
1

© 2011-14 Nelson Consulting Limited 1

Financial Reporting Update 2014  
10 March 2014

LAM Chi Yuen Nelson 林智遠
MBA MSc BBA ACA ACS CFA CPA(US)  CTA  FCCA  
FCPA FCPA(Aust.) FHKIoD FTIHK  MHKSI MSCA

© 2011-14 Nelson Consulting Limited 2

Effective for 2013 Dec. Year-End

• HKFRS 10 Consolidated Financial Statements
• HKFRS 11 Joint Arrangements
• HKFRS 12 Disclosure of Interests in Other Entities
• HKFRS 13 Fair Value Measurement 
• HKAS 1 (revised) Presentation of Items of OCI
• HKAS 19 (revised) Employee Benefits
• HK(IFRIC) – Int 20 Stripping Costs in the Production Phase of a 

Surface Mine
• Amendments to HKFRS 7 Financial Instruments: Disclosures –

Disclosures - Offsetting Financial Assets and Financial Liabilities
• Amendments to HKFRS 1 First-time Adoption of Hong Kong 

Financial Reporting Standards – Government Loans
• Annual Improvements 2009-2011 Cycle
• Consolidated Financial Statements, Joint Arrangements and 

Disclosure of Interests in Other Entities: Transition Guidance

 1 Jan.2013
 1 Jan.2013
 1 Jan.2013
 1 Jan.2013
 1 Jul. 2012
 1 Jan. 2013
 1 Jan. 2013

 1 Jan. 2013

 1 Jan. 2013

 1 Jan. 2013
 1 Jan. 2013

Selected new interpretations and amendments to 
HKFRSs

Effective for periods 
beginning on/after

Updated to HKICPA Update No. 141 of 3 March 2014
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Effective for 2014 Dec. Year-End

• Amendments to HKAS 32 Financial Instruments: Presentation –
Offsetting Financial Assets and Financial Liabilities

• Amendments to HKFRS 10, HKFRS 12 and HKAS 27 (2011)
Investment Entities 

• Amendments to HKAS 36 Recoverable Amount Disclosures for 
Non-Financial Assets (Impairment of Assets)

• HK(IFRIC) – Int 21 Levies
• Amendments to HKAS 39 Novation of Derivatives and 

Continuation of Hedge Accounting

 1 Jan. 2014

 1 Jan. 2014

 1 Jan. 2014

 1 Jan. 2014
 1 Jan. 2014

Selected new interpretations and amendments to 
HKFRSs

Effective for periods 
beginning on/after

Updated to HKICPA Update No. 141 of 3 March 2014
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Effective after 2014 Dec. Year-End

• Amendments to HKFRS 9 Financial Instruments and HKFRS 7 –
Mandatory Effective Date of HKFRS 9 and Transition Disclosures

• Amendments to HKAS 19 (2011) Employee Benefits – Defined 
Benefit Plans: Employee Contributions

• HKFRS 9 Financial Instruments (including Hedge Accounting and 
amendments to HKFRS 9, HKFRS 7 and HKAS 39) issued in 
Dec. 2013

• Annual Improvements 2010-2012 Cycle
• Annual Improvements 2011-2013 Cycle
• HKFRS 14 Regulatory Deferral Accounts
• SME-FRF and SME-FRS (Revised 2014)

 1 Jan.2015

 1 Jul. 2014

 Available for 
application (without 
mandatory date yet)

 1 Jul. 2014 (or other)
 1 Jul. 2014 (or other)
 1 Jan.2016
 3 Mar.2014 (early 

application not 
permitted)

Selected new interpretations and amendments to 
HKFRSs

Effective for periods 
beginning on/after

Updated to HKICPA Update No. 141 of 3 March 2014
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Amendments to HKFRSs 
effective after 2013 Dec. Year-end

Amendments to HKFRSs 
effective for 2013 Dec. Year-end

Today’s Agenda

Briefing on New Companies 
Ordinance (Cap. 622) and its Part 9

© 2011-14 Nelson Consulting Limited 6

Amendments to HKFRSs 
effective for 2013 Dec. Year-end

Today’s Agenda
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HKFRS 10, 11 and 12

Interaction between HKFRS 10, 11 & 12, & HKAS 28 & 39 (or HKFRS 9)

Control 
alone?

No

Yes

Joint 
Control?

Significant 
influence?

HKAS 39 
or HKFRS 9

HKFRS 10
(Consolidation)

HKFRS 11
(Joint Arrangement)

Account for assets, 
liabilities, revenues 

and expenses

No

No

Yes

Yes

Disclosure in accordance with HKFRS 12

Joint 
Operation

HKAS 28
(Equity Method)

Joint 
Venture

The graph is adapted from the IASB

Subsidiary

Associate

Financial Assets
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Consolidated Financial Statements
(HKFRS 10)

Control 
alone?

Yes

HKFRS 10
(Consolidation)

Subsidiary
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HKFRS 10 Consol. Financial Statements

• The contents of HKFRS 10:

a. requires an entity (the parent) that controls one 
or more other entities (subsidiaries) to present 
consolidated financial statements;

b. defines the principle of control, and establishes 
control as the basis for consolidation;

c. sets out how to apply the principle of control to 
identify whether an investor controls an investee 
and therefore must consolidate the investee; and

d. sets out the accounting requirements for the 
preparation of consolidated financial statements 
(HKFRS 10.2).
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HKFRS 10 Consol. Financial Statements

• While HKFRS 10 become effective, 

– HKAS 27 becomes “separate financial statements”

• Indicator of a parent and subsidiary relationship still 
refers to “control” but the definition and assessment 
of control will not be the same
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Scope of HKFRS 10

• An entity that is a parent shall present consolidated financial 
statements. This HKFRS applies to all entities, except as follows:

(a) a parent need not present consolidated financial statements if it meets all 
the following conditions:

(i) it is a wholly-owned subsidiary or is a partially-owned subsidiary of 
another entity and all its other owners, including those not otherwise 
entitled to vote, have been informed about, and do not object to, the 
parent not presenting consolidated financial statements;

(ii) its debt or equity instruments are not traded in a public market (a 
domestic or foreign stock exchange or an over-the-counter market, 
including local and regional markets);

(iii) it did not file, nor is it in the process of filing, its financial statements 
with a securities commission or other regulatory organisation for the 
purpose of issuing any class of instruments in a public market; and

(iv) its ultimate or any intermediate parent produces consolidated financial 
statements that are available for public use and comply with HKFRSs 
or International Financial Reporting Standards. (HKFRS 10.4)

Exemption granted in New 
Companies Ordinance (Cap. 622)  

follows similar approach
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Scope of HKFRS 10

• An entity that is a parent shall present consolidated financial 
statements. HKFRS 10 applies to all entities, except as follows:

(b) post-employment benefit plans or other long-term employee benefit plans
to which HKAS 19 Employee Benefits applies. (HKFRS 10.4)
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Control

• An investor, regardless of the nature of its involvement
with an entity (the investee), 

– shall determine whether it is a parent by assessing 
whether it controls the investee. (HKFRS 10.5)

• An investor controls an investee when

– it is exposed, or has rights, to variable returns from its 
involvement with the investee and

– has the ability to affect those returns through its power
over the investee. (HKFRS 10.6)
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Control

• Thus, an investor controls an investee if and 
only if the investor has all the following:

a. power over the investee;

b. exposure, or rights, to variable 
returns from its involvement with 
the investee; and

c. the ability to use its power over 
the investee to affect the amount 
of the investor’s returns (HKFRS 10.7)

Rights include

• voting rights, potential voting rights, proportionate 
voting rights, substantive rights, removal rights, 
decision-making rights, protective rights, 
contractual rights …… 

Power

Returns

Link between 
Power & Returns

Power is defined as “existing 
rights that give the current ability 
to direct the relevant activities”

relevant activities are “activities 
of the investee that significantly 
affect the investee’s returns”
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Control

• An investor shall consider all facts and 
circumstances when assessing whether it controls 
an investee. 

– The investor shall reassess whether it controls an 
investee if facts and circumstances indicate that 
there are changes to one or more of the three 
elements of control listed as above. (HKFRS 10.8)

Power

Returns

Link between 
Power & Returns

© 2011-14 Nelson Consulting Limited 16

Control

Power

Existing Rights

Voting Rights

• An investor acquires 48% of the voting rights of an 
investee. 

• The remaining voting rights are held by thousands of 
shareholders, none individually holding more than 1% 
of the voting rights. 

• None of the shareholders has any arrangements to 
consult any of the others or make collective decisions. 

• When assessing the proportion of voting rights to 
acquire, on the basis of the relative size of the other 
shareholdings, the investor determined that a 48% 
interest would be sufficient to give it control. 

• In this case, on the basis of the absolute size of its 
holding and the relative size of the other shareholdings, 
the investor concludes that it has a sufficiently 
dominant voting interest to meet the power criterion 
without the need to consider any other evidence of 
power. (HKFRS 10 Example 4)

Example
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Control

Power

Existing Rights

Voting Rights

• An investor holds 45% of the voting rights of an 
investee. 

• Eleven other shareholders each hold 5% of the voting 
rights of the investee. 

• None of the shareholders has contractual 
arrangements to consult any of the others or make 
collective decisions. 

• In this case, the absolute size of the investor’s holding 
and the relative size of the other shareholdings alone 
are not conclusive in determining whether the investor 
has rights sufficient to give it power over the investee. 

• Additional facts and circumstances that may provide 
evidence that the investor has, or does not have, power 
shall be considered. (HKFRS 10 Example 7)

Example
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Control

Power

Existing Rights

Voting Rights

Investor A

• holds 70% of the voting rights of an 
investee. 

• has been exercising its votes and is 
actively directing the relevant activities of 
the investee. 

Investor B

• has 30% of the voting rights of the 
investee as well as an option to acquire 
half of investor A’s voting rights.

– The option is exercisable for the next 
two years at a fixed price that is 
deeply out of the money (and is 
expected to remain so for that two-
year period). (HKFRS 10 Example 9)

Example

In such a case, investor A is likely 
to meet the power criterion 
because it appears to have the 
current ability to direct the relevant 
activities.

Although investor B has currently 
exercisable options to purchase 
additional voting rights (that, if 
exercised, would give it a majority 
of the voting rights in the 
investee), the terms and 
conditions associated with those 
options are such that the options 
are not considered substantive. 
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Control

Power

Existing Rights

Voting Rights

• Investor A and two other investors each hold 
a third of the voting rights of an investee. 

• The investee’s business activity is closely 
related to investor A. 

• In addition to its equity instruments, investor 
A also holds debt instruments that are 
convertible into ordinary shares of the 
investee at any time for a fixed price that is 
out of the money (but not deeply out of the 
money). 

• If the debt were converted, investor A would 
hold 60% of the voting rights of the investee.

• Investor A would benefit from realising 
synergies if the debt instruments were 
converted into ordinary shares.  (HKFRS 10 
Example 10)

Example

Investor A has power over the 
investee

• because it holds voting 
rights of the investee 
together with substantive 
potential voting rights that 
give it the current ability to 
direct the relevant activities.
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Power

Control

• When assessing whether an investor has control of 
an investee, 

– the investor determines whether it is exposed, 
or has rights, to variable returns from its 
involvement with the investee.

• An investor is exposed, or has rights, to variable 
returns from its involvement with the investee when 
the investor’s returns from its involvement have the 
potential to vary as a result of the investee’s 
performance. 

– The investor’s returns can be only positive, only 
negative or both positive and negative (HKFRS 10.15)

Power

Returns
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Control

• An investor controls an investee if the investor 

– not only has power over the investee and exposure 
or rights to variable returns from its involvement with 
the investee, 

– but also has the ability to use its power to affect the 
investor’s returns from its involvement with the 
investee  (HKFRS 10.17)

• Thus, an investor with decision-making rights shall 
determine whether it is 

– a principal or 

– an agent.

• An investor that is an agent in accordance with 
HKFRS 10.B58–B72 does not control an 
investee when it exercises decision-making 
rights delegated to it (HKFRS 10.18)

Link between 
Power & Returns

Returns

Power
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HKFRS 10: Summary of Key Changes

HKAS 27 & HK(SIC)-Int 12 HKFRS 10 (and 12)

The table is adapted from the IASB

Control as the basis for 
consolidation

• HKAS 27 identifies control as 
the basis for consolidation 
and focuses on the power to 
govern the financial and 
operating policies for 
assessing control of typical 
operating entities. 

• In contrast, HK(SIC)-Int 12 
focuses on risks and rewards
for assessing control of 
special purpose entities.

HKFRS 10 identifies control as the single basis 
for consolidation for all types of entities.

• There is no separate guidance with a different 
consolidation model for special purposes 
entities (as incorporated into the single 
consolidation model in IFRS 10) 

• The new control definition reflects that an 
investor can achieve power over an investee in 
many ways, not just through governing financial 
and operating policies. 

• The investor must assess whether it has rights 
to direct the relevant activities.

• Although exposure to risks and rewards is an 
indicator of control, it is not the sole focus for 
consolidation for any type of entity.
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HKFRS 10: Summary of Key Changes

HKAS 27 & HK(SIC)-Int 12 HKFRS 10 (and 12)

The table is adapted from the IASB

Control without a majority of 
voting rights

• Although the idea that an 
investor could control an 
investee while holding less 
than 50% of the voting rights 
was implicit in HKAS 27, it 
was not explicitly stated.

HKFRS 10 states that an investor can control 
an investee with less than 50% of the voting 
rights of the investee.

• HKFRS 10 provides specific application 
guidance for assessing control in such cases.
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HKFRS 10: Summary of Key Changes

HKAS 27 & HK(SIC)-Int 12 HKFRS 10 (and 12)

The table is adapted from the IASB

Potential voting rights

• Only currently exercisable 
potential voting rights are 
considered when assessing 
control.

Potential voting rights need to be considered 
in assessing control, but only if they are 
substantive.

• Potential voting rights are substantive

− when the holder has the practical ability to 
exercise its rights and

− when those rights are exercisable when 
decisions about the direction of the 
relevant activities need to be made. 

− Deciding whether potential voting rights 
are substantive requires judgement.

• Potential voting rights may need to be 
considered even if they are not currently 
exercisable.
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HKFRS 10: Summary of Key Changes

HKAS 27 & HK(SIC)-Int 12 HKFRS 10 (and 12)

The table is adapted from the IASB

Agency relationships

• HKAS 27 has no specific 
guidance regarding 
situations when power is 
delegated by a principal to 
an agent.

HKFRS 10 contains specific application 
guidance for agency relationships.

• When decision-making authority has been 
delegated by a principal to an agent, an agent 
in such a relationship does not control the 
entity. 

• The principal that has delegated the decision-
making authority would consolidate the entity.

• The application guidance offers a range of 
factors to consider and contains examples.
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HKFRS 10: Summary of Key Changes

HKAS 27 & HK(SIC)-Int 12 HKFRS 10 (and 12)

The table is adapted from the IASB

Disclosures

• HKAS 27 and HK(SIC)-Int 12 
contain limited disclosure 
requirements for consolidated 
entities and no disclosure 
requirements for 
unconsolidated structured 
entities.

HKFRS 12 expands the disclosure 
requirements for both consolidated entities 
and unconsolidated structured entities.

• The disclosure objectives in HKFRS 12 will give 
preparers flexibility to tailor their individual 
disclosures to meet these objectives.

