industries in Hong Kong such as accounting firms, investment banks
and information technology firms. “Jon Kabat-Zinn, the Founder of
Mindfulness-Based Stress Reduction, defines mindfulness as awareness
that arises when one purposefully pays attention to someone or something
in the present moment and without judgment,” Lau explains.
For Institute members like Lau, practising mindfulness meditation has
become an integral part of their daily routine, not just because it alleviates
stress from life and work, but because it helps them become more aware of
their body, mind and surrounding environment.
To Lau, staying in the present allows him to focus on an immediate
issue without distraction. “Mindfulness is also about taking a neutral
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stance when perceiving an issue,”
he says. “When confronted with a
mistake or problem, mindfulness
allows you to consider the options
available without panic or despair.
Alternatively, when faced with
success, you are able to avoid boasting
or gloating.”
Prior to establishing Mindfulness
in Biz, Lau worked in various
industries including advertising, real
estate and information technology.
During his time as the chief financial
officer of a listed information
technology company in Hong Kong,
Lau came to the sudden realization
that many workers, regardless of
industry, suffered from prolonged
periods of stress and pressure. As a
result, he notes, the communication
between people had deteriorated to
become very incentive-driven. “I
noticed it was becoming a problem
that affected myself, too,” recalls Lau.
“My mind would be running all the
time at night and getting good sleep
was very difficult.”
Lau sought to learn from the
different types of meditation,
including Buddhism, Confucianism
and Taoism, and discovered the
benefits of mindfulness. “The
mind and body are linked,” he says.
“If your mind is always stressed
out, your body will be too. It’s one
of the reasons why many people
are chronically tired.” Lau began
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applying what he learned and found
that Baduanjin (八段錦) in the
mornings and Nidan meditation
(內丹功法) in the evenings were
to his liking. Baduanjin is a form
of Chinese qigong attributed to
maintaining health, whereas Nidan
is a form of ancient seated meditation
used to attain tranquility, and both
are well-known for helping the
practitioner to balance the body and
mind throughout the day. “There’s no
one-size-fit-all type of meditation,”
he explains. “What works for one
person may not work for the next, so
it’s important to try out the different
techniques offered by the various
schools of meditation to find what
works for you.”

Recharging the
mind and body

When asked about how to maintain
focus while meditating, Kenny Cheng
says, “Find a tangible object like an
apple and place it on a desk, then
sit down and watch that object for a
minute. Try and focus on it and do
nothing else.” Exactly one minute
later, she says, “You’ll notice that your
mind might have wandered off or your
concentration broke at some points.”
Whether it’s a subconscious reaction to stretch your fingers or the sudden sound of a bird chirping outside,
these circumstances indicate that focus on the object is partially lost. But

“If your mind is always
stressed out, your
body will be too. It’s
one of the reasons
why many people are
chronically tired.”
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to Cheng, Financial Controller
at Ovation Toys Company and
an Institute member, mindfulness meditation is not about
shutting out the world around
you, but being aware of what
is taking place around you in
daily life.
In 2007, before Cheng
took up mindfulness
meditation, she discovered
an uncomfortable growth in

her nose. Neither western nor
Chinese doctors could clarify
what the growth was, and
she lived with the discomfort
for more than five years. A
dermatologist and her family
doctor even suggested it could
be cancer and recommended
taking a sample. Cheng
thought long about the
procedure, but decided to put
it off. Then one day, someone

said something that made
her extremely angry. “My
nose got extremely swollen
afterwards,” she recalls. “I
got really frustrated and went
ahead with the operation.” The
test results came back negative
and the question remained.
“One of my friends
said that the growth might
have been due to stress
and suggested that I try

Edward Lau,
Founder of
Mindfulness in Biz
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meditation,” she says. At the time, she
was a general manager for another
toy company in Hong Kong, bearing
many daily responsibilities. Not having
anything to lose, Cheng attended a
weekend class at an NGO meditation
centre during 2011’s Mid-Autumn
Festival holiday. “I went in thinking
meditation was just about sitting still
and trying not to fall asleep, but things
turned out very differently than what I
imagined,” Cheng says. “I learned that
meditation is something that can be
accomplished anytime, anywhere, even
when you are downtown, and not just
when you are sitting on a cushion.”

She learned about the concept of
mindfulness and awareness, and after
practising meditation for a while, she
began to find balance in her life – not
just in workload management, but
in her overall emotions as well. “I
found myself happier and not so easily
stressed by the loads of paperwork
that I had to do, and the growth and
the accompanying swelling of my nose
went away too!”
A year later, Cheng left the toy company after finding a successor to replace
her. With plans for retiring from work,
she began to volunteer as a practising
leader at the meditation centre. “But I

began to miss work after 10 months, so I
also do part-time work four days a week
for Ovation Toys now,” she says.
Cheng enjoys starting her mornings
with mindfulness meditation together
with her husband, where they sit
cross-legged on a cushioned matt for
approximately 30 minutes per session
to relax, as well as hone and recognize
their awareness. “A fresh and efficient
day begins after meditation, and it’s
like recharging your mobile phone,”
she says. “You need to take care of your
battery or else your phone’s
performance will not be
optimized.”

