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1. Tk H 2T E?

You might have heard Enron, - =05
Worldcom, Guangnan .......
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1. Tk H 2T E?

E#%i#F2 Process of Communication
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Accounting
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Eirm’s activities
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Users' Perception
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1. Tk H 2T E?

Standard & Poor’s’ had the following comments on the
accounting in the Greater China:

— Experience has shown that public listed companies often attempt
to tailor their financial results

« to reflect more closely the hopes and expectations of the stock
market.

— A significant number of accounting issues still require analytical
adjustments to better portray credit risk.

1 Corporate Financial Disclosure in Greater
China - Take a Closer Look (2003)
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1. Tk H 2T E?

et A LU SV E AN B vk, e

» Reclassification of balances

GRE S B ELHT 0 250

» Change of accounting estimates
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« H%Z. #Z. A% many, many, many ......
« A specific study explains accounting tricks?2
— Involving 2 basic strategies (i fifi %< l%)

— Grouped into 7 categories (-t 1l %)

— Including 30 techniques (=il J51%)

(2)
> ?q 4

R

required text in CFA program of 2006

2 Financial Shenanigans, by Dr. Howard Schilit
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2. Frdfifery —— PARSRNE

- To inflate current-period earnings M- To deflate current-period earnings
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- To inflate current-perior ings period earnil

i B’Jﬁﬂ Al B’Jﬁﬂ (ﬁbnﬂ%ﬁéﬁ‘lﬁﬂ)

1. Recording revenue too soon or of questionable quality (W X\ & 245 E)]

2. Recording bogus revenue (EEIEA) ——— ]
3. Boosting income with one-time gains (— & PEfIF]25) ]

4. Shifting current expenses to a later or earlier period (ZE/Z %5 57) ]

5. Failing to record or improperly reducing liabilities G{i £ f) ]
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~ 6. Shifting current revenue to a later period GE/ZZC8REN) 7 ]

L ~ 7. Shifting future expenses to the current period (#& 5. iL#ki A H) ]
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“Clever people rarely do
anything by accident.”

© 2006 Nelson

13




FEA N N W i ]

B 100 70
sEgil 60 40
&R (1,500) (40)

B ETT,
EREGHR IR AR T

© 2006 Nelson

EFl
Ty

+ FOH M RE S E LIS RIRZE 550
+ RS T DL A DAY
JE5 R 1,000
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. R T T 2000 1999
B 104 74
B 61 37
B RN/ Gl H) 34 (41)

Y FINE R kL vt

1. }[j— S WY Fro) Hi(reclassified)
@ﬁf}%}“?r[ | Y $562 million

e¥ 4 [~ (capitalize) aﬁfﬁ;ﬁ%éﬁ%ﬁ?@]ﬁﬁji $1,000 million

FALEEEER - R ﬁFAf R

Quamnet.com
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7.

+ | AIRPORT
WTHORITY

é{%f%i%%ﬁfi)%ﬁé'] 999/2000 -ff;r .f_i ‘ I;I.'_.-'\.'_'-. KONG
o DACBE— UGl 5 8 A A FH AR PR 1T
o EHPTE T IE HK$538 million
- BTG

> 20004 EBIT HK$291 million
AT

> 20004 HEBIT & & & — HK$247 million
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%75k (Consolidation)

o GF O IRATHR SRR w R A 4 W) B R A 36
A [ A A IR L . 88 IR A B G ii
o U] F

o EEMELE: P

_ o AR A EIGG] (20064 HT)
Reporting  _ it gr

— P > 50% b

— FFH > 50% UCEATIREE ...
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Swire
Pacific

Cathay
/ oarent\ - it B
eI 2 A ) (20064EH0)
_ pelne
Y — =4 > 50% L EERE

W — FFH7 > 50% CUEHATREEE ...
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425k (Consolidation)

Wheelock

Swire
Pacific

Cathay
Pacific
If reporting as a group (consolidated)?3

* Wheelock’s interest coverage dropped from 5.6x to 3.9x
« Swire Pacific’s leverage ratio increased from 17% to 30%
Both affected their credit measures!

3 Corporate Financial Disclosure in Greater
China - Take a Closer Look (2003)
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« B 1 1997 - 30%
2001 — 40%
« W 1 2001 - 60%
« BV 1 2001 - 25%
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Ji£2002F4 J 455520024 % 3£ 4
...
o PUREAM T M RETR A A w3
getifar s
s HE A B (management buy-out)
o DIREIHKSO. 32 EAS AR, 1T B IRr
173 BRI T E ZAHK$0.34 .

o TEBAHERIAL Bt ST
AL, 2 4930%.