• HKFRS 12 presents a single disclosure 
standard for reporting entities with special 
relationships with other entities, including 
subsidiaries, joint ventures, associates and 
unconsolidated structured entities.
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HKFRS 10: Accounting Requirements

• A parent shall prepare consolidated financial statements

– using uniform accounting policies for like transactions 
and other events in similar circumstances (HKFRS 10.19)

• Consolidation of an investee shall 

– begin from the date the investor obtains 
control of the investee and

– cease when the investor loses control of 
the investee (HKFRS 10.20)

• HKFRS 10.B86–B93 set out guidance for the 
preparation of consolidated financial statements
(HKFRS 10.21)

© 2011-14 Nelson Consulting Limited 28

HKFRS 10, 11 and 12

Interaction between HKFRS 10, 11 & 12, & HKAS 28 & 39 (or HKFRS 9)

Control 
alone?

No

Joint 
Control?

HKFRS 11
(Joint Arrangement)

Account for assets, 
liabilities, revenues 

and expenses

Yes

Joint 
Operation

HKAS 28
(Equity Method)

Joint 
Venture

The graph is adapted from the IASB
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Joint Arrangements
(HKFRS 11)
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HKFRS 11 Joint Arrangements

Previously in HKAS 31

Jointly 
controlled 
operations

Jointly 
controlled 

assets

Jointly 
controlled 

entities

Structure of the Joint Arrangement

Not structured through an entity Structured through an entity

Accounting for assets, liabilities, 
revenues and expenses in accordance 

with the contractual arrangement

Proportionate 
Consolidation

Equity
Method

The graph is adapted from the IASB
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HKFRS 11 Joint Arrangements

Introduced and amended in HKFRS 11

Joint VentureJoint Operation

Account for assets, liabilities, 
revenues and expenses in 

accordance with the contractual 
arrangement

Equity Method

(HKAS 28)

The graph is adapted from the IASB

Not structured through 
a separate vehicle

Structured through a 
separate vehicle

• Consider the legal form

• Consider the terms of the 
contractual arrangement and, if 
relevant, other facts and 
circumstances
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• Joint Arrangement, 

– a new name to subrogate joint venture, 
simultaneously, joint venture has 
another meaning now 

– is defined to be an arrangement of 
which two or more parties have joint 
control.

– has the following characteristics:

a. The parties are bound by a contractual 
arrangement .

b. The contractual arrangement gives two 
or more of those parties joint control of 
the arrangement.
(HKFRS 11.4-5)

Joint control is defined as 

• the contractually agreed 
sharing of control of an 
arrangement,

• which exists only when 
decisions about the relevant 
activities require the 
unanimous consent of the 
parties sharing control. 
(HKFRS 11.7)

Joint Control
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Type of Joint Arrangements

• In consequence, joint arrangement is a new name to subrogate joint 
venture, 

– simultaneously, joint venture has another meaning now 

• A new structure in classification, a joint arrangement is either
(HKFRS 11.6)

Joint Venture

Joint Operation

© 2011-14 Nelson Consulting Limited 34

A joint operation is 

• a joint arrangement whereby the parties 
that have joint control of the arrangement 
have rights to the assets, and obligations 
for the liabilities, relating to the 
arrangement. 

• Those parties are called joint operators
(HKFRS 11.15).

A joint venture is

• a joint arrangement whereby the parties 
that have joint control of the arrangement 
have rights to the net assets of the 
arrangement. 

• Those parties are called joint venturers
(HKFRS 11.16).

Type of Joint Arrangements

Joint Venture

Joint Operation
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Type of Joint Arrangements

Introduced and amended in HKFRS 11

Joint VentureJoint Operation

Not structured through 
a separate vehicle

Structured through a 
separate vehicle

• Consider the legal form,

• Consider the terms of the 
contractual arrangement, and

• If relevant, other facts and 
circumstances

ii. Does the contractual arrangement 
specify that the parties have rights to 
the assets, and obligations for the 
liabilities?

iii. Are its activities primarily aimed to 
provide output to the parties? Does it 
depend on the parties on a 
continuous basis for setting liabilities?

The graph is adapted from HKFRS 11.B21
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Type of Joint Arrangements

The graph is adapted from HKFRS 11.B33

Does the legal form of the separate vehicle give the parties rights 
to the assets, and obligations for the liabilities, relating to the 
arrangement?

Do the terms of the contractual arrangement specify that the 
parties have rights to the assets, and obligations for the liabilities, 
relating to the arrangement?

Yes

Other facts and circumstances: Have the parties designed the 
arrangement so that:
• its activities primarily aim to provide the parties with an output

(i.e. the parties have rights to substantially all the economic 
benefits of the assets held in the separate vehicle) and

• it depends on the parties on a continuous basis for setting the 
liabilities relating to the activity conducted through the 
arrangement

No

No

Yes

No

Yes

Joint VentureJoint Operation
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Joint Operation

• A joint operator shall recognise in relation 
to its interest in a joint operation:

a. its assets, including its share of any 
assets held jointly;

b. its liabilities, including its share of any 
liabilities incurred jointly;

c. its revenue from the sale of its share 
of the output arising from the joint 
operation;

d. its share of the revenue from the sale 
of the output by the joint operation; 
and

e. its expenses, including its share of 
any expenses incurred jointly. (HKFRS 
11.20)

Joint Operation
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Joint Operation

• A joint operator shall account for the 
assets, liabilities, revenues and expenses 
relating to its interest in a joint operation 
in accordance with the HKFRSs 
applicable to the particular assets, 
liabilities, revenues and expenses. (HKFRS 
11.21)

• The accounting for transactions such as 
the sale, contribution or purchase of 
assets between an entity and a joint 
operation in which it is a joint operator is 
specified in HKFRS 11.B34–B37. (HKFRS 
11.22)

Joint Operation
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Joint Venture

• A joint venturer 

− shall recognise its interest in a joint venture 
as an investment and 

− shall account for that investment using the 
equity method in accordance with HKAS 
28 Investments in Associates and Joint 
Ventures

• unless the entity is exempted from 
applying the equity method as specified 
in HKAS 28 (HKFRS 11.24).

• HKAS 28 is renamed as “Investments in 
Associates and Joint Ventures”

Joint Venture
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HKFRS 11: Implication

From HKAS 31

Joint VentureJoint Operation

Jointly 
controlled 
operations

Jointly 
controlled 

assets

Jointly 
controlled 

entities

To HKFRS 11

Account for assets, liabilities, 
revenues and expenses in 

accordance with the contractual 
arrangement

Equity Method

(HKAS 28)
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HKFRS 10, 11 and 12

Interaction between HKFRS 10, 11 & 12, & HKAS 28 & 39 (or HKFRS 9)

Control 
alone?

No

Yes

Joint 
Control?

HKFRS 10
(Consolidation)

HKFRS 11
(Joint Arrangement)

Account for assets, 
liabilities, revenues 

and expenses

Yes

Disclosure in accordance with HKFRS 12

Joint 
Operation

HKAS 28
(Equity Method)

Joint 
Venture

The graph is adapted from the IASB
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Disclosure of Interests in Other Entities
(HKFRS 12)
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HKFRS 12 Discl. of Interest in Other Entities

• The objective of HKFRS 12 is to require an entity to 
disclose information that enables users of its 
financial statements to evaluate:

a. the nature of, and risks associated with, its interests in 
other entities; and

b. the effects of those interests on its financial position, 
financial performance and cash flows (HKFRS 12.1).
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HKFRS 12 Discl. of Interest in Other Entities

• For the purpose of HKFRS 12, an interest in another 
entity 

– refers to contractual and non-contractual involvement
that exposes an entity to variability of returns from the 
performance of the other entity. 

– can be evidenced by, but is not limited to, 

• the holding of equity or debt instruments as well as 
other forms of involvement such as the provision 
of funding, liquidity support, credit enhancement 
and guarantees. 

– includes the means by which an entity has control or 
joint control of, or significant influence over, another 
entity. 

• An entity does not necessarily have an interest in 
another entity solely because of a typical customer 
supplier relationship.
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HKFRS 12 Discl. of Interest in Other Entities

• To meet the objective of HKFRS 12, an entity shall 
disclose:

a. the significant judgements and assumptions it 
has made 

• in determining the nature of its interest in another 
entity or arrangement, and

• in determining the type of joint arrangement in 
which it has an interest; and

b. information about its interests in:

i. subsidiaries;

ii. joint arrangements and 
associates; and

iii.structured entities that are not controlled 
by the entity (unconsolidated structured 
entities) (HKFRS 12.2).

What is 
Structured Entity?

© 2011-14 Nelson Consulting Limited 46

HKFRS 12 Discl. of Interest in Other Entities

• Structured entity is defined as:

– An entity that has been designed so that

• voting or similar rights are not the dominant factor in 
deciding who controls the entity, such as when any 
voting rights relate to administrative tasks only and 

• the relevant activities are directed by means of 
contractual arrangements.

• HKFRS 12.B22–B24 provide further information 
about structured entities.

What is 
Structured Entity?
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HKFRS 12 Discl. of Interest in Other Entities

• Structured entity often has some or all of the 
following features or attributes:

a. restricted activities.

b. a narrow and well-defined objective, such as

• to effect a tax-efficient lease, 

• to carry out research and development activities, 

• to provide a source of capital or funding to an entity or 

• to provide investment opportunities for investors by 
passing on risks and rewards associated with the 
assets of the structured entity to investors.

c. insufficient equity to permit the structured entity to 
finance its activities without subordinated financial 
support.

d. financing in the form of multiple contractually
linked instruments to investors that create 
concentrations of credit or other risks
(tranches). (HKFRS 12.B22).

What is 
Structured Entity?

Examples include:
a. securitisation 

vehicles,

b. asset-backed 
financings.

c. some investment 
funds.
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Significant Judgements and Assumptions

• An entity shall disclose information about significant judgements and 
assumptions it has made (and changes to those judgements and 
assumptions) in determining:

a. that it has control of another entity, i.e. an investee as described in HKFRS 
10.5 and 6;

b. that it has joint control of an arrangement or significant influence over 
another entity; and

c. the type of joint arrangement (i.e. joint operation or joint venture) when the 
arrangement has been structured through a separate vehicle. (HKFRS 12.7)
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Significant Judgements and Assumptions

• To comply with HKFRS 12.7, an entity shall disclose, for example, 
significant judgements and assumptions made in determining that:

a. it does not control another entity even though it holds more than half of the 
voting rights of the other entity.

b. it controls another entity even though it holds less than half of the voting 
rights of the other entity.

c. it is an agent or a principal (see HKFRS 10.58–72).

d. it does not have significant influence even though it holds 20% or more of 
the voting rights of another entity.

e. it has significant influence even though it holds less than 20% of the voting 
rights of another entity. (HKFRS 12.9)
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Interests in Subsidiaries

• An entity shall disclose information that enables 
users of its consolidated financial statements

a. to understand:

i. the composition of the group; and

ii. the interest that non-controlling interests have in the group’s activities 
and cash flows; and

b. to evaluate:

i. the nature and extent of significant restrictions on its ability to access 
or use assets, and settle liabilities, of the group;

ii. the nature of, and changes in, the risks associated with its interests in 
consolidated structured entities;

iii. the consequences of changes in its ownership interest in a subsidiary 
that do not result in a loss of control; and

iv. the consequences of losing control of a subsidiary during the 
reporting period. (HKFRS 12.10)
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Interests in Subsidiaries

• When the financial statements of a subsidiary used 
in the preparation of consolidated financial 
statements are as of a date or for a period that is 
different from that of the consolidated financial 
statements (see HKFRS 10.B92 and B93), an entity 
shall disclose:

a. the date of the end of the reporting period of the 
financial statements of that subsidiary; and

b. the reason for using a different date or period. (HKFRS 
12.11)
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Interests in Subsidiaries

• An entity shall disclose for each of its subsidiaries that
have non-controlling interests that are material to the 
reporting entity:

(a) the name of the subsidiary.

(b) the principal place of business (and country of incorporation if different 
from the principal place of business) of the subsidiary.

(c) the proportion of ownership interests held by non-controlling interests.

(d) the proportion of voting rights held by non-controlling interests, if different 
from the proportion of ownership interests held.

(e) the profit or loss allocated to non-controlling interests of the subsidiary 
during the reporting period.

(f) accumulated non-controlling interests of the subsidiary at the end of the 
reporting period.

(g) summarised financial information about the subsidiary (see HKFRS 
12.B10). (HKFRS 12.12)
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Interests in Subsidiaries

• Summarised Financial Information for Subsidiaries 
(HKFRS 12.12)

– For each subsidiary that has non-controlling interests that
are material to the reporting entity, an entity shall disclose:

(a) dividends paid to non-controlling interests.

(b) summarised financial information about the assets, liabilities, profit or 
loss and cash flows of the subsidiary that enables users to understand 
the interest that non-controlling interests have in the group’s activities 
and cash flows. 

– That information might include but is not limited to, for example, 
current assets, non-current assets, current liabilities, non-current 
liabilities, revenue, profit or loss and total comprehensive income. 
(HKFRS 12.B10)

– The summarised financial information required by HKFRS 12.B10(b) shall 
be the amounts before inter-company eliminations. (HKFRS 12.B11)
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Joint Arrangements and Associates

• An entity shall disclose information that enables users of its financial 
statements to evaluate:

a. the nature, extent and financial effects of its interests in joint arrangements 
and associates, including the nature and effects of its contractual 
relationship with the other investors with joint control of, or significant 
influence over, joint arrangements and associates; and

b. the nature of, and changes in, the risks associated with its interests in joint 
ventures and associates. (HKFRS 12.20)
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Joint Arrangements and Associates

• An entity shall disclose:

(a) for each joint arrangement and associate that is material to the 
reporting entity:

(i) the name of the joint arrangement or associate. 

(ii) the nature of the entity’s relationship with the joint arrangement or 
associate (by, for example, describing the nature of the activities of 
the joint arrangement or associate and whether they are strategic to 
the entity’s activities).

(iii) the principal place of business (and country of incorporation, if 
applicable and different from the principal place of business) of the 
joint arrangement or associate.

(iv) the proportion of ownership interest or participating share held by the 
entity and, if different, the proportion of voting rights held (if 
applicable).
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Joint Arrangements and Associates

• An entity shall disclose:

(b) for each joint venture and associate that is material to the reporting entity: 

(i) whether the investment in the joint venture or associate is measured 
using the equity method or at fair value.

(ii) summarised financial information about the joint venture or associate as 
specified in HKFRS 12.B12 and B13.

(iii) if the joint venture or associate is accounted for using the equity 
method, the fair value of its investment in the joint venture or associate, 
if there is a quoted market price for the investment.

(c) financial information as specified in HKFRS 12.B16 about the entity’s 
investments in joint ventures and associates that are not individually 
material:

(i) in aggregate for all individually immaterial joint ventures and, 
separately,

(ii) in aggregate for all individually
immaterial associates. (HKFRS 12.21)
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Joint Arrangements and Associates

• Summarised Financial Information for Joint Ventures and 
Associates (HKFRS 12.20)

– For each joint venture and associate that is material to the reporting 
entity, an entity shall disclose:
(a) dividends received from the joint venture or associate.
(b) summarised financial information for the joint venture or associate (see 

HKFRS 12.B14 and B15) including, but not necessarily limited to:
(i) current assets.
(ii) non-current assets.
(iii) current liabilities.
(iv) non-current liabilities.
(v) revenue.
(vi) profit or loss from continuing operations.
(vii) post-tax profit or loss from discontinued operations.
(viii) other comprehensive income.
(ix) total comprehensive income. 

(HKFRS 12.B12)
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Joint Arrangements and Associates

• Summarised Financial Information for Joint Ventures and 
Associates (HKFRS 12.20)

– In addition to the summarised financial information required by paragraph 
B12, an entity shall disclose for each joint venture that is material to the 
reporting entity the amount of:

(a) cash and cash equivalents included in paragraph B12(b)(i).

(b) current financial liabilities (excluding trade and other payables and 
provisions) included in paragraph B12(b)(iii).