The good kind of distraction
To some people curious about, but not experienced with, mindfulness, Kabat-Zinn’s definitions can be difficult to connect
with. Tony Dickel, the Country Director of the Potential Project in Hong Kong and China, expands on what Kabat-Zinn
says: “It’s also to be aware, moment-by-moment of our underlying motivations, preferences, goals, strengths and other
resources at the same time, so that we can make a conscious adjustment in service of our ‘true authentic goals’.”
Dickel, an associate of the Institute of Chartered Accountants in England and Wales, strives to create a more effective
and compassionate world of work through mindfulness meditation programmes specifically designed for the busy
workplace. “Research shows that about 50 percent of the time, our attention is distracted involuntarily from our tasks
without our awareness,” he says. “Formal mindfulness meditation practices (Dickel calls this the ‘mental gymnasium’)
change our brains so that we can reclaim some lost attention. The practice simply involves the person's body and mind
simultaneously taking on three qualities.” These are:
1. Stability, which involves the body being grounded and balanced with an upright seated posture, the back straight and
the head balanced. It's best done in a self-supporting posture, not leaning on something, with the feet flat on the floor
and the hands resting comfortably on the thighs.
2. A deep level of relaxation, working from the head down to the toes, progressively being aware of any tension,
and then back up. The process should take place naturally without any effort, where Dickel describes this as
“surrendering your muscles to gravity.”
3. Clarity, also referred to as a posture of vigilance or alertness, relates to breathing management to maintain
relaxation while preventing the mind from wandering. The in-breath is dedicated to sharpening focus, while the
out-breath is where increasing relaxation occurs. The two phases transition back and forth like a “ratchet joint on a
machine.”
To optimize mental effectiveness, this state of being should be applied frequently, even when outside the “mental
gymnasium”, according to Dickel. During formal practice, and as much as possible during the day, take notice of any
physical impulses, such as wanting to yawn or scratch an itch, but without reacting to it. By noticing these distractions
and then bringing attention back to the breath, people can realize how their current state is either enabling or interfering
with their “true authentic goals”, and then determine if change is necessary. Additionally, scientific research also
shows that new connections are being formed or strengthened within the brain’s neural circuitry of attention, impulse
control, emotional awareness and regulation. The end result allows the practitioner to follow the “two rules of mental
effectiveness”: focusing on what you choose and choosing your focuses carefully.

April 2017 43

Source

Valuation

Valuation premiums and discounts
Eugene Liu and Noah Wong explain the principles
and applications of valuation premiums and
discounts in professional business valuation

Origin of valuation
premiums and discounts
Values of public entities or controlling
interests are always higher than that of
very similar or identical private entities
or non-controlling interests, but how
to adjust and apply these adjustments
from a base value of equity interest
is a common issue. In general, these
adjustments are called valuation
premiums and discounts, and they are
multiplication factors of a valuation
base value. The purpose is to reflect the
characteristics differences between a
subject equity interest to be valued and
a benchmark used in a valuation.
HKFRS 13 application of valuation
premiums and discounts
HKFRS 13 Fair Value Measurement ’s
application requirements for
valuation premiums and discounts
are consistency of the unit of account,
characteristics alignment of the
subject and benchmark assets or
liabilities and using the view of market
participants. However, it does not
provide detailed guidance on what
types of valuation premiums and
discounts can be applied and how they
should be applied and measured. This
article provides a practical guideline
with an illustration chart.
Types of valuation
premiums and discounts
There are various types of valuation
premiums and discounts to measure for
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each asset’s specific characteristics.
They can be broadly classified into two
levels: entity level and stockholder
level, according to their application to
the business as a whole or to specific
block of stock only.

The commonly seen valuation premiums
and discounts are key person discount,
discount for lack of marketability (DLOM)
and discount for lack of control (DLOC).

The key person, such as a founder or
chief executive officer, plays a critical
role in maintaining or developing a
business. In many cases, customer
relationships, supplier relationships, and
employee loyalty are tightly tied with
the key person. If the key person leaves
or dies, the business performance would
suffer a material adverse impact and
would not recover for a period of time.
A real-life example is the resignation
of Steve Jobs as CEO of Apple Inc. on
24 August 2011 that led to the stock
price dropping more than 5 percent
immediately. Thus, a discount of the
business value would be appropriate if
such management concentration occurs.
The measurement of key person
discount is based on empirical studies
such as Bolten and Wang study (1997) in
which the instant changes of stock price
of listed entities with small market cap
are measured. The negative impact of
the entity value measured is on average
fall 8.65 percent for smaller public
entities and 4.83 percent for larger
public entities.

Key person discount
For many closely held or small- and
medium-sized enterprises, the effect
of the key person is obviously profound.
Key person discount is an amount or a
percentage deducted from the value
of an ownership interest to reflect the
reduction in value resulting from the
actual or potential loss of a key person in
a business enterprise (IGBVT 2001).