Webb-site.com
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The directors considered:

“The Co.’s markets ....... are
* reaching a relatively mature
stage (FEISSFBYRYEEVETES) with
low growth prospects ...... ?
“The disposal It represents a

good opportunity for the Co. to
realize its investments ...... ”

© 2006 NelS&
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2122002348
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2002 2001
1073 910
141 156

A TR 2002:F Jré'g"JDEMF%‘
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2002 2001
163 144

ZLHK$12 4 million ) pufEt E[JJTJ;. L7 ﬁﬁo
i/pﬁ}{l[s,ﬁ:flﬁgffm[ :
AR AR (1 ik A

Webb-site.com
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B 152002348 (RGR)
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B 152002348 (RGR)

Y )

G 18 0)

Directors con5|der<!

‘The Co.’s markets
....... are reaching a
relatively mature
stage with low
growth prospects

2001 2002
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20054F3 :
ﬁAij%Jﬁiw$ﬁﬁﬂg - AR L 2 SPE
HE K (receivables)ssFs: ik, HEATEEI LR

WWZ K IH £4600,000,0000 76, ASA TR RZAL ) HIH CREDIT SERVICE

zﬁ%&ﬁiﬁw#%%zﬂ B A BRI IR HER
o ATEREBPEH AHILFEEN, KAFLIFE-—SPE
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OREEME R < RSB . (AR 208 B A IR
TR IR S AR B RS A T - R B A < 5
1#110,199,000i7c ( —FFPU4E: 108,122,000
IvD R

o MR TR B SR AL IR O, AR

lI@N

200544 :
Tl

= $186,501,000
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200653 :

o EBErTYERI S 305RAT W MO A7 W] P 7 5
A SR R i A < R E A

CREDIT SERVICE

o RIEFHEEEHERIS399Y, ARNEER SRR
BB i, B P O TSR I A PR 1 1 A
TRFERZE395R MR IERRUE Z DU, Wl Erfi
BiRhfEwe el e o bR AT SRR, Y1)
P P Lo B [ e o B PR AR RE

S 41
R R ETFN
2005: HKS$ 186,501,000
2006: HK$ 983,000
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#,ZE20054E6 H30H

1E75 0 H

¥ HEEIT)
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B & L ﬁl’J{ }'Nl Hutchison
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- , .® “Much of the analysis | have
g 4 g =k 1 described ...... will lead to
= questions rather than

A 3 answers.”

~

Accounting for Growth (1996), Terry Smith

© 2006 Nelson

4. HTHYs

1. “Much of the analysis | have described ...... will lead to questions
rather than answers.”

2. “Clever people rarely do anything by accident” — Read wordings in
documents carefully, and query any changes in wordings or
treatments

3. Read the financial statements backwards

Read the accounting policies and compare

5. “Screen” the financial statements using various “filters” so as to raise
questions

a. comparing net interest income/expense with the average net
cash/debt
b. tax charges
c. changes in depreciation lives and policies
6. Cash is King - identifying the company without or with little cash inflow
7. Use some multivariate analysis in predicting corporate failure

P

8. “If in doubt, don’t invest” Accounting for Growth (1996), Terry Smith

© 2006 Nelson
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7. Read other documents of a company

AT

Press releases were the key
“Pro forma” game - identify some unusual accounting terms in the
press release
Gathering financial data and begin search for financial shenanigans
Read the auditors report - Watch for qualified opinions
Be wary when no audit committee exists
Read the financial statements and notes to financial statements
a. Favour company with conservative accounting policies
b. Be alert for aggressive or inappropriate inventory valuation
c. Consider pending or imminent litigation
d. Question long-term purchase commitments
e. Watch for changes in accounting policies

Financial Shenanigans (2002, Dr. Howard Schilit

© 2006 Nelson 45
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* When the management sells it,

you consider following him .......
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4. st acys — BWERER i

Selected ratio for reference

Return on Equity (ROE) (i A HE 25 [3)

Returns to InveSto@ = Net profit = Total Equity

Profitability ) Net Profit Margin (Fi%¢)

= Net profit + Turnover

LUse of Assetls ) Asset Tu_rnover (% 7 iR )

= Turnover = Total Assets

Capital Assets to Equity (% /I H0HE2S)
_Structure/Gearing = Total Assets + Total Equity

L iquidity ) Current ratio (Ji#) L %)

= Current assets + Current liabilities

Auditing & Assurance in HK (2006), Dr. Peter Lau and Nelson Lam
© 2006 Nelson 47
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“Clever people rarely do
anything by accident”
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M2 i%E Nelson Lam
ACA CFA CPA(US) FCCA FCPA
MSc(Finance-CUHK) MBA(HKUST) BBA(HKBU)

+ CFA charter holder . #A3E &4 &t fifi

o ik, RBIARBEEFHMATER

o MEHMABIRS « Fal o R TAEZ A

o BT RERK T S

o PTEHIZE[ERE | OREL | QAR R R,
B AT A 15535 T [ MR B 5 i 2 )

o LI MR ARSI AR SR, A
i 2> 8 BRI 2 — ot 9 5 1 2 Db B el H

o BOPT#EAF: Auditing & Assurance in HK (with Dr. Peter Lau)

e
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