(c) non-current financial liabilities (excluding trade and other payables and 
provisions) included in paragraph B12(b)(iv).

(d) depreciation and amortisation.

(e) interest income.

(f) interest expense.

(g) income tax expense or income. (HKFRS 12.B13)
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Joint Arrangements and Associates

• Summarised Financial Information for Joint Ventures and 
Associates (HKFRS 12.20)

– The summarised financial information presented in accordance with HKFRS 
12.B12 and B13 shall be the amounts included in the HKFRS financial 
statements of the joint venture or associate (and not the entity’s share of 
those amounts). 

– If the entity accounts for its interest in the joint venture or associate using 
the equity method:

(a) the amounts included in the HKFRS financial statements of the joint 
venture or associate shall be adjusted to reflect adjustments made by 
the entity when using the equity method, such as fair value adjustments 
made at the time of acquisition and adjustments for differences in 
accounting policies.

(b) the entity shall provide a reconciliation of the 
summarised financial information presented 
to the carrying amount of its interest in the 
joint venture or associate. (HKFRS 12.B14)
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Joint Arrangements and Associates

• Summarised Financial Information for Joint Ventures and 
Associates (HKFRS 12.20)

– An entity may present the summarised financial information required by 
HKFRS 12.B12 and B13 on the basis of the joint venture’s or associate’s 
financial statements if:

(a) the entity measures its interest in the joint venture or associate at fair 
value in accordance with HKAS 28 (as amended in 2011); and

(b) the joint venture or associate does not prepare HKFRS financial 
statements and preparation on that basis would be impracticable or 
cause undue cost.

– In that case, the entity shall disclose the basis on which the summarised 
financial information has been prepared. (HKFRS 12.B15)
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Joint Arrangements and Associates

• Summarised Financial Information for Joint Ventures and 
Associates (HKFRS 12.20)

– An entity shall disclose, in aggregate, the carrying amount of its interests in 
all individually immaterial joint ventures or associates that are accounted for 
using the equity method. 

– An entity shall also disclose separately the aggregate amount of its share of 
those joint ventures’ or associates’:

(a) profit or loss from continuing operations.

(b) post-tax profit or loss from discontinued operations.

(c) other comprehensive income.

(d) total comprehensive income.

– An entity provides the disclosures separately for joint ventures and 
associates. (HKFRS 12.B16)
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Joint Arrangements and Associates

• Summarised Financial Information for Joint Ventures and 
Associates (HKFRS 12.20)

– When an entity’s interest in a subsidiary, a joint venture or an associate (or 
a portion of its interest in a joint venture or an associate) is classified as 
held for sale in accordance with HKFRS 5 Non-current Assets Held for Sale 
and Discontinued Operations, 

• the entity is not required to disclose summarised financial information 
for that subsidiary, joint venture or associate in accordance with HKFRS 
12.B10–B16. (HKFRS 12.B17)
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Joint Arrangements and Associates

• An entity shall also disclose:
(a) the nature and extent of any significant restrictions (e.g. resulting from 

borrowing arrangements, regulatory requirements or contractual 
arrangements between investors with joint control of or significant influence 
over a joint venture or an associate) on the ability of joint ventures or 
associates to transfer funds to the entity in the form of cash dividends, or to 
repay loans or advances made by the entity.

(b) when the financial statements of a joint venture or associate used in 
applying the equity method are as of a date or for a period that is different 
from that of the entity:
(i) the date of the end of the reporting period of the financial statements of 

that joint venture or associate; and
(ii) the reason for using a different date or period.

(c) the unrecognised share of losses of a joint venture or associate, both for the 
reporting period and cumulatively, if the entity has stopped 
recognising its share of losses of the joint venture or 
associate when applying the equity method. (HKFRS 12.22)
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Joint Arrangements and Associates

• An entity shall also disclose:

(a) commitments that it has relating to its joint ventures separately from the 
amount of other commitments as specified in HKFRS 12.B18–B20.

(b) in accordance with HKAS 37 Provisions, Contingent Liabilities and 
Contingent Assets, unless the probability of loss is remote, contingent 
liabilities incurred relating to its interests in joint ventures or associates
(including its share of contingent liabilities incurred jointly with other 
investors with joint control of, or significant influence over, the joint ventures 
or associates), separately from the amount of other contingent liabilities. 
(HKFRS 12.23)
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Unconsolidated Structured Entities

• An entity shall disclose information that enables 
users of its financial statements:

a. to understand the nature and extent of its interests in 
unconsolidated structured entities (HKFRS 12.26-
28); and

b. to evaluate the nature of, and changes in, the risks 
associated with its interests in unconsolidated 
structured entities (HKFRS 12.29-31). (HKFRS 12.24)

• The information required by HKFRS 12.24(b) 
includes 

• information about an entity’s exposure to risk from 
involvement that it had with unconsolidated 
structured entities in previous periods (eg sponsoring 
the structured entity), even if the entity no longer has 
any contractual involvement with the structured entity 
at the reporting date. (HKFRS 12.25)
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Unconsolidated Structured Entities

• An entity shall disclose 

– qualitative and quantitative information about its 
interests in unconsolidated structured entities, 
including, but not limited to, the nature, purpose, size 
and activities of the structured entity and 

– how the structured entity is financed. (HKFRS 12.26)
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Unconsolidated Structured Entities

• If an entity has sponsored an unconsolidated 
structured entity for which it does not provide 
information required by HKFRS 12.29 (e.g. because 
it does not have an interest in the entity at the 
reporting date), the entity shall disclose:
a. how it has determined which structured entities it has 

sponsored;
b. income from those structured entities during the 

reporting period, including a description of the types of 
income presented; and

c. the carrying amount (at the time of transfer) of all 
assets transferred to those structured entities during 
the reporting period. (HKFRS 12.27)

• An entity shall present the information in HKFRS 
12.27(b) and (c) in tabular format, 
– unless another format is more appropriate, and classify 

its sponsoring activities into relevant categories (see 
HKFRS 12.B2-B6). (HKFRS 12.28)
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Unconsolidated Structured Entities

• An entity shall disclose in tabular format, unless 
another format is more appropriate, a summary of:
a. the carrying amounts of the assets and liabilities 

recognised in its financial statements relating to its interests 
in unconsolidated structured entities.

b. the line items in the statement of financial position in 
which those assets and liabilities are recognised.

c. the amount that best represents the entity’s maximum 
exposure to loss from its interests in unconsolidated 
structured entities, including how the maximum exposure to 
loss is determined. If an entity cannot quantify its maximum 
exposure to loss from its interests in unconsolidated 
structured entities it shall disclose that fact and the 
reasons.

d. a comparison of the carrying amounts of the assets and 
liabilities of the entity that relate to its interests in 
unconsolidated structured entities and the entity’s 
maximum exposure to loss from those entities. (HKFRS 12.29)
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Unconsolidated Structured Entities

• If during the reporting period an entity has, without 
having a contractual obligation to do so, provided 
financial or other support to an unconsolidated 
structured entity in which it previously had or 
currently has an interest (for example, purchasing 
assets of or instruments issued by the structured 
entity), the entity shall disclose:

a. the type and amount of support provided, including 
situations in which the entity assisted the structured 
entity in obtaining financial support; and

b. the reasons for providing the support. (HKFRS 12.30)

• An entity shall disclose any current intentions to 
provide financial or other support to an 
unconsolidated structured entity, including intentions 
to assist the structured entity in obtaining financial 
support. (HKFRS 12.31)
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Fair Value Measurement
(HKFRS 13)
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Introduction – Fair Value Debate
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Introduction

• HKFRS 13 is a single standard to address the 
measurement fair value used in many other 
HKFRSs:

a. defines fair value;

b. sets out in a single HKFRS a framework for 
measuring fair value; and

c. requires disclosures about fair value 
measurements. (HKFRS 13.1)

Definition of 
Fair Value

Single Framework 
for FV Measurement

Disclosure
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1. Applicable Standard and Scope

• With effective from annual periods beginning on 
or after 1 January 2013, except in specified 
circumstances as set out below, an entity is 
required to apply HKFRS 13, when another 
HKFRS requires or permits
1. Fair value measurements, or disclosures about 

fair value measurements; and

2. Measurements, such as fair value less costs to 
sell, based on fair value, or disclosure about 
those measurements. (HKFRS 13.5)
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Definition of 
Fair Value

2. Definition of Fair Value

• Fair value is defined as 

– the price that would be received to sell an 
asset or paid to transfer a liability in an 
orderly transaction between market 
participants at the measurement date. (HKFRS 
13.9)

– i.e. an exit price

• It is a market-based measurement, not an 
entity-specific measurement

• Historically, fair value is normally defined as:

– The amount for which an asset could be 
exchanged, or a liability settled, between 
knowledgeable, willing parties in an arm’s 
length transaction.
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Definition of 
Fair Value

2. Definition of Fair Value

• Fair value is defined as 

– the price that would be received to sell an 
asset or paid to transfer a liability in an 
orderly transaction between market 
participants at the measurement date. (HKFRS 
13.9)

– i.e. an exit price

• It is a market-based measurement, not an 
entity-specific measurement

• Historically, fair value is normally defined as:

– The amount for which an asset could be 
exchanged, or a liability settled, between 
knowledgeable, willing parties in an arm’s 
length transaction.

The IASB considered the previous definition of fair value:

a. did not specify whether an entity is buying or selling the asset;

b. was unclear about what is meant by settling a liability because it did 
not refer to the creditor, but to knowledgeable, willing parties; and

c. did not state explicitly whether the exchange or settlement takes 
place at the measurement date or at some other date (HKFRS 13.BC30)

© 2011-14 Nelson Consulting Limited 76

3. Fair Value Measurement

Measurement 
Date

For Particular 
Asset or Liability

Orderly 
Transaction

Market 
Participants

Exit
Price

Principal 
Market

Most 
Advantageous 

Market

Fair value

Sourced: Intermediate Financial Reporting, 2nd (2012) by Nelson Lam & Peter Lau
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4. Application to Specific Situations

• In applying the fair value measurement, HKFRS 3 introduces the 
concepts of highest and best use and valuation premise for non-
financial assets, but it also explains that they would not apply to 
financial assets or to liabilities. 

• Together with the application to non-financial assets, IFRS 3 addresses 
application to at least three groups of items:
1. Application to non-financial assets;

2. Application to liabilities and an entity’s own equity instruments; and

3. Application to financial instruments within a portfolio, i.e. the financial 
assets and financial liabilities with offsetting positions in market risks or 
counterparty credit risk.
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5. Fair Value at Initial Recognition

• HKFRS 13 specifies the consideration when fair value is required or 
permitted to use in initial recognition of an asset or a liability.
– HKFRS 13 has not specified whether fair value should be used for initial 

recognition of an asset or a liability

– An asset or a liability is initially recognised at a basis in accordance with the 
corresponding HKFRS and. 

• Historically, HKFRS commonly addresses that the fair value on initial 
recognition is normally the transaction price. 

• However, HKFRS 13 uses the phrase “in many cases” to substitute the 
word “normally” in describing the relationship 
between the fair value and transaction price. 
– The change represents that a fair value is defined as 

a current exit price in HKFRS 13 

– but a transaction price is considered as an entry price. 
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6. Valuation Techniques

• In selecting and using valuation techniques in fair 
value measurement,  an entity is required to use
– Valuation techniques that are appropriate in the 

circumstances and for which sufficient data are available 
to measure fair value. 

– The techniques maximising the use of relevant 
observable inputs and minimising the use of 
unobservable inputs (HKFRS 13.61)

• HKFRS 13 
– sets out three valuation approaches to guide the 

selection and use of valuation techniques; 

– imposes requirements on the inputs to be used in each 
technique and then it in turn also affects the selection 
and use of valuation techniques.
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6. Valuation Techniques

• HKFRS 13 sets out the following three valuation 
approaches to guide the selection and usage of 
valuation techniques and 

1. Market approach,

2. Cost Approach, and

3. Income Approach.

• An entity is required to use valuation techniques 
consistent with one or more of the valuation approaches 
to measure fair value.
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7. Fair Value Hierarchy

• To increase consistency and comparability in fair value measurements 
and related disclosures, IFRS 13 establishes a fair value hierarchy that 
categorises the inputs to valuation techniques used to measure fair 
value into the following three levels:

– Level 1 inputs

– Level 2 inputs

– Level 3 inputs
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8. Significantly Decreased Activities

• When there has been a significant decrease in 
the volume or level of activity when compared 
with normal market activity for the asset or 
liability, or similar assets or liabilities,

– further analysis of the transactions or quoted 
prices is needed.

• A decrease in the volume or level of activity on 
its own may not indicate that a transaction price 
or quoted price does not represent fair value or 
that a transaction in that market is not orderly.
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9. Disclosure

• The disclosures about fair value measurements 
in HKFRSs vary even many HKFRSs at least 
require information about the methods and 
significant assumptions used in the 
measurement, and whether fair value was 
measured using observable prices from recent 
market transactions. 

– In consequence, in addition to establish a 
framework for measuring fair value in HKFRS 
13, the disclosures about fair value 
measurements are also enhanced and 
harmonised in IFRS 13.

Disclosure
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9. Disclosure

Objectives and General Principles for Disclosure

• An entity is required to disclose information that helps users of its 
financial statements assess both of the following:

1. For assets and liabilities that are measured at fair value on a 
recurring or non-recurring basis in the statement of financial 
position after initial recognition, 

a. The valuation techniques, and

b. Inputs used to develop those measurements.

2. For recurring fair value measurements 
using significant unobservable inputs 
(Level 3), 

• the effect of the measurements on 
profit or loss or other comprehensive 
income for the period (HKFRS 13.91)

Disclosure

e.g. investment Property
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9. Disclosure
Case

• Note 53 to The Consolidated Financial Statements

(d)(i) Assets and liabilities carried at fair value

• The following tables present the carrying value of assets and liabilities 
measured at fair value at 31 December according to the levels of the fair 
value hierarchy defined in HKFRS 13: Fair Value Measurement, with the 
fair value of each financial asset and liability categorised based on the 
lowest level of input that is significant to that fair value measurement. The 
levels are defined as follows:

– Level 1: fair values measured using quoted prices (unadjusted) in 
active markets for identical assets or liabilities.

– Level 2: fair values measured using valuation techniques in which all 
significant inputs other than quoted prices included within Level 1 are 
directly or indirectly based on observable market data.

– Level 3: fair values measured using valuation techniques in which any 
significant input is not based on observable market data.

Annual Report 2012
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9. Disclosure
Case

• Note 53 to The Consolidated Financial Statements

(d)(i) Assets and liabilities carried at fair value

Annual Report 2012
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9. Disclosure
Case

Annual Report 2012

• Note 53 to The Consolidated Financial Statements

(d)(i) Assets and liabilities carried at fair value
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9. Disclosure
Case

Annual Report 2012

• Note 53 to The Consolidated Financial Statements

(d)(i) Assets and liabilities carried at fair value

• Information about fair value measurements using significant unobservable 
inputs (Level 3) (continued)

– As the unlisted investment held by a subsidiary is not traded in an 
active market, its fair value has been determined using discounted 
cash flow valuation techniques. 

– Major assumptions used in the valuation include 

» historical financial results, 

» assumptions about future growth rates, 

» an estimate of weighted average cost of capital (WACC), 

» the effect of expected changes in regulation and 

» an adjustment for the value of the investment attributable to a 
minority stake.
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Presentation of Financial Statements
(HKAS 1 Revised)
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Presentation of Financial Statements

• In June 2011, the IASB further amended IAS 1 for 
annual periods beginning on or after 1 July 2012 in 
order to

– Distinguish different items of other comprehensive 
income, and 

– Align with the accounting practices in US.