Level of value
Depending on the starting point and the
ending point of a business valuation,
additional valuation premiums and
discounts may be required (see table A).
For example, if the value of a controlling
equity interest (e.g. 51 percent) of a
closely held entity is measured by a
market approach based on publicly
listed comparable companies (e.g.

Entity level
• Conglomerate company discount
• Customer concentration discount
• Discount for lack of marketability
• Environmental liability discount
• Investment company discount
• Key man discount
• Litigation liability discount
• Small size discount
• Supplier concentration discount
• Trapped-in tax discount
Stockholder level
• Blockage discount
• Discount for lack of control
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P/E), then a controlling premium (i.e.
reciprocal of DLOC) and DLOM should
be considered because of the minority
perspective of a publicly traded stock
and the private nature of the target
entity respectively.
Discount for lack of marketability
DLOM is an amount or a percentage
deducted from the value of an ownership
interest to reflect the relative absence
of marketability (IGBVT 2001). It
has a reciprocal relationship with
marketability premium:

DLOM = 1 -

( 1 + marketability )
1

of the high costs involved during the IPO
process. All facts and circumstances
should be considered in determining
which type of DLOM measurement
approach to apply in each case. For
example, if the target equity interest is
going to be listed, pre-IPO stocks studies
should be applied.
Discount for lack of control
DLOC is an amount or a percentage
deducted from the pro rata share
of value of 100 percent of an equity
interest in a business to reflect the
absence of some or all of the powers of
control (IGBVT 2001). It has a reciprocal
relationship with control premium:

premium

Given two equity interests in two identical businesses, market participants
pay a higher price for an equity interest
that can be converted rapidly into cash.
Therefore, DLOM should be considered
if a target entity is a private entity. The
valuation techniques for DLOM measurement are classified into financial
modelling, empirical studies, and court
cases reference (see table B).
The DLOM adjustment generally falls
into a range from 20 percent to
50 percent. Depending on which
measurement technique is used, the
resulting DLOM has a different level. For
example, pre-initial public offering stock
studies generally give a higher level of
DLOM than restricted stock studies do.
The reason is that the trading price of
restricted stock is based on the premise of short term restriction typically
in a range of two to five years and this
stock will finally become liquid. As it is
difficult to tell when the pre-IPO stock
will become listed trading stock, the
discount may incorporate a failure probability for the listing and take account

DLOC = 1 -

(

1
1 + control
premium

)

If free cash flow to the entity, which is
from a controlling interest perspective,
is used in a valuation whereas the target

equity interest is at minority level, DLOC
should be considered. The valuation
techniques for DLOC measurement are
classified into empirical studies and
court cases reference (see table C).
Unlike DLOM measurement, there is no
generally accepted financial modelling
developed for DLOC quantification so
far. The range of DLOC in general falls
between 15 percent to 40 percent but
it could be broader than that of DLOM
depending on which empirical studies it
is based on.
Science and art combination
As valuation premiums and discounts
are mainly based on empirical studies
and are specific to each set of facts and
circumstances, they are not an exact pure
science. There is no absolute or precise
mathematics. Professional judgment
is therefore required for the point
estimation based on a reasonable range
of valuation premiums and discounts
measured from various empirical studies
and financial modelling.

Table A - Level of value
Strategic value/
Strategic investor
Strategic premium

Control premium/
Minority discount

Marketability premium/
Marketability discount

Majority value/
Controlling
stockholder
Marketable
minority value/
Public stock
Non-marketable
minority value/
Private stock
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Table B - Valuation techniques for DLOM measurement
Approach

Measurement rationale

Financial modelling:
put option methods

A put option represents the value of a right to sell a stock. It theoretically matches the DLOM
concept of an inability to exercise a right to sell. This type of model measures DLOM by dividing
the put option value by the current stock value. For examples, Chaffe model (1993), Longstaff
model (1995) and Finnerty model (2003).

Empirical studies:
pre-IPO stock studies

The IPO stock price is compared with the stock price in a private transaction sometime prior to
the IPO when the entity is not yet public. For example, Emory studies, Williamette Management
Associate studies, and Valuation Advisors studies.

Empirical studies:
restricted stock
studies

A publicly traded entity issues non-trading stocks directly to an investor in a private placement.
Due to laws and regulations, these privately placed stocks cannot be freely traded in a public
market for a period of time. Prices of the liquid stocks and the restricted stocks are compared.
For example, SEC Institutional Investors studies, FMV Opinions studies, and Williamette
Management Associate studies.

Court cases reference

No universal consensus and depends on precedent cases in each jurisdiction.

Table C - Valuation techniques for DLOC measurement
Approach

Measurement rationale

Empirical studies:
acquisition premium
studies

Premiums paid for acquisitions of listed entities compared with trading prices of the listed
entities prior to the acquisition announcements are studied. For example, Mergerstat studies.

Empirical studies:
NAV discount studies

If NAVs of listed entities can be reasonably estimated at transaction dates, the percentage of
discount observed in minority interest transactions compared with the underlying NAV of the
listed entities are studied.

Empirical studies:
voting and nonvoting stock studies

Studies comparing trading price of stocks with and without voting rights.

Court cases
reference

No universal consensus and depends on precedent cases in each jurisdiction.

Eugene Liu is Managing
Partner and Noah Wong
is Manager of Transaction
Advisory Services at RSM
Remarks: IGBVT 2001: “International Glossary of Business Valuation Terms 2001”, AICPA, ASA, CICBV, NACVA and IBA, 2001

Hong Kong.
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Right here, right now –
IAS 7 amendment
This article from Issue 12 of the IASB Investor Update summarizes
the amendment to IAS 7 Statement of Cash Flows, which is effective
for annual periods beginning on or after 1 January 2017

In early 2014, the International Accounting Standards Board conducted two
surveys, first, to obtain information
about why investors seek to understand
period-on-period movement in debt, and
second, to obtain input on disclosures
about cash and cash equivalents. The
surveys revealed that investors use debt
movement and net-debt reconciliation
to improve their understanding and their
ability to forecast cash flows. At that
time, only a few companies offered net
debt disclosures and reconciliations,
which constrained both comparability
and analysis.
In responding to investors’ needs, the
challenges for the board were that debt
is undefined in IFRS Standards and that
it will be difficult to arrive at a commonly
agreed definition for debt. The board
decided that resolving such tricky issues
would take too long and that a timelier
fix could be offered via a narrow-scope
amendment to IAS 7.
48 April 2017

Published in January 2016, the IAS 7
amendment requires companies to
disclose additional information that
will assist investors in making net debt
reconciliation.

What does the IAS 7
amendment require
companies to do?

Since 1 January 2017, companies have
been required to disclose information
that enable users to evaluate cash and
non-cash changes in liabilities arising
from financing activities.
IAS 7 defines financing activities
as activities that change the size and
composition of a company’s contributed
equity or borrowings. While the
statement of equity reconciles opening
and closing balances of shareholder
equity, IFRS Standards previously
included no similar requirements for
borrowings. The IAS 7 amendment
requires companies to disclose both

cash and non-cash changes to liabilities
arising from financing activities. This
information will assist investors in
reconciling the differences between
opening and closing balances for
borrowings.
It is also worth noting that many
companies hedge their liabilities for
interest rate, foreign exchange or other
risks. The amendment requires cash and
non-cash changes for assets used to
hedge liabilities arising from financing
activities to be disclosed together with
information on underlying liabilities.

What can investors
expect to see in the notes?

The amendment recommends that
in the notes to the statement of cash
flows, companies show a reconciliation
table similar to the table on page 49.
The table shows that by applying
the IAS 7 amendment, opening and
closing balances of liabilities (column 1)
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that arise from financing activities
are reconciled by incorporating
cash flows (column 3) and noncash changes (column 4) over the
reporting period.

How useful are the new
disclosures to investors?

The cash flow statement only links
changes in liabilities to cash changes

(such as redemptions or drawdowns
of debt) reflected in cash flow from
financing. The statement of cash
flow does not reflect non-cash
changes in liabilities resulting from
mergers and acquisitions, finance
leases, changes in fair values, foreign
exchange movements or from other
considerations. The disclosures under
the amendment require companies to

provide both the cash and non-cash
changes in one place – preferably in
a reconciliation table similar to the
one shown below. This will allow
investors to more quickly and clearly
evaluate period-on-period movement
of liabilities. Further, the amendment
will enhance comparability because
all companies will be required to
disclose information.

Sample reconciliation table
Non-cash changes (4)
Liabilities (1)

20X1

Cash flows (3)

Long-term
borrowings

22,000

Short-term
borrowings

20X2

Acquisition

Foreign
exchange
movement

Fair value
changes

(1,000)

-

-

-

21,000

10,000

(500)

-

200

-

9,700

Lease
liabilities*

4,000

(800)

300

-

-

3,500

Assets held
to hedge
long-term
borrowings

(675)

150

-

-

(25)

(550)

Total liabilities
from financing
activities

35,325

(2,150)

300

200

(25)

33,650

Source: International Accounting Standards Board, example for illustration purposes only
*Note: IFRS 16 Leases becomes effective as of 1 January 2019, at which point operating lease liabilities will also appear in the
information presented

This article has been republished from Issue 12 of the IASB Investor Update with permission from the IASB. The full version of the IASB
Investor Update is available on the IASB's website: www.ifrs.org/Updates/Investor-Updates.
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TechWatch

TechWatch
The latest standards and
technical developments

Audit and assurance
Translation of other information in
annual reports
A new frequently asked question is
available: how to apply the requirements
of HKSA 720 (Revised) The Auditor’s
Responsibilities Relating to Other
Information to annual reports that are
presented in more than one language.