• The presentation of other comprehensive income in 
IFRS and accounting practices in US will be aligned.

• HKICPA issued the same amendment in July 2011.
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Presentation of Financial Statements

• The main amendment of HKAS 1 requires 
an entity to

– Classify line items for amounts of other 
comprehensive income (OCI) in a 
period by nature,

– Group and present them in accordance 
with other HKFRSs into:

1. Those items of OCI that will not be 
reclassified subsequently to P/L; and

2. Those items of OCI that will be 
reclassified subsequently to P/L when 
specific conditions are met (HKAS 
1.82A).

OCI may be 
reclassified

OCI not 
reclassified
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Presentation of Financial Statements

Those items of OCI that will not be reclassified 
subsequently to P/L include:

• Changes in revaluation surplus of PPE 
recognised under HKAS 16;

• Changes in revaluation surplus of intangible 
assets under HKAS 38;

• Actuarial gains and losses on defined benefit 
plans under HKAS 19; and

• FV changes of investment in equity instrument 
recognised in OCI under HKFRS 9.

Those items of OCI that may be reclassified 
subsequently to P/L include:

• Translation reserves under HKAS 21;

• FV changes on available-for-sale financial 
assets under HKAS 39; and

• Cash flow hedge reserves under HKAS 39.

OCI may be 
reclassified

OCI not 
reclassified

The graph is sourced from the IASB
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Presentation of Financial Statements

• In addition to the main amendment, HKAS 1 is also amended and 
updated with the following points:

1. A new statement title, statement of profit or loss and other 
comprehensive income, is introduced and it can be used to distinguish 
from statement of comprehensive income which may be used to present 
comprehensive income only (HKAS 1.10 revised in 2011);

2. Similar to the above title, another new statement title, statement of profit 
or loss, is also introduced to formally replace income statement, or 
separate income statement, to present items of profit or loss only (HKAS 
1.10A);

3. Components of other comprehensive income is formally described as 
items of other comprehensive income; and

4. A term, i.e. comprehensive income, is formally introduced and represents 
the total of profit or loss and other comprehensive income (HKAS 1.81A).
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Amendments to HKFRSs 
effective after 2013 Dec. Year-end

Today’s Agenda
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Investment Entities
(Amendments to HKFRS 10 and 12 and HKAS 27)
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Amendments to HKFRS 10

• To meet the objective in HKFRS 10.1, HKFRS 10:

a) requires an entity (the parent) that controls one or more other 
entities (subsidiaries) to present consolidated financial statements;

b) defines the principle of control, and establishes control as the basis 
for consolidation;

c) sets out how to apply the principle of control to identify whether an 
investor controls an investee and therefore must consolidate the 
investee; 

d) sets out the accounting requirements for the preparation of 
consolidated financial statements; and 

e) defines an investment entity and sets out an exception to 
consolidating particular subsidiaries of an investment entity. (HKFRS 
10.2)
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Amendments to HKFRS 10

• An entity that is a parent shall present consolidated 
financial statements. This HKFRS applies to all 
entities, except as follows:

(a) …

(c) an investment entity need not present 
consolidated financial statements if it is 
required, in accordance with paragraph 31 of 
this HKFRS, to measure all of its subsidiaries 
at fair value through profit or loss. (HKFRS 10.4)
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Amendments to HKFRS 10

• A parent shall determine whether it is an investment 
entity. 

• An investment entity is an entity that:

(a) obtains funds from one or more investors for 
the purpose of providing those investor(s) with 
investment management services;

(b) commits to its investor(s) that its business 
purpose is to invest funds solely for returns 
from capital appreciation, investment income, 
or both; and

(c) measures and evaluates the performance of 
substantially all of its investments on a fair 
value basis. 

• HKFRS 10.B85A–B85M provide related application 
guidance. (HKFRS 10.27)
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Effective Date

• Investment Entities (Amendments to HKFRS 10, 
HKFRS 12 and HKAS 27), issued in October 2012, 
amended paragraphs 2, 4, C2A, C6A and Appendix 
A and added paragraphs 27–33, B85A–B85W, 
B100–B101 and C3A–C3F. 

• An entity shall apply those amendments for annual 
periods beginning on or after 1 January 2014. 

– Early application is permitted. 

– If an entity applies those amendments earlier, it 
shall disclose that fact and apply all amendments 
included in Investment Entities at the same time. 
(HKFRS 11.C1B)
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Financial Instruments
(HKFRS 9)

Chapters

1 Objective

2 Scope

3 Recognition and Derecognition

4 Classification

5 Measurement

6 Hedge Accounting 
(added in Dec. 2013)

7 Effective Date and Transition
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Background

• In response to the input received on its work 
responding to the financial crisis, and following the 
conclusions of the G20 leaders and the 
recommendations of international bodies, 

– the IASB announced an accelerated timetable for 
replacing IAS 39 in April 2009, and

– finally, IFRS 9 Financial Instruments in Nov. 2009

• HKFRS 9 was issued to maintain international 
convergence with the issuance of IFRS 9.
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Background

• The three main phases of the project to replace 
HKAS 39 are:

a) Phase 1: Classification and measurement 
of financial assets and financial liabilities.

b) Phase 2: Impairment methodology.

c) Phase 3: Hedge accounting.

• HKFRS 9 issued so far includes only the 
chapters relating to Phase 1 (classification and 
measurement of  financial assets and financial 
liabilities). 

Still not yet finished
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Chapter 1 and 2

Objective

• The objective of HKFRS 9 is to establish principles for 
the financial reporting of financial assets and financial 
liabilities that will present relevant and useful 
information to users of financial statements for their 
assessment of the amounts, timing and uncertainty of 
the entity’s future cash flows. (para. 1.1)

Scope

• An entity shall apply HKFRS 9 to all assets within the 
scope of HKAS 39 Financial Instruments: Recognition 
and Measurement. (para. 2.1)
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Chapter 3 Recognition & Derecognition

• An entity shall recognise a financial asset or a financial 
liability in its statement of financial position when, and 
only when, 

– the entity becomes party to the contractual provisions of 
the instrument. 

• When an entity first recognises a financial asset, it shall 

– classify it in accordance with paragraphs 4.1.1-4.1.5 
and

– measure it in accordance with paragraph 5.1.1 and
5.1.2.

• When an entity first recognises a financial liability, it 
shall 

– classify it in accordance with paragraphs 4.2.1 and 
4.2.2 and 

– measure it in accordance with paragraph 5.1.1.
(para. 3.1.1)

Same as before

Amended
(Ch. 4 of HKFRS 9)

Amended
(Ch. 5 of HKFRS 9)

Similar to
HKAS 39

Same para. as 
financial assets
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Chapter 4.1 Classification of FA

• Unless para. 4.1.5 of HKFRS 9 (so-called “fair value option”) applies, 
an entity shall classify financial assets as subsequently measured at 
either 

– amortised cost or

– fair value

on the basis of both:

a) the entity’s business model for managing the financial assets; and

b) the contractual cash flow characteristics of the financial asset.
(para. 4.1.1)

Amortised cost Fair value
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Chapter 4.1 Classification of FA

• Even the common understanding views that there are two categories in 
HKFRS 9 for the classification and subsequent measurement of a 
financial asset, a financial asset can be classified into the following four 
categories or sub-categories:
1. Designated as at fair value through profit or loss; and

2. Classified as at:

a. Amortised cost;

b. Fair value through profit or loss; and

c. Fair value through other comprehensive income.

Amortised cost Fair value

Fair value through other 
comprehensive income

Fair value through
profit or loss

Sourced: Intermediate Financial Reporting (2012) by Nelson Lam and Peter Lau
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Chapter 4.1 Classification of FA

Fair value through other 
comprehensive income

Meet the contractual cash flow 
characteristics?

Amortised cost

Determine the category of a financial 
asset for subsequent measurement

No

Fair value

Choose fair value option?

No

Yes

Yes

Fair value through
profit or loss

Meet the business model for 
managing the financial asset?

Yes

No

Sourced: Intermediate Financial Reporting (2012) by Nelson Lam and Peter Lau
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Chapter 4.1 Classification of FA

Meet the contractual cash flow 
characteristics?

Amortised cost

Determine the category of a financial 
asset for subsequent measurement

Choose fair value option?

No

Meet the business model for 
managing the financial asset?

Yes

• An asset is held within a business model 
whose objective is to hold assets in order 
to collect contractual cash flows

• Contractual terms of an asset give rise on 
specified dates to cash flows that are 
solely payments of principal and interest

• Interest for the time value of money 
and the credit risk

• Unleveraged

• Determined by key management 
personnel

• Not instrument-by-instrument basis

• No held for trading

Yes

Sourced: Intermediate Financial Reporting (2012) by Nelson Lam and Peter Lau
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For those classified as measured at fair 
value

Chapter 5.7 Gains and Losses

Fair value option?
Yes

Equity instrument?

Elected to present gains and losses in 
other comprehensive income?

No

Held for trading?

Yes

Fair value through
profit or loss

Fair value through 
other comprehensive income

No

Yes

Yes

No

No

Part of hedging relationship
Yes

No

Hedge accounting
(IAS 39.89 to 102)

Sourced: Intermediate Financial Reporting, 2nd (2012) by Nelson Lam & Peter Lau
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Chapter 5.7 Gains and Losses

Equity instrument?

Fair value through
profit or loss

Fair value through 
other comprehensive income

• Under HKFRS 9, amount presented in other comprehensive income shall not be 
subsequently transferred to profit or loss

– Implies that 

• no recycling of any fair value change on those financial assets measured at fair 
value through other comprehensive income to profit or loss (or income statement)

• no gain or loss will be recognised in profit or loss (or income statement) on 
derecognition of such investments in equity instruments
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Chapter 5.7 Gains and Losses

• An entity shall present a gain or loss on a 
financial liability designated as at fair value 
through profit or loss as follows:

a. The amount of change in the fair value of the 
financial liability that is attributable to changes 
in the credit risk of that liability shall be 
presented in other comprehensive income (see 
para. B5.7.13–B5.7.20), and

b. the remaining amount of change in the fair 
value of the liability shall be presented in profit 
or loss

unless 

– the treatment of the effects of changes in the 
liability’s credit risk described in (a) would 
create or enlarge an accounting mismatch in 
profit or loss (in which case paragraph 5.7.8 
applies). (para. 5.7.7)

In that case, an entity shall 
present all gains or losses 
on that liability in profit or 
loss. (para. 5.7.8)

Profit or loss

Other comprehensive Other comprehensive 
income

y
Financial 
liability

Credit risk
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Chapter 7 Effective Date & Transition

Effective date

• An entity shall apply HKFRS 9 for annual periods beginning on or after 1 
January 2013 (but changed to 2015 subsequently). 

– Earlier application is permitted. However, if an entity elects to apply HKFRS 
9 early and has not already applied HKFRS 9 issued in 2009, it must apply 
all of the requirements in HKFRS 9 at the same time (but see also para. 
7.3.2).

• If an entity applies HKFRS 9 in its financial statements for a period 
beginning before 1 January 2013, 

– it shall disclose that fact and at the same time apply the amendments 
in Appendix C (i.e. Amendments to other HKFRSs). (para. 7.1.1)

The IASB published on 4 Aug. 2011 for public 
comment an exposure draft of proposals to adjust 

the mandatory effective date of IFRS  9 to 
1 January 2015
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Chapter 7 Effective Date & Transition

Effective date (as revised in Dec. 2013)

• HKFRS 9 is available for application. 

– If an entity elects to apply HKFRS 9, it must apply all of the requirements in 
HKFRS 9 at the same time (but see also paragraphs 7.1.2, 7.2.16 and 
7.3.2), disclose that fact and at the same time apply the amendments in 
Appendix C. (para. 7.1.1)

• Notwithstanding the requirements in paragraph 7.1.1, 

– an entity may elect to apply the requirements for the presentation of gains 
and losses on financial liabilities designated as at fair value through 
profit or loss in paragraphs 5.7.1(c), 5.7.7–5.7.9, 7.2.12 and 
B5.7.5–B5.7.20 without applying the other requirements 
in HKFRS 9. 

– If an entity elects to apply only those paragraphs, 
it shall disclose that fact and provide on an ongoing 
basis the related disclosures set out in paragraphs 
10–11 of HKFRS 7 (as amended by HKFRS 9, 
issued in November 2010). (para. 7.1.2)

No specific date stated!!!
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HKFRS 9: Hedge Accounting
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Introduction: Brief Update

• More principles-based to align hedge accounting 
more closely with risk management

• Conditions for hedge accounting rewritten

• Hedge effectiveness assessment is forward-
looking only and no arbitrary bright line 
effectiveness range, 

– i.e. hedging relationships being retrospectively 
effective within a range of 80 to 125 percent 
would be abolished 

• Credit risk is not expected to dominate the value 
change in the hedge relationship

• No changes on 3 types of hedging accounting, 
fair value, cash flow and net investment hedge
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Hedged ItemHedging 
Instrument

Hedging – Introduction

A Hedge under HKAS 39 involves 2 components

HKAS 39 sets out Hedge Accounting which recognises 
the offsetting effects on profit or loss of changes in the fair 
values of these 2 components.

Hedge Accounting seeks to match the 
2 sides of a Hedging Relationship, so as

• to ensure both sides are offset and

• not to affect the income statements
from one side only.

• Strict conditions must be 
fulfilled before Hedge 
Accounting can be used.

• But even qualified, an 
entity can also choose not 
to use it, but ……

HKFRS 9 has a choice for an 
entity to use the hegding

model in HKFRS 9 or HKAS 39
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Hedging – Hedge Relationship

HKAS 39 sets out 3 types of 
Hedging Relationships to which 
Hedge Accounting may be applied

Fair Value Hedge

Cash Flow Hedge

Hedge of Net Investment 
in a Foreign Operation

Hedging 
Relationship

Hedged ItemHedging 
Instrument

HKFRS 9 retains 3 types of 
hedge accounting and 

additional judgement will be 
required
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Hedging – Hedge Accounting Conditions

A Hedging Relationship qualifies for Hedge Accounting if and 

only if all the Conditions for Hedge Accounting are met

Hedging 
Relationship

Hedged ItemHedging 
Instrument

Conditions for
Hedge Accounting

• HKFRS 9 introduces significant 
changes to effectiveness test

• Hedge qualification has been 
overhauled and now based on 
principle of an “economic 
relationship”

• Effectiveness assessments are now 
qualitative and forward‐looking, 
rather than cumbersome bright 
lines, no 80% to 125% range
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Conditions for
Hedge Accounting

Hedging – Hedge Accounting Conditions

All 5 Conditions for Hedge Accounting must be met:

Formal documentation
at inception

Highly effective and 
consistent with originally 

documented risk

Forecasted transaction Forecasted transaction 
to be highly probable
(for cash flow hedge)

Hedge effectiveness can 
be reliably measured

Ongoing-assessed and 
actually highly effective
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At the inception of the hedging relationship 
• there is formal designation and documentation of 

the hedging relationship and the entity’s risk 
management objective and strategy for 
undertaking the hedge

That documentation shall include
• identification of the hedging instrument, the 

hedged item, the nature of the risk being hedged 
and how the entity will assess whether the 
hedging relationship meets the hedge 
effectiveness requirements (including its analysis 
of the sources of hedge ineffectiveness and how 
it determines the hedge ratio)

The hedging relationship consists only of eligible 
hedging instruments and eligible hedged items

Hedging – Hedge Accounting Conditions

Hedging relationship

Formal documentation
at inception

Meets all hedge 
effectiveness 
requirements

HKFRS 9 revises the conditions
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i) there is an economic relationship between the 
hedged item and the hedging instrument;

ii) the effect of credit risk does not dominate the value 
changes that result from that economic relationship; 
and

iii) the hedge ratio of the hedging relationship is the 
same as that resulting from the quantity of the hedged 
item that the entity actually hedges and the quantity of 
the hedging instrument that the entity actually uses to 
hedge that quantity of hedged item. However, that 
designation shall not reflect an imbalance between 
the weightings of the hedged item and the hedging 
instrument that would create hedge ineffectiveness 
(irrespective of whether recognised or not) that could 
result in an accounting outcome that would be 
inconsistent with the purpose of hedge accounting

Hedging – Hedge Accounting Conditions

Meets all hedge 
effectiveness 
requirements

HKFRS 9 revises the conditions
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Hedge Accounting

Hedging – Hedge Accounting

Fair Value Hedge

Cash Flow Hedge

Hedge of Net Investment 
in a Foreign Operation

Hedging 
Relationship

Hedged ItemHedging 
Instrument

If a Hedging Relationship meets all the 
Conditions for Hedge Accounting, the 
Hedge Accounting in respect of that 
Hedge Relationship can be used.