Ethics
Revised ethics circular
The Institute issued a Revised Ethics
Circular 1 Guidance for Small and
Medium Practitioners on the Code of
Ethics for Professional Accountants,
which supersedes the previous version
issued in May 2015.

Professional accountants
in business
The accountancy profession playing a
positive role in tackling corruption
This International Federation of
Accountants’ study, conducted by the
Centre for Economics and Business
Research, summarizes research into the
crucial role professional accountants
play, alongside other key actors in the
economy, including business leaders,
governments, and the financial sector, to
tackle corruption globally. It shows that
the accountancy profession, acting in
the public interest, is an important part
of the cure, and also confirms that the
accountancy profession is a necessary
part of strong national governance
architectures that confront corruption,
50 April 2017
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in partnership with good government
and strong businesses.
The study also shows that
professional ethics, education, and
oversight, at the core of the global
accountancy profession, are key to the
positive impact in tackling corruption.

Corporate finance
SFC proposes to standardize rules for
prescribing professional investors
On 1 March, Securities and Futures
Commission launched a consultation
on proposed amendments to the
Securities and Futures (Professional
Investor) Rules.
The SFC proposes to allow joint
accounts with non-associates and
assets held in investment vehicles
owned by individuals to be counted
in ascertaining whether individuals
meet the monetary threshold to
qualify as professional investors. In
addition, the categories of professional
investors would be expanded to include
corporations which have investment
holding as their principal business
and are wholly owned by one or
more professional investors, as well
as corporations which wholly own
another corporation that is a qualified
professional investor. Alternative forms
of evidence would also be allowed
to demonstrate qualification as a
professional investor.
Under the proposals, the SFC
envisages that more persons will qualify
as professional investors. Nevertheless,
intermediaries remain subject to the
suitability requirement and other

fundamental requirements when
serving them.
HKEX publishes revised policy
statement on listing rules
enforcement
Hong Kong Exchanges and Clearing
has announced revised themes for
enforcement of the Listing Rules and
published a revised policy statement on
its approach to enforcement (revised
Enforcement Policy Statement) to
reflect current practice and bring the
statement up to date.
Modifications to the statement are as
follows:
• The initial themes concerning late
financial reporting resulting from
internal control deficiencies and
“heavily” qualified accounts have
now been merged and expanded to
become financial reporting – delays,
or internal controls and corporate
governance issues.
• As for the initial theme concerning
failure of issuers (subject to
prolonged trading suspension)
and their directors to address the
HKEX’s concerns in a timely manner
to procure trading resumption as
soon as possible, it has now been
expanded to become delayed trading
resumption which also covers
prolonged trading halts.
• Inaccurate, incomplete and/or
misleading disclosure in corporate
communication; failure to comply with
procedural requirements in respect of
notifiable or connected transactions;
and repeated breaches of the Listing
Rules are introduced as new themes.
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It should be noted that HKEX also
pursues any other breaches of the
Listing Rules that may demonstrate
sufficiently egregious conduct.

Taxation
Announcements by the Inland
Revenue Department
Members may wish to be aware of the
following matters:
• The Inland Revenue (Amendment)
Bill 2017 gazetted, to implement the
concessionary revenue measures
proposed in the 2017-18 Budget.
• The new tax treaty between Hong
Kong and Pakistan.
• An extension of the interim
administrative measure to file 201617 profits tax returns on a fair value
basis.
• The Departmental Interpretation
and Practice Notes No. 53 on tax
treatment of regulatory capital
securities.
• The expiry of the Revenue (Reduction
of Business Registration Fees) Order
2016.
• Inland Revenue (Amendment) (No.2)
Bill 2017 gazetted. The bill proposes
profits tax concessions in relation to
the aircraft leasing business.

Legislation and other initiatives
Corporate Registers Forum 2017
The Corporate Registers Forum is
an annual platform for authorities of
corporate and business registers around
the world to exchange experience
and information on current operation

and future development initiatives of
corporate registration systems, and
review the latest developments in
corporate and business registers.
The 14th annual Corporate
Registers Forum, with the theme of
“Corporate Registries – Challenges and
Opportunities, Today and Tomorrow,”
took place in Hong Kong on 7-10 March.
The programme featured discussions of
topics on corporate registries, including
disclosure of beneficial ownership of
companies, technological collaboration
and results of the international business
registers survey.
Details about the forum are available
on its official website, including the
presentation materials.
Consultations on anti-money
laundering regulation and disclosure
of beneficial ownership
The government has recently conducted
two consultations on related issues,
namely, Enhancing Anti-Money
Laundering Regulation of Designated
Non-Financial Businesses and Professions
and Enhancing Transparency of Beneficial
Ownership of Hong Kong Companies.
The Institute has responded to these
consultations.
In its submission on the AML consultation, the Institute indicates support,
in principle, for legislation on customer
due diligence and record-keeping and
agrees that the relevant professional
bodies or authorities should be charged
with regulating their own sector for AML
compliance. At the same time, various
potential regulatory gaps are pointed
out and, in relation to the proposed

licensing of trust and company services
providers, the Institute recommends
that a longer transitional period be
allowed for the existing service providers to apply for licences.
In the submission on the beneficial
ownership consultation, while the
Institute is supportive of the setting up
of beneficial ownership registers, to
reinforce Hong Kong’s transparency as
an international financial centre and to
facilitate the adoption of international
standards, it is recommended that
the registers should not be made fully
accessible to the public at this stage.
The Institute also suggests that greater
clarity is needed on the definition of
the threshold for disclosure and the
responsibilities and potential liabilities of
the different parties who may be involved
in the arrangements.

Please refer to the
full version of
TechWatch 173,
available as a PDF on
the Institute’s website:
www.hkicpa.org.hk
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Book review

The
Internet of Things
to worry about

Title: B
 uilding the Internet of Things: Implement New Business Models,
Disrupt Competitors, Transform Your Industry
Kellyanne Conway, the high-profile
Counsellor to President Donald Trump of
the United States, caused much mirth in
March when she stated her fear of being
spied on by her kitchen appliances. The
ability of microwave ovens to “turn into
cameras,” she told MSNBC, was “a fact of
modern life.”
Yet in 2012, former Central Intelligence Agency director David Petraeus
said so-called “smart homes” would open
new doors to spies, and the CIA did find a
way to turn Samsung “smart” televisions
into covert listening devices. In February,
German authorities warned purchasers of a
doll named My Friend Cayla to switch it off
because hackers could use it to track kids.
Welcome to the dark side of the
“Internet of Things,” a new technological
revolution for manufacturers but a potential
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source of headaches for consumers. But
Maciej Kranz, Vice President, Corporate
Strategic Innovation Group, at Cisco Systems focuses on the upside in his new book,
Building the Internet of Things: Implement
New Business Models, Disrupt Competitors, Transform Your Industry.
Kranz rates IoT, as it is known, as one of
the biggest information technology transformations, exceeding the influence of
business process reengineering, Six Sigma,
lean manufacturing or agile computing.
“By converging… sensors, machines, cells,
and zones, IoT-driven factory automation
helps enterprises integrate production and
business systems and then bring everything
online over a single network,” he writes.
Coinage of the term “Internet of Things”
is attributed to Kevin Ashton, a British
manager at Procter & Gamble, who devel-

Author: Maciej Kranz
Publisher: Wiley
oped an interest in the radio-frequency
identification technology used to tag items
in stores for pricing and inventory control.
It was the title of his 1999 presentation to
management on tracking the company’s
global supply chain.
Ashton went on to co-found the AutoID
Lab at the Massachusetts Institute of Technology, which researches advanced sensing
technology. In an interview some years
ago, Ashton conceded that security had not
been his major priority. “Do the security
and privacy risks outweigh the benefits?
Absolutely not! The benefits are many millions of times greater.”
Times have changed. “The ability to
deal effectively with security threats is
the number 1 make-or-break factor for
IoT adoption,” Kranz acknowledges in his
book. “Many companies continue to be in
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denial, still relying on a discredited physical
separation approach to securing their plants
and infrastructure.”
Without adequate security, Kranz
argues, “companies will be reluctant to
implement IoT and thus not benefit from
the growing number of powerful use cases
emerging across all industries.” And Kranz
cites an impressive number of case studies.
In the U.S., Goodyear Tire & Rubber Company wanted to make it easier to
gather and analyse data, while Metrolinx,
a government-owned transport agency
in Canada, sought to digitally integrate
services from ticketing to freight to public
address systems. FANUC, a Japanese robot
manufacturer, collects real-time data on
usage and downtime from its customers.
Kranz focuses on the operational side of
IoT – noting technical, organizational and
regulatory challenges to its adoption – as
well as growth projections, new business
models and the likely impact on careers,
workplace roles and organizational change.
Eventually he tries to answer the sort
of hard questions demanded by finance
professionals. “When it comes to IoT
implementation, every manager wants to
know the return on investment,” he writes.
“Unfortunately, in most cases the answer is
specific to each organization, the issues it’s
trying to address, and its starting point.”
Overall, says Kranz, IoT adoption can
reduce costs and increase efficiency by, say,
optimizing energy consumption. “Predictive maintenance, for example, lowers cost
through reductions in unplanned downtime,” he observes.
Some of his recommendations will seem
obvious to accountants. “Converge around
standards,” he advises. “Vendors and enterprises alike need to leverage IT industry
standards and best practices… and to fill
in the gaps between industry-specific and
horizontal standards organizations.”
Kranz’s book is an admirable overview
of a technology that many in Hong Kong are
only just beginning to encounter. Executives should not be dissuaded by “alternative facts,” such as disputed claims of
meddling microwaves.