Conditions for
Hedge Accounting

HKFRS 9 retains 
the mechanics of 3 types of 

hedge accounting
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SME-FRF and SME-FRS (Revised 2014)
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Brief Update of SME-FRS (Revised 2014)

• SME-FRF and SME-FRS (Revised 2014) with the 
effective date aligned with the commencement date of 
the new CO (Cap. 622) and the date that section 359 
comes into operation. 

– Effective for a qualifying entity’s financial 
statements which cover a period beginning on or 
after 3 March 2014

– Early adoption of section 359 is not permitted 
under the new CO and early application of the 
revised standard is also not permitted. 

• For example, for those companies with a December 
year-end, the revised standard will first apply to the 
financial statements for the year ending 31 December 
2015
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Brief Update of SME-FRS (Revised 2014)

• Main amendments:

– Reporting exemption aligned with S. 359 of the new CO

– Introduced new sections, including:

• Section 18 Business Combinations and Goodwill

• Section 19 Consolidated and Company-level Financial Statements

• Section 20 Investments in Associates

• Section 21 Interests in Joint Ventures and Other Forms of Joint 
Arrangements

• Section 22 Cash Flow Statement (optional)

– An entity which prepares and presents its financial statements in 
accordance with the SME-FRS is not required to include a cash flow 
statement in those financial statements. 

• However, if an entity voluntarily includes a cash flow statement in those 
financial statements, then this cash flow statement should be prepared in 
accordance with the requirements of section 22 of the SME-FRS (para. 1.1)
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Today’s Agenda

Briefing on New Companies 
Ordinance (Cap. 622) and its Part 9
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The New Companies Ordinance
(From a CPA’s Perspective)
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Introduction

• The New Companies Ordinance ("the new CO")

– consists of 
• Original text:

– 21 parts, 

– 921 sections, 

– 11 schedules, and

– totally, 1428 pages

• Subsidiary legislation: 12 regulations

– provides a modernised legal framework for the 
incorporation and operation of companies in Hong 
Kong

Source: Website of Companies Registry - http://www.cr.gov.hk
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Introduction: Key Changes (by CR)

1. Abolition of Par Value of Shares 
2. Restricting Corporate Directorship in Private Companies 
3. Headcount Test  
4. Offences relating to contents of auditor's reports  
5. Enhancement of Auditor's rights  
6. Restricted Disclosure of Residential Addresses and Identification Numbers 
7. Abolition of Memorandum of Association and Matters relating to Company 

Articles 
8. Annual Returns of Local Companies 
9. Deregistration and Restoration  
10. Types of companies under the new Companies Ordinance and changes 

affecting companies limited by guarantee 
11. Major Changes Affecting Directors 
12. Meetings, Resolutions and Company Records 
13. Registration of Charges and their Discharge 
14. Disclosure of Company Name and Liability Status 
15. Major Changes in Filing Requirements under the New Companies Ordinance 
16. Non-Hong Kong Companies
17. Accounts and Audit

Source: Website of Companies Registry - http://www.cr.gov.hk (as at 25 Feb. 2014)
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Introduction

• The comprehensive rewrite of the Companies Ordinance 
(Cap. 32) allows Hong Kong to 

– leverage the developments of company law in other 
comparable jurisdictions and 

– further enhance its competitiveness and 
attractiveness as a major international business and 
financial centre.

• The new CO aims to achieve 4 main objectives, namely, 
to

1. Enhance corporate governance, 

2. Ensure better regulations, 

3. Facilitate business, and 

4. Modernise the law. 
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Introduction: Sub. Legislations

• To facilitate implementation of the new CO, 12 
regulations has been made.
– The plan is to bring the subsidiary legislation into 

operation together with the new CO in the first quarter of 
2014.

1. Companies (Accounting Standards (Prescribed Body)) Regulation 
2. Companies (Directors' Report) Regulation 
3. Companies (Disclosure of Company Name and Liability Status) Regulation 
4. Companies (Disclosure of Information about Benefits of Directors) Regulation

Companies (Disclosure of Information about Benefits of Directors) (Amendment) 
Regulation 2013

5. Companies (Fees) Regulation 
6. Companies (Model Articles) Notice 
7. Companies (Non-Hong Kong Companies) Regulation 
8. Companies (Revision of Financial Statements and Reports) Regulation Companies 

(Revision of Financial Statements and Reports) (Amendment) Regulation 2013 
9. Companies (Summary Financial Reports) Regulation 
10. Companies (Words and Expressions in Company Names) Order 
11. Company Records (Inspection and Provision of Copies) Regulation 
12. Companies (Unfair Prejudice Petitions) Proceedings Rules 
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Introduction: Timeline

• The new CO would commence operation after 
enactment of the subsidiary legislation, 
tentatively scheduled in 2014 (to be announced 
later)

• The original CO (Cap. 32) would remain in force 
until the new CO comes into operation

• When the new CO comes into operation, 

– the original CO (Cap. 32) will be retitled as 
"Companies (Winding Up and Miscellaneous 
Provisions) Ordinance (Cap. 32)" 
• the core provisions affecting the operation of 

companies repealed 

• however, those provisions relating to winding-
up and insolvency of companies and 
prospectuses remain in force

Co. Ord. (Commencement) Notice 
2013 was gazetted on 25 Oct. 2013 
appointing 3 Mar. 2014 as the day on 
which the new Companies Ordinance 
(Cap. 622) comes into operation
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Brief Notes on Each Part

Part 1 – Preliminary   
Part 2 – Registrar of Companies and Companies Register
Part 3 – Company Formation and Related Matters, and Re-registration of Company 
Part 4 – Share Capital  
Part 5 – Transactions in relation to Share Capital 
Part 6 – Distribution of Profits and Assets 
Part 7 – Debentures   
Part 8 – Registration of Charges 
Part 9 – Accounts and Audit 
Part 10 – Directors and Company Secretaries 
Part 11 – Fair Dealing by Directors 
Part 12 – Company Administration and Procedure 
Part 13 – Arrangements, Amalgamation, and Compulsory Share Acquisition in Takeover and 

Share Buy-Back 
Part 14 – Remedies for Protection of Companies’ or Members’ Interests 
Part 15 – Dissolution by Striking Off or Deregistration 
Part 16 – Non-Hong Kong Companies 
Part 17 – Companies not Formed, but Registrable, under this Ordinance 
Part 18 – Communications to and by Companies 
Part 19 – Investigations and Enquiries 
Part 20 – Miscellaneous   
Part 21 – Consequential Amendments, and Transitional and Saving Provision 

© 2011-14 Nelson Consulting Limited 134

Brief Notes on Each Part

Part 1

Part 19

Part 13

Part 7

Part 2

Part 20

Part 14

Part 8

Part 3

Part 21

Part 15

Part 9

Part 4

Part 16

Part 10

Part 5

Part 17

Part 11

Part 6

Part 18

Part 12
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Brief Notes on Each Part

Part 9

Accounts and Audit 
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Part 9 – Accounts and Audit 

Introduction 

– Part 9 (Accounts and Audit) contains 
• the accounting and auditing provisions in relation 

to the keeping of accounting records, 

• the preparation and circulation of annual financial 
statements, directors’ reports and auditor’s reports and 

• the appointment and rights of auditors. 

– New provisions are introduced 
• to facilitate SMEs to take advantage of simplified accounting and 

reporting requirements, 

• to require public and large companies to include an analytical business 
review in directors’ reports, and

• to enhance auditors’ right to information. 

– This Part also introduces new sanctions relating to the contents of 
auditor’s reports (so-called “S. 399” but now S. 408).
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Part 9 – Accounts and Audit 

Policy Objectives and Major Changes

– Initiatives to enhance corporate governance:
(1) Requiring public companies and other companies that 

do not qualify for simplified reporting to prepare a 
“business review” within the directors’ report, whilst 
allowing private companies to opt out by special 
resolution;

(2) Empowering auditors to obtain information from a 
wider range of persons for the performance of their 
duties; and

(3) Improving transparency with regard to circumstances 
of cessation of office of an auditor.

– Initiatives to ensure better regulation:
(4) Introducing a new offence in relation to inaccurate 

auditor’s reports (so-called “S. 399”, now S. 408)

Major Initiative 
1c(i)

Major Initiative 
1e(i)

Major Initiative 
2d(v)

© 2011-14 Nelson Consulting Limited 138

Part 9 – Accounts and Audit 

Policy Objectives and Major Changes

– Initiatives that aim at business facilitation:
(5) Relaxing the criteria for companies to prepare 

simplified financial and directors’ reports i.e. the 
“reporting exemption”; and

(6) Making the summary financial report provisions more 
user-friendly and extending their application to all 
companies.

– Initiative to modernise and improve the law:
(7) Clarifying the financial year of a company, requiring 

companies to hold annual general meetings (“AGMs”) 
and requiring public companies or companies limited 
by guarantee to file annual returns in respect of every 
financial year of the company; and

(8) Streamlining disclosure requirements that overlap 
with the accounting standards

Major Initiative 
3b
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Part 9 – Accounts and Audit 

1. Requiring Certain Companies to Prepare a “Business Review” 
within the Directors’ Report, whilst Allowing Private Companies to 
Opt Out by Special Resolution (S. 388 and Sch. 5 to the new CO)

– In Cap. 32
• The directors’ report is basically a report of the company’s information 

that people may wish to know about but is not included in the accounts.

– Section 129D of Cap. 32 sets out the detailed information required. 

– The report must be approved by the board of directors. 

– A copy of the report must be sent to every member and debenture 
holder of the company together with a copy of the accounts and 
auditors’ report
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Part 9 – Accounts and Audit 

1. Requiring Certain Companies to Prepare a “Business Review” 
within the Directors’ Report, whilst Allowing Private Companies to 
Opt Out by Special Resolution (S. 388 and Sch. 5 to the new CO)

– In the new CO
• All companies (except those stated in section 388(3)) are required to 

prepare, as part of the directors’ report, a business review which is more 
analytical and forward-looking than the information required under Cap. 
32. 

• The business review will provide additional information for shareholders 
and help assess how the directors have performed their duties. 

• In particular, the requirement to include information relating to 
environmental and employee matters that
have a significant impact on the company
is in line with international trends to 
promote corporate social responsibility.
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Part 9 – Accounts and Audit 

1. Requiring Certain Companies to Prepare a “Business Review” 
within the Directors’ Report, whilst Allowing Private Companies to 
Opt Out by Special Resolution (S. 388 and Sch. 5 to the new CO)

– Section 388 and Schedule 5
• provide for the directors’ duty to prepare a directors’ report and the 

detailed requirements of a business review. 

– The exemptions from preparation of a business review are set out in 
section 388(3) which include wholly-owned subsidiary companies. 
• The holding company of such companies will prepare the business 

review unless it is exempted on other grounds.
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Part 9 – Accounts and Audit 

1. Requiring Certain Companies to Prepare a “Business Review” 
within the Directors’ Report, whilst Allowing Private Companies to 
Opt Out by Special Resolution (S. 388 and Sch. 5 to the new CO)

 Section 388(3) allows certain companies not prepare “business 
review” in the directors’ report as follows: 

… not require the directors’ report for a financial year to comply with 
Schedule 5 (i.e. “Contents of Directors’ Report: Business Review”) if—

(a) the company falls within the reporting exemption for the financial 
year;

(b) the company is a wholly owned subsidiary of another body corporate
in the financial year; or

(c) the company is a private company that does not fall within the 
reporting exemption for the financial year, and a special resolution is 
passed by the members to the effect that the company is not to 
prepare a business review required by that Schedule for the financial 
year (s. 388(3)).
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Part 9 – Accounts and Audit 

1. Requiring Certain Companies to Prepare a “Business Review” 
within the Directors’ Report, whilst Allowing Private Companies to 
Opt Out by Special Resolution (S. 388 and Sch. 5 to the new CO)

 Schedule 5 “Contents of Directors’ Report: Business Review”: 
1. A directors’ report for a financial year must contain a business review 

that consists of—

(a) a fair review of the company’s business;

(b) a description of the principal risks and uncertainties facing the 
company;

(c) particulars of important events affecting the company that have 
occurred since the end of the financial year; and

(d) an indication of likely future development in the company’s business.

2. To the extent necessary for an understanding of the development, 
performance or position of the company’s business, a business review 
must include—
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Part 9 – Accounts and Audit 

1. Requiring Certain Companies to Prepare a “Business Review” 
within the Directors’ Report, whilst Allowing Private Companies to 
Opt Out by Special Resolution (S. 388 and Sch. 5 to the new CO)

 Schedule 5 “Contents of Directors’ Report: Business Review”: 
(a) an analysis using financial key performance indicators;

(b) a discussion on—

(i) the company’s environmental policies and performance; and

(ii) the company’s compliance with the relevant laws and 
regulations that have a significant impact on the company; and

(c) an account of the company’s key relationships with its employees, 
customers and suppliers and others that have a significant impact on 
the company and on which the company’s success depends.

3. This Schedule does not require the disclosure of any information about 
impending developments or matters in the course of negotiation if the 
disclosure would, in the directors’ opinion, be seriously prejudicial to the 
company’s interests.
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1. Requiring Certain Companies to Prepare a “Business Review” 
within the Directors’ Report, whilst Allowing Private Companies to 
Opt Out by Special Resolution (S. 388 and Sch. 5 to the new CO)

 Schedule 5 “Contents of Directors’ Report: Business Review”: 
4. This Schedule has effect in relation to a directors’ report required to be 

prepared under section 388(2) as if a reference to the company were a 
reference to—

(a) the company; and

(b) the subsidiary undertakings included in the annual consolidated 
financial statements for the financial year.

5. In this Schedule —

key performance indicators (關鍵表現指標) means factors by reference 
to which the development, performance or position of the company’s 
business can be measured effectively.
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1. Requiring Certain Companies to Prepare a “Business Review” 
within the Directors’ Report, whilst Allowing Private Companies to 
Opt Out by Special Resolution (S. 388 and Sch. 5 to the new CO)

– To encourage meaningful reporting and to limit directors’ civil liability
for statements or omissions in the directors’ report, 
• section 448 provides a “safe harbour” so that directors are liable to the 

company only in respect of loss suffered by it as a result of any untrue or 
misleading statements or the omission of anything required to be 
included

• The directors are only liable if they knew, or was reckless as to whether, 

– a statement was untrue or misleading, or 

– an omission was dishonest 
concealment of a material fact.
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Part 9 – Accounts and Audit 

2. Empowering Auditors to Obtain Information from a Wider Range of 
Persons for the Performance of their Duties (Section 412)

– In Cap. 32
• To ensure that an auditor will be in a position to perform his oversight 

functions in an effective manner, it is important for him to have access to 
the relevant information regarding the state of affairs of the company. 