Author interview:
Maciej Kranz
Maciej Kranz first encountered the
Internet of Things in the early 2000s,
as a Cisco Systems manager on a
business trip to Rockwell Automation
in the industrial city of Cleveland,
Ohio, to develop switches that would,
through Ethernet, link industrial
control and information technology
systems.
“We were just beginning to
recognize the necessity of building
industrial networks on open
standards,” he recalls. “Ultimately,
we began a journey
that continues today
of connecting more
and more things with
jointly developed
architectures.”
Along the way, Kranz
felt there was a void
developing between the
hype about IoT and its
practical reality. “Over
the past few years, we
as an industry have been
flooding customers with
technology-focused
messaging, big numbers
and even bigger predictions of
numbers of connected devices and
revenue impact,” he says.
Business managers, such as
people who operate plants, retail
stores or logistics systems, found
the message “over their heads,”
according to Kranz. “They care
about business outcomes such as
productivity, uptime, top and bottom
line. So the goal of the book was to
bridge the gap between hype and
reality and show business managers
how they can implement IoT today.”
Kranz’s book focuses on the
myriad industrial and commercial
applications for IoT, and he
acknowledges that for many ordinary
people, IoT means scary headlines
about appliances running amok.

“Consumer applications tend to
get the buzz, but industrial and
commercial applications tend to be
more robust, and create the most
value,” he points out.
For example, an October 2016
distributed-denial-of-service attack
shut down many popular websites in
North America and Europe, including
Etsy, Github, Spotify and Twitter.
“It got a lot of attention because
so many people were affected,”
says Kranz. He sees government at
various levels having
a number of key roles
to play in regulating
IoT. “Agencies must
work closely with
industry to make
sure policies, laws
and actions related
to IoT are effective,”
he maintains. “There
will be competition for
bandwidth and other
resources; there will be
ideas that may conflict
with public policy; and
there will be dubious
IoT-based ideas that may present
a public safety threat or privacy
concern. Think drones.”
The interconnectedness of IoT,
he believes, offers a window into the
overall health of operations. “Remote
asset management saves you money
every time you can identify and fix
a problem from the control centre
instead of sending a technician out,”
says Kranz.
“Even more important,” he adds,
“are the opportunities for new
revenue streams, new business
models, new business structures,
and new value propositions. Once
you start connecting things, you can
conceive and execute new processes
and innovative strategies that
wouldn’t have been possible before.”
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As recommended by Institute members

Film

K.S. Chung, the Chief Financial Officer at Edko Films and Broadway
Circuit cinema, on the hidden charms of arthouse cinema
Most of the cinemas in Hong Kong regularly show
commercial movies, but sometimes, don’t you crave for
something different? Something more inspiring? If so, try
this arthouse cinema – Broadway Cinematheque. Located in
Yau Ma Tei, it is regarded as the oasis of urban life in Hong
Kong and is a rare gem that shows a great variety of art films
everyday, including releases of some movie classics.
Trainspotting (1996) was one such example that they
showed with great success, and for film buffs like myself,

Swipe

refreshing the memory of this modern classic before seeing
the latest sequel, T2 Trainspotting, provided a more complete
experience. Additionally, more like this are on the pipeline
for 2018, including my personal favourites: Taxi Driver
(1976) and Cinema Paradiso (1988).
If you like alternative cinema, do also consider spending
a weekend afternoon there at their super cozy coffee shop
before seeing a classic or festival feature, I am sure you will
be eager to go back again like I do.

Anthony Sit, Director of the Corporate Inspection Department
at Huawei Technologies, on a useful holiday planning app
As professional accountants, it’s always
good to have a holiday break with family
and friends to balance out our work
responsibilities.
Funliday is a trip planning app that
I recently discovered and it
makes the planning process
much easier. It can help you
manage your destinations,
find local attractions, and get
directions. The app contains
thousands of destinations,
allowing you to easily explore and add
all places of interest to your itinerary.
Holiday planning can be tough,
especially with so many options to
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consider. I personally think the best
part of this app is that you can organize
schedules and routes while planning,
estimate how much time to spend at
each destination, as well as calculate the
travelling time between them. This
gives you a much better grasp on
time management and will prevent
you from overscheduling (this is
important when you are travelling
with kids). The app also includes a
map mode that shows your itinerary
in your planned sequence, which can be
revised easily at any time.
Give it a try and have a safe and
relaxing trip!

Photo courtesy of Edko Films

Trainspotting (1996)
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Photography
The captivating beauty behind infrared photography by Tony K.M. Wan,
the Director at Ascenda Cachet CPA Limited and Co-convenor of the
Institute’s Photography Interest Group

Credit: Tony K.M. Wan

Infrared, or IR photography lets us
explore “the unseen world.” It is
“unseen” because our eyes literally
cannot see IR light, as it lies just beyond
a human’s detectable range in the
visible spectrum between 380 to 780
nanometres, whereas the range of IR
light is between 700 to 1200 nm.
By using infrared-equipped cameras,
we are exposed to a world that can often
appear very different from that we are

Fragrance

accustomed to seeing, because leaves,
plants, human skin and all other manner
of objects can reflect IR light in unique
and interesting ways to reveal different
colors and textures.
Taking IR photos can be achieved
by (i) installing an IR filter in front of
the lens and then taking long exposures
shots; or (ii) removing the IR-cut filter
in front of your camera’s sensor and
substituting it with an IR filter (turning

it into an “infrared-equipped camera”).
I recommend option (ii), as you can take
photos at normal shutter speeds without
the need for long exposure shots, risk
of blurred images and the need to fiddle
with IR filters on your lens.
IR photography also works for both
landscape and portrait shots. For portrait
shots involving people, I recommend
using full-colour IR, to make the skin
tone more smooth and beautiful.

Carrie Wu, the Business Controller of Parfums Christian Dior,
on new fragrance that can complement every wardrobe
Fragrance can no longer be
described as just some kind of
“smell.” It represents desire,
sexuality, individuality and
memories. It can also make
you feel attractive, fashionable,
confident, and more importantly, happy. The newest edition of
Christian Dior’s J’adore In Joy
represents the scent of joy, love
for life, instant fun and embodies an exclamation of spring.
The fragrance carries a hint of

as if you’ve just washed your
salt together with a fruityfloral base that emphasizes its hair and stepped out of the
shower.
composition of various white
It carries a generous
flowers and ripe peaches. If
and feminine appeal
you ever thought that frawhile evoking a light
grances were something meant
and subtle floral scent.
for formal events only, this will
With a single spray, it
change your mind.
will make your hair
J’adore’s new hair mist
shine and fresh. This
will also keep you happy
is something that will
from head to toe, and help
turn heads towards
you maintain that feeling of
freshness throughout the day J'adore In Joy you!
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…. with Nury Vittachi

An unfading tune
Hong Kong’s humorist meets Spencer Lee, the
systems engineer-turned-CPA with a love for music

L

ike most young people,
Spencer Lee Siu-pun enjoyed
music. In his early teens, he
tried a range of instruments, including acoustic and electric guitar,
drums, harmonica and erhu, but he
felt that he was never good enough
to play any of them professionally.
Although he loved listening to music
and could sing, music would not be
his career. So what would he do?
His parents were not rich, but
they were inspiring. Spencer’s
father, for example, had not even
graduated from secondary school,
but still managed to support a big
family (a wife, three children and
a pair of grandparents) and study
in his spare time. Today, Mr. Lee
Senior is more than 80 years old,
yet continues to run a successful
trading business.
With such excellent role models
at home, it was inevitable that Spencer would study hard and get into
university. He did an undergraduate
major in Management Information
Systems at the University of Texas
at Austin.
The course should have led him
into a computing career, but that
college was famed for its accounting
programme, and he made friends
with many trainee accountants.
That planted an idea in his mind.
His first job was as a systems
engineer for a computing service
company in Los Angeles, but the
seed was growing. Less than a year
later, he realized that a financial
career was calling for him. He
resigned to do a full-time MBA
programme at the University of
Southern California. After graduation, he joined a furniture wholesaler run by one of his classmates,
and worked on the finance side.
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It was about 20 years ago that
his life took a dramatic change of
direction. He was married by then,
and both he and his wife had aging
parents in Hong Kong. It was time to
come home.
That was in 1996. He received
two offers at the same time – one in
a restaurant chain, and the other to
work as financial controller at the
Composers and Authors Society of
Hong Kong, known as CASH. The
young man had never lost his love of
music, so he knew what to choose.

“Although he
loved listening
to music and
could sing, music
would not be his
career. So what
would he do?”

A few years later, he attained the
CPA qualification, although he had
never worked in a traditional Big
Four accountancy role.
Today, 20 years later, Spencer
is the Deputy CEO and Head of
Financial Control at CASH.
“The job is fascinating,” he says.
“Not only do I have a chance to
meet a lot of interesting and artistic
people in the creative industry,
but also executives from different
industries that use music in the
course of their business, such as
retail, hotel, cinema, broadcasting,
digital music platforms, etc.”
It’s not all desk work though. He
has delivered numerous talks to

professional bodies, governments,
universities, secondary schools,
and so on.
Collecting and distributing
royalties is not an easy task, but the
Hong Kong organization has a great
reputation. One Hong Kong celebrity
told Spencer that she had only
composed a single song 25 years ago,
but still received royalties for it.
Spencer also played a key role in
the establishment of digital music
downloading in the region.
However, there’s more to life
than work. The music rights expert
is shortly to celebrate his 30th
wedding anniversary (his wife is a
tax accountant), and his son has just
graduated from university with a
major in economics.
Spencer’s interests have
gradually come together. These
days, he has a range of new hobbies,
from golf to weight training, but
there’s one interest that has never
left him: listening to music.
For this CPA, life has meandered
like a line of melody, which is
fine. Spencer likes to quote the
19th century novelist Samuel
Butler: “Life is like music; it must
be composed by ear, feeling, and
instinct, not by rule.”

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
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