• The auditors’ rights to information as set out in sections 133(1) and 141(5) 
of Cap. 32 are considered to be too restrictive.

– In the new CO
• The provisions under the new CO empower auditors 

to require a wider range of persons, including persons 
holding or accountable for accounting records, to 
provide them with information and explanation as 
they reasonably require for the performance of their 
duties.
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3. Improving Transparency with Regard to Circumstances 
of Cessation of Office of an Auditor (Sections 421 to 427)

– In Cap. 32
• Under section 140A(2) of Cap. 32, a resigning auditor is required to make 

a statement in the notice of resignation as to whether there are any 
circumstances connected with his resignation that he considers should be 
brought to the notice of the members or creditors of the company, and if 
so, a statement of any such circumstances (“statement of 
circumstances”). 

• Auditors who ceased office owing to other reasons, e.g. removal or not 
being re-appointed after retirement, are not required to make such a 
statement.

– In the new CO
• To improve transparency and corporate governance, an outgoing auditors’ 

right to make a statement of circumstances is extended to

– an auditor who has been removed and 

– a retiring auditor who has not been reappointed.
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Part 9 – Accounts and Audit 

4. Introducing a New offence in relation to Inaccurate 
Auditor’s Reports, i.e. 399 Regime (Section 408)

– In Cap. 32
• Section 141 of Cap. 32 requires that 

a. if the financial statements are not in agreement with the accounting 
records, the auditors shall state that fact in the auditors’ report; 

b. if the auditors fail to obtain all the information and explanations which, 
to the best of their knowledge and belief, are necessary for the 
purposes of their audit, they shall state that fact in their report.

• However, under the Companies Ordinance, there is no sanction for the 
breach of the two statutory requirements. 

• The Administration argued that this was undesirable from the enforcement 
perspective and, having regard to the introduction of new offences relating 
to such omissions in the U.K. Companies Act 2006, proposed adding a 
new clause 399 (now section 408 in the new CO) which imposes a 
maximum fine of $150,000 for knowingly or recklessly causing the 
statements to be omitted.
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4. Introducing a New offence in relation to Inaccurate 
Auditor’s Reports, i.e. 399 Regime (Section 408)

– In the new CO
• There is a new offence in section 408 of the new CO relating to omissions 

in an auditor's report.

• Section 407 of the new CO provides that if 

– the auditor is of the opinion that the financial statements of a company 
are not in agreement with its accounting records in any material 
respect, or 

– the auditor has failed to obtain all the information or explanations that 
are necessary and material for the purpose of the audit ("the specified 
statements"), 

» the auditor must state that fact in the auditor's report. 

• The offence in section 408 will safeguard the reliability and integrity of 
auditor's reports and enhance enforcement. 
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Part 9 – Accounts and Audit 

4. Introducing a New offence in relation to Inaccurate 
Auditor’s Reports, i.e. 399 Regime (Section 408)

 Section 408 (originally section 399) which states: 
1. Every person specified in subsection (2) commits an offence if the person 

knowingly or recklessly causes a statement required to be contained in an 
auditor’s report under section 407(2)(b) or (3) to be omitted from the report.

2. The persons are—
(a) if the auditor who prepares the auditor’s report is a natural person —

(i) the auditor; and (ii) every employee and agent of the auditor who is 
eligible for appointment as auditor of the company;

(b) if the auditor who prepares the auditor’s report is a firm, every partner, 
employee and agent of the auditor who is eligible for appointment as auditor 
of the company; or

(c) if the auditor who prepares the auditor’s report is a body corporate, every 
officer, member, employee and agent of the auditor who is eligible for 
appointment as auditor of the company.

3. A person who commits an offence under subsection (1) is liable to a fine of 
$150,000 (s. 408).
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4. Introducing a New offence in relation to Inaccurate 
Auditor’s Reports, i.e. 399 Regime (Section 408)

• The Government Submission to Bills Committee 
(CB(1)2287/11-12(02)) explains that:
– In the context of dealing with the Committee Stage Amendments (CSAs) in 

relation to clause 399, it came to our attention that the original clause 399 
(i.e. section 408 of the new CO) does not fully reflect the legislative intent
and may give rise to implementation problem ……

– Given the definition of “practice unit”, we are advised that under the original 
clause 399, the offence only applies to persons who would be qualified to be 
appointed as auditor in his capacity as a certified public accountant 
(practising) practising on his own account. 

• The original clause 399(2)(a)(ii), (2)(b) and (2)(c) as drafted would appear to be 
redundant as only the firm, the sole practitioner, or the corporate practice would be 
a practice unit. 

• Hence, the references to employee, partner, officer & member would be redundant. 
• It is also inconceivable for the audit work to involve another sole practitioner (who 

would be covered by the section as drafted) as the agent of the auditor.
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Part 9 – Accounts and Audit 

4. Introducing a New offence in relation to Inaccurate 
Auditor’s Reports, i.e. 399 Regime (Section 408)

• In other words, the Government 
Submission to Bills Committee 
(CB(1)2287/11-12(02)) implies that:

– the offence would not apply to a firm or corporate 
practice, and 

– only an auditor who is a certified public accountant 
(practicing) practicing on his own will be subject to the 
offence.

·Really
?
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4. Introducing a New offence in relation to Inaccurate 
Auditor’s Reports, i.e. 399 Regime (Section 408)

• In CR’s FAQ
– Question: Will junior members of an audit team be liable for offences under 

section 408(1) of the new Companies Ordinance?

– Answer: The requisite mental element for commission of an offence is 
"knowingly" or "recklessly" causing any of the specified statements to be 
omitted. 

• For the mental element of "knowingly", a person would be culpable if, at the 
time of commission of the offence, he knew and caused the statement to be 
omitted. 

• As regards the mental element of "recklessly", a person would be culpable 
if, at the time of commission of the offence, he was aware that an action or 
failure to act carried risks that he knew were not reasonable ones to make, 
and that he went ahead despite knowing that. 

• An inexperienced member of an audit team would not be regarded as 
culpable if, owing to his / her inexperience, he / she genuinely did not 
appreciate or foresee the risks involved in omitting the specified statements.
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Part 9 – Accounts and Audit 

5. Relaxing the Criteria for Companies to Prepare Simplified Financial 
and Directors’ Reports i.e. the “Reporting Exemption” (Sections 359 
to 366 and Schedule 3 to the new CO)

– In Cap. 32
• Section 141D provides that a private company (other than those 

specifically excluded) may, with the written agreement of all its 
shareholders, prepare simplified accounts and simplified directors’ reports 
in respect of one financial year at a time. 

• According to the Small and Medium-sized Entity-Financial Reporting 
Framework (“SME-FRF”) issued by the HKICPA

– a HK company qualifies for reporting based on the 
SME-Financial Reporting Standard (“SME-FRS”) 
if it satisfies the requirement under 
section 141D

• The SME-FRF is not applicable to 
groups of companies or guarantee 
companies at all under Cap. 32.
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5. Relaxing the Criteria for Companies to Prepare Simplified Financial 
and Directors’ Reports i.e. the “Reporting Exemption” (Sections 359 
to 366 and Schedule 3 to the new CO)

– In the new CO
• The criteria for simplified reporting are relaxed by 

– relaxing the criteria for eligibility limits for automatic qualification, 

– introducing a higher size criteria for private companies/groups that opt 
for simplified reporting, and

– retaining the exception in section 141D of Cap. 32.

• A summary of the qualifying conditions for companies to prepare
simplified financial and directors’ report is set out
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Part 9 – Accounts and Audit 

5. Relaxing the Criteria for Companies to Prepare Simplified Financial 
and Directors’ Reports i.e. the “Reporting Exemption” (Sections 359 
to 366 and Schedule 3 to the new CO)

Company Qualifying Conditions

A. a private co. is a “small private co.”, 
or a private co. is the holding co. of 
a group of “small private companies”

 Size test, meeting any 2 of the 
following: (i) < $100M revenue, (ii) < 
$100M assets, (iii) < 100 employee

B. an eligible private co., or 
an eligible private co. is the holding 
co. of a “group of eligible private 
companies”

 Size test, meeting any 2 of the 
following: (i) < $200M revenue, (ii) < 
$200M assets, (iii) < 100 employee

 75% members’ approval without any 
member objection

C. a "small guarantee co.“, or 
a guarantee co. is the holding co. of 
a "group of small guarantee 
companies"

 Size test, less than $25M revenue

D. option similar to s. 141D of Cap. 32  S. 359(1)(b)
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5. Relaxing the Criteria for Companies to Prepare Simplified Financial 
and Directors’ Reports i.e. the “Reporting Exemption” (Sections 359 
to 366 and Schedule 3 to the new CO)

A.Small private company (or a group of small private companies)
• qualified for simplified reporting if it satisfies any 2 of the following 

conditions:

(i) total (or aggregate total) annual revenue of not more than HK$100 
million;

(ii) total (or aggregate total) assets of not more than HK$100 million;

(iii) no more than 100 employees.

 for small private company : sections 359(1)(a)(i), 361, 
Schedule 3 section 1(1), (2)

 for group of small private companies : sections 359(2)(a), 
(b) and (c)(i), 364, Schedule 3 section 1(7), (8) and (9)
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Part 9 – Accounts and Audit 

5. Relaxing the Criteria for Companies to Prepare Simplified Financial 
and Directors’ Reports i.e. the “Reporting Exemption” (Sections 359 
to 366 and Schedule 3 to the new CO)

A.Small private company (or a group of small private companies)

 Section 1 of Schedule 3: 
The conditions specified for the purposes of s. 361(1), (2) and (3) are—

(a) that the amount of the company’s total revenue for the financial 
year, as would be reflected in the company’s annual financial 
statements for the financial year if the company were qualified as 
a small private company for the financial year, does not exceed 
$100 million;

(b) that the amount of the company’s total assets at the date of the 
statement of financial position for the financial year, as would be 
reflected in the company’s annual financial statements for the 
financial year if the company were qualified as a small private 
company for the financial year, does not exceed $100 million; and

(c) that the average number of the company’s employees during the 
financial year does not exceed 100.
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5. Relaxing the Criteria for Companies to Prepare Simplified Financial 
and Directors’ Reports i.e. the “Reporting Exemption” (Sections 359 
to 366 and Schedule 3 to the new CO)

A.Small private company (or a group of small private companies)

 Section 2(3) of Schedule 3: 
For the purposes of section 1(9), 1(12) and (14)(b) of this Schedule, the 
aggregate amount of the group’s total revenue or assets—

(a) is to be calculated by aggregating the total revenue or assets (as 
the case may be) of each company in the group, as reflected in 
the company’s annual financial statements or annual consolidated 
financial statements for the financial year; and

(b) is to be calculated on the basis that the set-offs and other 
adjustments for transactions between companies in the group
have been made.
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Part 9 – Accounts and Audit 

5. Relaxing the Criteria for Companies to Prepare Simplified Financial 
and Directors’ Reports i.e. the “Reporting Exemption” (Sections 359 
to 366 and Schedule 3 to the new CO)

A.Small private company (or a group of small private companies)

 Section 2(5) of Schedule 3: 
For the purposes of subsection (4) and of section 1(1)(c), (2)(c), (3)(c) 
and (4)(c) of this Schedule, the average number of a company’s 
employees during a financial year is to be calculated by using the 
following formula—

M
N

where—
M represents the aggregate of the number of the company’s 

employees as at the end of each month during the financial 
year;

N represents the number of months in the financial year.
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5. Relaxing the Criteria for Companies to Prepare Simplified Financial 
and Directors’ Reports i.e. the “Reporting Exemption” (Sections 359 
to 366 and Schedule 3 to the new CO)

B.Eligible private company (or a group of eligible private co.)
• qualified for simplified reporting if it satisfies any 2 of the following 

conditions:

(i) total (or aggregate total) annual revenue of not more than HK$200 
million;

(ii) total (or aggregate total) assets of not more than HK$200 million;

(iii) no more than 100 employees.

 for eligible private company : sections 359(1)(c), 360(1), 
362, Schedule 3 section 1(3) and (4)

 for group of eligible private companies : sections 
359(2)(a),(b) and (c)(ii), 360(2), 365, Schedule 3 section 
1(10), (11) and (12)
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Part 9 – Accounts and Audit 

5. Relaxing the Criteria for Companies to Prepare Simplified Financial 
and Directors’ Reports i.e. the “Reporting Exemption” (Sections 359 
to 366 and Schedule 3 to the new CO)

B.Eligible private company (or a group of eligible private co.)

 Section 3 of Schedule 3: 
The conditions specified for the purposes of s. 362(1), (2) and (3) are—

(a) that the amount of the company’s total revenue for the financial 
year, as would be reflected in the company’s annual financial 
statements for the financial year if the company were qualified as 
an eligible private company for the financial year, does not exceed 
$200 million;

(b) that the amount of the company’s total assets at the date of the 
statement of financial position for the financial year, as would be 
reflected in the company’s annual financial statements for the 
financial year if the company were qualified as an eligible private 
company for the financial year, does not exceed $200 million; and

(c) that the average number of the company’s employees during the 
financial year does not exceed 100.
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5. Relaxing the Criteria for Companies to Prepare Simplified Financial 
and Directors’ Reports i.e. the “Reporting Exemption” (Sections 359 
to 366 and Schedule 3 to the new CO)

B.Eligible private company (or a group of eligible private co.)

 Section 360(1) states: 
The conditions specified for the purposes of section 
359(1)(c)(iii) are—
(a) subject to subsection (3), a resolution is passed at a 

general meeting by the members holding at least 75% 
of the voting rights in the company to the effect that the 
company is to fall within the reporting exemption for the 
financial year; and

(b) the members holding the remaining voting rights do not 
vote against the resolution.



83

© 2011-14 Nelson Consulting Limited 165

 Section 360(3) states: 
If—
(a) a resolution is passed for the purposes of subsection 

(1)(a) or (2)(a)(i), (b)(i) or (c)(i) to the effect that a 
company is to fall within the reporting exemption for a 
financial year;

(b) by notice in writing to the company, a member objects 
to the company falling within the reporting exemption for 
the financial year; and

(c) the notice is given at least 6 months before the end of 
the financial year to which the objection relates, 

the resolution is regarded as not being passed in relation to 
the financial year to which the objection relates.

Part 9 – Accounts and Audit 

5. Relaxing the Criteria for Companies to Prepare Simplified Financial 
and Directors’ Reports i.e. the “Reporting Exemption” (Sections 359 
to 366 and Schedule 3 to the new CO)

B.Eligible private company (or a group of eligible private co.)
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 Section 360(4) states: 
Within 14 days after receiving a notice under subsection 
(3)(b), a company must notify its members of the objection.

 Section 360(5) states: 
Special notice is required for a resolution mentioned in 
subsection (1)(a) or (2)(a)(i), (b)(i) or (c)(i).

5. Relaxing the Criteria for Companies to Prepare Simplified Financial 
and Directors’ Reports i.e. the “Reporting Exemption” (Sections 359 
to 366 and Schedule 3 to the new CO)

B.Eligible private company (or a group of eligible private co.)
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Part 9 – Accounts and Audit 

5. Relaxing the Criteria for Companies to Prepare Simplified Financial 
and Directors’ Reports i.e. the “Reporting Exemption” (Sections 359 
to 366 and Schedule 3 to the new CO)

C.Small guarantee company (or a group of small guarantee 
companies)
• a company limited by guarantee and

• qualified for simplified reporting if its total (or aggregate total) annual 
revenue does not exceed HK$25 million

 for small guarantee company : sections 359(1)(a)(i), 363, 
Schedule 3 section 1(5), (6)

 for group of small guarantee companies : sections 359(3), 
366, Schedule 3 section 1(13) and (14)
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5. Relaxing the Criteria for Companies to Prepare Simplified Financial 
and Directors’ Reports i.e. the “Reporting Exemption” (Sections 359 
to 366 and Schedule 3 to the new CO)

D.Option Similar to Section 141D of Cap. 32

 Section 359(1)(b) states that:
(1) For the purposes of this Part, a company falls within the reporting 

exemption for a financial year—

(b) if—

(i) it is a private company at all times, and is not a 
company specified in subsection (4) at any time, during 
the financial year;

(ii) it does not have any subsidiary and is not a subsidiary 
of another company; and

(iii) all members of the company agree in writing that the 
company is to fall within the reporting exemption for the 
financial year only (s. 359(1)(b))
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5. Relaxing the Criteria for Companies to Prepare Simplified Financial 
and Directors’ Reports i.e. the “Reporting Exemption” (Sections 359 
to 366 and Schedule 3 to the new CO)

Companies specified not entitled to reporting exemption

 Section 359(4)(b) states that:
(a) one that carries on any banking business and holds a valid banking 

licence granted under the Banking

(b) one that is a corporation licensed under Part V of the Securities and 
Futures Ordinance (Cap. 571) to carry on a business in any 
regulated activity within the meaning of that Ordinance; or

(c) one that—
(i) carries on any insurance business otherwise than solely as an agent; or

(ii) accepts, by way of trade or business (other than banking business), 
loans of money at interest or repayable at a premium, otherwise than on 
terms involving the issue of debentures or other securities. (s. 359(4))
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5. Relaxing the Criteria for Companies to Prepare Simplified Financial 
and Directors’ Reports i.e. the “Reporting Exemption” (Sections 359 
to 366 and Schedule 3 to the new CO)

– Companies which are qualified for simplified reporting are 
referred to in the new CO as 
• companies “falling within the reporting exemption”. 

– The reporting exemptions are in respect of the specific requirements 
relating to the preparation of 
• financial statements, and 

• directors’ reports.

•EXEMP
T
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5. Relaxing the Criteria for Companies to Prepare Simplified Financial 
and Directors’ Reports i.e. the “Reporting Exemption” (Sections 359 
to 366 and Schedule 3 to the new CO)

– The exemptions are set out in the following sections –
• Section 380(3)  no requirement to disclose auditor’s remuneration in 

financial statements

• Section 380(7)  no requirement for financial statements to give a 
“true and fair view”

• Section 381(2)  subsidiary undertakings may be excluded from 
consolidated financial statements in accordance 
with applicable accounting standards

• Section 388(3)(a)  no requirement to include business review in 
directors’ report

• Section 406(1)(b)  no requirement for auditor to express a “true and 
fair view ” opinion on the financial statements

•EXEMP
T
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5. Relaxing the Criteria for Companies to Prepare Simplified Financial 
and Directors’ Reports i.e. the “Reporting Exemption” (Sections 359 
to 366 and Schedule 3 to the new CO)

– Under section 380(4)(b), the financial statements of a company must 
be prepared in compliance with the applicable accounting standards. 
• The intention is that the accounting standards that will be applicable to a 

company falling within the reporting exemption is the SME-FRS and FRF
issued or specified by the HKICPA which is the body prescribed in the 
Companies (Accounting Standards (Prescribed Body)) Regulation for 
issuing or specifying the applicable accounting standards under section 
380(8)(a). 

• The accounting standards applicable to companies that prepare simplified 
financial reports are less onerous than the HKFRS applicable to listed, 
public or other companies not qualified for simplified reporting.

– Audit of the financial statements is still required for all companies, 
except dormant companies (section 447), under the new CO.

•EXEMP
T
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6. Making the Summary Financial Report Provisions More User-
Friendly and Extending Application to all Companies (Ss 437 to 446)

– In Cap. 32, 
• a listed co. may send a summary financial report in place of the accounts

– provided that it has obtained the agreement of those persons 

» Very few listed companies have offered the alternative, partly due to 
cost considerations and partly due to the complex rules

• There is also no exemption for listed companies incorporated in Hong 
Kong not to send out accounts and reports or summary financial reports

– In the new CO
• The summary financial report provisions in the new CO are applicable to 

all companies (other than those qualified for simplified reporting) rather 
than being only applicable to listed companies as in Cap. 32

• Unlike Cap. 32, members’ consent is not required before a company can 
send a copy of a summary financial report to its members
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6. Making the Summary Financial Report Provisions More User-
Friendly and Extending Application to all Companies (Ss 437 to 446)

– Section 441 provides companies (other than those falling within the 
reporting exemption) with a choice of sending a copy of the summary 
financial report instead of a copy of the full “reporting documents” to 
their members
• Reporting documents defined in section 357(2) to mean 

– the financial statements, directors’ report and auditors’ 
reports

• This will avoid the complex rules which require
a company to ask its members in advance before 
it can send them a copy of the summary financial 
report 

• Members receiving summary financial reports 
may request a copy of the full reporting 
documents from the company (section 445). 
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6. Making the Summary Financial Report Provisions More User-
Friendly and Extending Application to all Companies (Ss 437 to 446)

– Under section 442, the company may at any time ascertain the wishes 
of its members or potential members through a “notification” which 
allows them to elect 
• to receive

– a copy of the reporting documents, or 

– a copy of the summary financial report

» in hard copy form, or electronic form, or 

» by making it available on a website; or 

• not to receive any copies of the documents
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7. Clarifying the Financial Year of a Company, Requiring companies to 
Hold AGMs and Requiring Companies to File ARs in respect of 
Every Financial Year (Sections 367 to 371, 610, 662(3), (4))

– In Cap. 32, 
• It does not provide for a company’s accounting reference period. 

• The financial year is defined in section 2(1) of Cap. 32 as the period in 
respect of which the accounts so laid are made up. 

• Section 111 of Cap. 32 requires every company to hold an AGM in each 
year and not more than 15 months is to elapse between the date of one 
AGM and the next but there are no rules on shorter 
accounting periods.

• In addition, there is no provision to regulate the
first accounting period, except that the first AGM 
has to be held within 18 months of incorporation.



89

© 2011-14 Nelson Consulting Limited 177

Part 9 – Accounts and Audit 

7. Clarifying the Financial Year of a Company, Requiring companies to 
Hold AGMs and Requiring Companies to File ARs in respect of 
Every Financial Year (Sections 367 to 371, 610, 662(3), (4))

– In the new CO
• It provides for the determination of the financial year of a company which 

is the same as the accounting reference period. 

• It also provides for alteration of the accounting reference period.

• Unless exempted under sections 612 or 613, companies are required to 
hold an AGM within

– 6 months (for public companies) or 

– 9 months (for private companies or 
companies limited by guarantee)

after the end of the accounting reference period. 
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7. Clarifying the Financial Year of a Company, Requiring companies to 
Hold AGMs and Requiring Companies to File ARs in respect of 
Every Financial Year (Sections 367 to 371, 610, 662(3), (4))

– In the new CO
• With regard to the annual return of a public company or company limited 

by guarantee, the requirement to file the annual return within 42 days of 
the AGM under section 109(1) of Cap. 32 has been changed as an AGM 
may be dispensed with under Part 12 (section 612(2)) of the new CO. 

– Now, the annual return is to be filed within 42 days after the company’s 
return date, i.e. 6 months (for public companies) or 9 months (for 
companies limited by guarantee) after the end of the
company’s accounting reference period. 

– The annual return is no longer required to be filed 
in each calendar year.

• No change for such filing of private companies under 
section 662(1), (2) of new CO (i.e. within 42 days after 
the incorporation anniversary date)
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Part 9 – Accounts and Audit 

7. Clarifying the Financial Year of a Company, Requiring companies to 
Hold AGMs and Requiring Companies to File ARs in respect of 
Every Financial Year (Sections 367 to 371, 610, 662(3), (4))

– Section 367 provides for the beginning and end of a company’s first 
financial year after the new CO comes into operation, and that of 
subsequent financial years, by reference to a company’s first 
accounting reference period.
• The accounting reference period is the period by reference to which the 

company’s financial statements are to be prepared. 

– Every subsequent accounting reference period is
• a period of 12 months beginning immediately after 

the end of the previous accounting reference period and 
ending on its accounting reference date, unless it is 
shortened or extended by alteration of the accounting 
reference date (section 368(3)). 
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Part 9 – Accounts and Audit 

7. Clarifying the Financial Year of a Company, Requiring companies to 
Hold AGMs and Requiring Companies to File ARs in respect of 
Every Financial Year (Sections 367 to 371, 610, 662(3), (4))

– The accounting reference date is defined in section 370. 
• It can be altered by a directors’ resolution pursuant to section 371. 

• In the case of alteration of an accounting reference date of a public 
company or a company limited by guarantee, 

– notice of the new accounting reference date must be delivered to the 
Registrar for registration within 15 days after the date of the directors’ 
resolution (section 371(2)). 

– Sections 610 and 662(3) and (4) respectively set out
the requirements 
• for companies to hold AGMs, and 

• for public companies or companies limited by 
guarantee to file annual returns, 

in respect of every financial year of a company.
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Part 9 – Accounts and Audit 

8. Streamlining Disclosure Requirements that Overlap with the 
Accounting Standards (Schedule 4 to the new CO)

– In Cap. 32, 
• There are certain inconsistencies between the accounting requirements 

under Cap. 32 and the accounting standards, 

• Cap. 32 also provides for certain disclosure
requirements as to the contents of the accounts in

– the Eleventh Schedule (for companies that apply
section 141D) and 

– the Tenth Schedule (for other companies) 

which overlap with the disclosure requirements 
in the SME-FRS and HKFRS respectively

• As accounting standards are constantly evolving, it is very difficult to 
keep the statutory requirements up-to-date

• This can give rise to potential conflict between the two
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Part 9 – Accounts and Audit 

8. Streamlining Disclosure Requirements that Overlap with the 
Accounting Standards (Schedule 4 to the new CO)

– In the new CO
• To avoid any potential conflict between the Tenth Schedule and HKFRS 

and between the Eleventh Schedule and SME-FRS,

– both Schedules are repealed, with only a small number of public 
interest disclosure requirements not covered by the HKFRS or SME-
FRS being retained in Schedule 4

• The HKFRS and SME-FRS will be given indirect statutory recognition, 

– as financial statements are required to comply with the applicable 
accounting standards issued by a body prescribed by the Companies 
(Accounting Standards (Prescribed Body)) Regulation (section 
380(4)(b)).
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Part 9 – Accounts and Audit 

8. Streamlining Disclosure Requirements that Overlap with the 
Accounting Standards (Schedule 4 to the new CO)

 Section 380 “General requirements for financial statements” states: 

(1) The annual financial statements for a financial year—

(a) must give a true and fair view of the financial position of the 
company as at the end of the financial year; and

(b) must give a true and fair view of the financial performance of the 
company for the financial year.

(2) The annual consolidated financial statements for a financial year—

(a) must give a true and fair view of the financial position of the 
company, and all the subsidiary undertakings, as a whole as at the 
end of the financial year; and

(b) must give a true and fair view of the financial performance of the 
company, and all the subsidiary undertakings, as a whole for the 
financial year.
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Part 9 – Accounts and Audit 

8. Streamlining Disclosure Requirements that Overlap with the 
Accounting Standards (Schedule 4 to the new CO)

 Section 380 “General requirements for financial statements” states: 
(3) The financial statements for a financial year must comply with—

(a) if the company falls within the reporting exemption for the financial 
year, Part 1 of Schedule 4; or

(b) if the company does not fall within the reporting exemption for the 
financial year, Parts 1 and 2 of Schedule 4. 

(4) The financial statements for a financial year must also comply with—
(a) any other requirements of this Ordinance in relation to the financial 

statements; and
(b) the accounting standards applicable to 

the financial statements. 
(5) If, in relation to any financial statements, compliance with subsections 

(3) and (4) would be insufficient to give a true and fair view under 
subsection (1) or (2), the financial statements must contain all 
additional information necessary for that purpose.

•HKFRS or SME-FRS
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Part 9 – Accounts and Audit 

8. Streamlining Disclosure Requirements that Overlap with the 
Accounting Standards (Schedule 4 to the new CO)

 Section 380 “General requirements for financial statements” states: 

(6) If, in relation to any financial statements, compliance with subsection 
(3) or (4) would be inconsistent with a requirement to give a true and 
fair view under subsection (1) or (2), the financial statements—

(a) must depart from subsection (3) or (4) (as the case may be) to the 
extent necessary for it to give a true and fair view; and

(b) must contain the reasons for, and the particulars and effect of, the 
departure.

(7) Subsections (1), (2), (5) and (6) do not apply if the company falls within 
the reporting exemption for the financial year.
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Part 9 – Accounts and Audit 

8. Streamlining Disclosure Requirements that Overlap with the 
Accounting Standards (Schedule 4 to the new CO)

 Section 380 “General requirements for financial statements” states: 

(8) In this section—

(a) accounting standards (會計準則) means statements of standard 
accounting practice issued 
or specified by a body 
prescribed by the 
Regulation; and

(b) a reference to accounting standards applicable to any financial 
statements 

– is a reference to accounting standards as are, in accordance 
with their terms, relevant to the company’s circumstances and to 
the financial statements.

(9) This section has effect subject to section 382.

•Companies (Accounting Standards 
(Prescribed Body)) Regulation (section 
2) prescribes the body as “HKICPA” 
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Part 9 – Accounts and Audit 

8. Streamlining Disclosure Requirements that Overlap with the 
Accounting Standards (Schedule 4 to the new CO)

 Schedule 4 “Accounting Disclosures” – Part 1 “Disclosures for 
Companies whether or not Falling within Reporting Exemption” 

1. Aggregate amount of authorized loans

The financial statements for a financial year must contain, under 
separate headings, the aggregate amount of any outstanding loans 
made under the authority of sections 280 and 281 during the financial 
year.
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8. Streamlining Disclosure Requirements that Overlap with the 
Accounting Standards (Schedule 4 to the new CO)

 Schedule 4 “Accounting Disclosures” – Part 1 “Disclosures for 
Companies whether or not Falling within Reporting Exemption” 
2. Statement of financial position to be contained in notes to annual 

consolidated financial statements
(1) The annual consolidated financial statements for a financial year—

(a) must contain, in the notes to the statements, the holding company’s 
statement of financial position for the financial year; and

(b) must include a note disclosing the movement in the holding company’s 
reserves.

(2) Despite section 380(4), the holding company’s statement of financial 
position to be contained in the notes to the annual consolidated fin. 
statements for a financial year is not required to contain any notes.

(3) That statement of financial position must be in the format in which 
that statement would have been prepared if the holding company had 
not been required to prepare any annual consolidated financial 
statements for the financial year.
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Part 9 – Accounts and Audit 

8. Streamlining Disclosure Requirements that Overlap with the 
Accounting Standards (Schedule 4 to the new CO)

 Schedule 4 “Accounting Disclosures” – Part 1 “Disclosures for 
Companies whether or not Falling within Reporting Exemption”
3. Subsidiary’s financial statements must contain particulars of 

ultimate parent undertaking
(1) This section applies if, at the end of a financial year, a company is 

the subsidiary of another undertaking.
(2) The company’s financial statements for the financial year must 

contain, in the notes to the statements—
(a) the name of the undertaking regarded by the directors as being the 

company’s ultimate parent undertaking; and
(b) the following information relating to that undertaking as known to the 

directors—
(i) if that undertaking is a body corporate, the country in which it is 

incorporated;
(ii) if that undertaking is not a body corporate, the address of its principal 

place of business.
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8. Streamlining Disclosure Requirements that Overlap with the 
Accounting Standards (Schedule 4 to the new CO)

 Schedule 4 “Accounting Disclosures” – Part 1 “Disclosures for 
Companies whether or not Falling within Reporting Exemption”

4. Compliance with applicable accounting standards

The financial statements for a financial year must state—

(a) whether they have been prepared in accordance with the applicable 
accounting standards within the meaning of section 380; and

(b) if they have not been so prepared, the 
particulars of, and the reasons for, any 
material departure from those standards.
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Part 9 – Accounts and Audit 

8. Streamlining Disclosure Requirements that Overlap with the 
Accounting Standards (Schedule 4 to the new CO)

 Schedule 4 “Accounting Disclosures” – Part 2 “Disclosures for 
Companies not Falling within Reporting Exemption”

1. Remuneration of auditor

(1) A company’s financial statements for a financial year must state, 
under a separate heading, the amount of the remuneration of the 
auditor.

(2) In this section—

remuneration (酬金), in relation to an 
auditor of a company, includes 
any sum paid by the company 
in respect of the auditor’s expenses.
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– In the new CO
• The exemption to preparation of consolidated financial statements is 

amended

9. Other Amendments in Part 9

 Section 379(1) and (2) “Directors must prepare financial 
statements” require that:
(1) A company’s directors must prepare for each financial year 

statements that comply with sections 380 and 383.
(2) Despite subsection (1), if the company is a holding company at 

the end of the financial year, the directors must instead prepare 
for the financial year consolidated statements that comply with 
sections 380, 381 and 383.

• However, section 379(3) exempts the preparation of 
consolidated financial statements …
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Part 9 – Accounts and Audit 

9. Other Amendments in Part 9

 Section 379(3) exempts the preparation of consolidated financial 
statements as follows:
(3) Subsection (2) does not apply—

(a) if the company is a wholly owned subsidiary of another body 
corporate in the financial year; or

(b) if—
(i) the company is a partially owned subsidiary of another body 

corporate in the financial year;
(ii) at least 6 months before the end of the financial year, the 

directors notify the members in writing of the directors’ intention 
not to prepare consolidated statements for the financial year, and 
the notification does not relate to any other financial year; and

(iii) as at a date falling 3 months before the end of the financial year, 
no member has responded to the notification by giving the 
directors a written request for the preparation of consolidated 
statements for the financial year.
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Major Initiatives 
(Measures for 4 Main Objectives)

a. Strengthening the accountability of directors
b. Enhancing shareholder engagement in the decision-making process
c. Improving the disclosure of company information
d. Fostering shareholder protection
e. Strengthening auditors’ rights

1. Enhancing 
Corporate 

Governance

a. Ensuring the accuracy of information on the public register
b. Improving the registration of charges
c. Refining the scheme for deregistration of companies
d. Improving the enforcement regime, incl. The original S. 399

2. Ensuring 
Better 

Regulation

a. Streamlining procedures
b. Facilitating simplified reporting
c. Facilitating business operations

3. Facilitating 
Business

a. Abolishing par value for shares
b. Removing the power to issue share warrants
c. Clarifying the rules on indemnification of directors against liabilities to 

third parties

4. Modernising 
the Law
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Major Initiatives 
(Measures for 4 Main Objectives)

1. Enhancing 
Corporate 

Governance

a. Strengthening the Accountability of Directors

i. Restricting the appointment of corporate directors
• by requiring every private company to have at least 

one natural person to act as director, to enhance 
transparency and 
accountability.

ii. Clarifying in the statute the directors’ duty of care, 
skill and diligence with a view to providing clear 
guidance to directors.

New CO Part 10 S. 457

New CO Part 10 S. 465 & 466
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Major Initiatives 
(Measures for 4 Main Objectives)

1. Enhancing 
Corporate 

Governance

b. Enhancing Shareholder Engagement in the 
Decision-Making Process

i. Introducing a comprehensive set of rules for 
proposing and passing 
a written resolution.

ii. Requiring a company to bear the expenses of 
circulating members’ statements relating to the 
business of, and proposed resolutions for, Annual 
General Meetings, if they are received in time to be 
sent with the notice of
the meeting.

iii.Reducing the threshold requirement for members 
to demand a poll from 10% to 5% of the total voting 
rights.

New CO Part 12 S. 548 to 561

New CO Part 12 S. 580 & etc.

New CO Part 12 S. 591
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Major Initiatives 
(Measures for 4 Main Objectives)

1. Enhancing 
Corporate 

Governance

c. Improving the Disclosure of Company Information

i. Requiring public companies and the larger (i.e., 
companies that do not qualify for simplified 
reporting) private companies and guarantee 
companies to prepare a more comprehensive 
directors’ report
• which includes an analytical and forward-looking 

“business review”, 

– whilst allowing private companies to opt out by 
special resolution. 

• The business review will provide useful information 
for shareholders. 

• In particular, the requirement to include information 
relating to environmental and employee matters that 
have a significant effect on the company is in line 
with international trends to promote corporate social 
responsibility. 

New CO Part 9 S.388 & Sch.5
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Major Initiatives 
(Measures for 4 Main Objectives)

1. Enhancing 
Corporate 

Governance

d. Fostering Shareholder Protection

i. Introducing more effective rules to deal with 
directors’ conflicts of interests, 
• including expanding the requirement for seeking 

shareholders’ approval to cover directors’ 
employment contracts 
which exceed three years.

ii. Requiring disinterested shareholders’ approval in 
cases where shareholders’ approval is required for 
transactions of public companies and their 
subsidiaries.

iii.Requiring the conduct of directors to be ratified by 
disinterested shareholders’ approval to prevent 
conflicts of interest and possible abuse of power by 
interested majority shareholders in ratifying the 
unauthorised conduct of directors.

New CO Part 10 S. 473

New CO Part 11 S. 496 & etc.

New CO Part 11 S. 530 to 535
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Major Initiatives 
(Measures for 4 Main Objectives)

1. Enhancing 
Corporate 

Governance

d. Fostering Shareholder Protection

iv.Replacing the “headcount test” with a not more 
than 10% disinterested voting requirement for 
privatisations and specified schemes of 
arrangement, while giving the court a new 
discretion to dispense with the test (in cases where 
it is retained) for 
members’ schemes.

v. Extending the scope of the unfair prejudice remedy 
to cover “proposed acts and omissions”, 
• so that a member may bring an action for unfair 

prejudice even if the act or omission that would be 
prejudicial to the interests of members is not yet 
effected.

New CO Part 13 S.673 & etc.

New CO Part 14 S. 724
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Major Initiatives 
(Measures for 4 Main Objectives)

1. Enhancing 
Corporate 

Governance

e. Strengthening Auditors’ Rights 

i. Empowering an auditor to require a wider range of 
persons, including 
• the officers of a company’s Hong Kong subsidiary 

undertakings and 

• any person holding or accountable for the company 
or its subsidiary undertakings’ accounting records, 

to provide information or explanation reasonably 
required for the performance of the auditor’s duties. 

• The offence for failure to provide the information or 
explanation is extended to cover officers of the 
company and the wider range of persons.

New CO Part 9 S. 412
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Major Initiatives 
(Measures for 4 Main Objectives)

2. Ensuring 
Better 

Regulation

a. Ensuring the Accuracy of Information on the 
Public Register

i. Clarifying the Registrar’s powers in relation to the 
registration of documents, 
such as 
• specifying the requirements for the authentication of 

documents to be delivered to the Companies Registry 
and the manner of delivery, and 

• withholding the registration of unsatisfactory 
documents pending further particulars.

ii. Clarifying the Registrar’s powers in relation to the 
keeping of the register, such as 
• rectifying typographical or clerical errors, 

• making annotations and 

• requiring a company to resolve any inconsistency or 
provide updated information.

New CO Part 2 S. 31, 35 to 38

New CO Part 2 S. 39 to 44
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Major Initiatives 
(Measures for 4 Main Objectives)

2. Ensuring 
Better 

Regulation

a. Ensuring the Accuracy of Information on the 
Public Register

iii.Providing a statutory basis for applications to court 
for removing information from the register that is 
inaccurate, forged or derived from anything invalid, 
ineffective or done without the authority of the 
company.

iv.Requiring a company to deliver to the Registry a 
return, including a statement of capital, whenever 
there is a change to its capital structure, to ensure 
that the public register contains up-to-date 
information on a company’s share capital structure.

New CO Part 2 S. 42

New CO Part 4 S. 201
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Major Initiatives 
(Measures for 4 Main Objectives)

2. Ensuring 
Better 

Regulation

b. Improving the Registration of Charges

i. Revising the list of registrable charges, such as 
• expressly providing that a charge on an aircraft or 

any share in an aircraft is registrable, and 

• removing the requirement to register a charge for the 
purpose of securing an
issue of debentures.

ii. Replacing the automatic acceleration of the 
repayment obligation with a choice given to the 
lender
• as to whether the secured amount is to become 

immediately payable when a charge is void due to 
non-compliance with the registration requirements.

New CO Part 8 S. 334

New CO Part 8 S. 337(6)
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Major Initiatives 
(Measures for 4 Main Objectives)

2. Ensuring 
Better 

Regulation

b. Improving the Registration of Charges

iii.Requiring a certified copy of the charge instrument 
(in addition to the prescribed particulars of the 
charge) to be registered and available for public 
inspection, to provide more detailed info. to those 
searching the register.

iv.Shortening the period for delivery to the Registrar 
of the charge instrument and the prescribed 
particulars from five weeks to one month, to reduce 
the period during which the charge is not visible on 
the register.

v. Requiring written evidence of satisfaction/release 
of a charge to accompany a notification to the 
Registrar for registration of the satisfaction/release, 
thus making such documents available for public 
inspection.

New CO Part 8 S. 335, & etc.

New CO Part 8 S. 335 & etc.

New CO Part 8 S. 345.
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Major Initiatives 
(Measures for 4 Main Objectives)

2. Ensuring 
Better 

Regulation

c. Refining the Scheme for Deregistration of 
Companies 

i. Imposing three additional conditions for the 
deregistration of defunct companies,
• namely that the applicant must confirm that 

– that the company is not a party to any legal 
proceedings and 

– that neither the company nor its subsidiary has 
any immovable property in Hong Kong, 

to minimise any potential abuse of the deregistration 
procedure.

New CO Part 15 S. 750 to 751
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Major Initiatives 
(Measures for 4 Main Objectives)

2. Ensuring 
Better 

Regulation

d. Improving the Enforcement Regime

i. Enhancing the investigatory powers of an 
inspector, 
• for example, by requiring a person under 

investigation to preserve records or documents and 
to verify statements made by statutory declaration. 

ii. Providing better safeguards to ensure the 
confidentiality of information obtained in 
investigations and enquiries and for the better 
protection of informers.

iii.Providing new powers for the Registrar to obtain 
documents or information to ascertain whether any 
conduct that would constitute an offence in relation 
to the provision of false or misleading statement to 
the Registrar has taken place.

New CO Part 19 S. 846 to 850

New CO Part 19 S. 880 to 885

New CO Part 19 S. 873 to 876
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Major Initiatives 
(Measures for 4 Main Objectives)

2. Ensuring 
Better 

Regulation

d. Improving the Enforcement Regime

iv.Strengthening the enforcement regime in relation to 
the liabilities of officers of companies for the 
companies’ contravention of provisions in the new 
Ordinance, including 
• lowering the threshold for prosecuting a breach or 

contravention and 

• extending it to cover reckless acts through a new 
definition of “responsible person”.

v. Introducing a new offence in relation to inaccurate 
auditor's reports
• so-called 399 regime, now S. 408

• the offence would be committed if the auditors in 
question knowingly or recklessly caused two 
important statements to be omitted from the auditor’s 
report.

New CO Part 1 S. 3

New CO Part 9 S. 408
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Major Initiatives 
(Measures for 4 Main Objectives)

2. Ensuring 
Better 

Regulation

d. Improving the Enforcement Regime

vi.Empowering the Registrar to compound specified 
offences to optimise the use of judicial resources. 
• Compoundable offences are generally confined to 

straightforward, minor regulatory offences committed 
by companies that are punishable by a fine.

New CO Part 20 S. 899
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Major Initiatives 
(Measures for 4 Main Objectives)

3. Facilitating 
Business

a. Streamlining Procedures

i. Allowing companies to dispense with Annual General 
Meetings by unanimous 
shareholders’ consent.

ii. Introducing an alternative court-free procedure for 
reducing capital based
on a solvency test.

iii.Allowing all types of companies (rather than just 
private companies, as in the current Companies 
Ordinance (Cap.32)) to purchase their own shares 
out of capital, subject to a solvency test.

New CO Part 12 S. 612 to 614

New CO Part 5 S. 215 to 225

New CO Part 5 S. 257 to 266
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Major Initiatives 
(Measures for 4 Main Objectives)

3. Facilitating 
Business

a. Streamlining Procedures

iv.Allowing all types of companies (whether listed or 
unlisted) to provide financial assistance to another 
party for the purpose of acquiring the company’s 
own shares or the shares of its holding company, 
subject to a solvency test. 
• Under the current CO, subject to certain specified 

exceptions, there is a broad prohibition on the giving 
of financial assistance to purchase the company’s 
own shares.

v. Introducing a new court-free statutory 
amalgamation procedure for wholly owned intra-
group companies.

New CO Part 5 S. 283 to 289

New CO Part 13 S. 678 to 686
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Major Initiatives 
(Measures for 4 Main Objectives)

3. Facilitating 
Business

a. Streamlining Procedures

vi. Streamlining the procedures for the restoration of 
dissolved companies 
by court order.

vii. Introducing a new administrative restoration 
procedure for a company dissolved by the 
Registrar in straightforward cases, without the 
need for recourse to the court.

New CO Part 15 S. 765 to 767

New CO Part 15 S. 760 to 762
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Major Initiatives 
(Measures for 4 Main Objectives)

3. Facilitating 
Business

b. Facilitating Simplified Reporting

i. Facilitating SMEs to prepare simplified financial 
and directors’ reports along the following lines:
• a private company (with the exception of a 

bank/deposit-taking company, an insurance company 
or a stockbroker) will automatically qualify for 
simplified reporting if it qualifies as a “small private 
company”.

• the holding company of a group of companies that 
qualifies as a “group of small private companies” will 
also qualify for simplified reporting.

• a private company that is not a member of a 
corporate group may adopt simplified reporting with 
the agreement of all the members.

New CO Part 9 S.359-366, S.3
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Major Initiatives 
(Measures for 4 Main Objectives)

3. Facilitating 
Business

b. Facilitating Simplified Reporting

ii. Allowing small guarantee co. and groups of small 
guarantee co., which have a total annual revenue of 
not more than $25 million, to qualify for simplified 
reporting.

iii.A private co. or a group of private co. which is not 
qualified as a “small private co.” or a “group of small 
private co.” respectively may prepare simplified 
reports 
• if it meets a higher size criteria and

• if the members holding 75% of the voting rights so 
resolve and no member objects.

iv.Making the summary financial reporting provisions 
more user-friendly and extending their application to 
companies in general (rather than confining them to 
listed companies) New CO Part 9 S. 437 to 446

New CO Part 9 S.359-366, S.3

New CO Part 9 S.359-366, S.3
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Major Initiatives 
(Measures for 4 Main Objectives)

3. Facilitating 
Business

c. Facilitating Business Operations

i. Making the use of a common seal optional and 
relaxing the requirements for a company to have an 
official seal for use 
abroad.

ii. Permitting a general meeting to be held at more 
than one location using 
electronic technology.

iii.Setting out the rules governing communications to 
and by companies 
in electronic form.

New CO Part 3 S. 124 & etc.

New CO Part 12 S. 584

New CO Part 18 S. 831 to 837
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Major Initiatives 
(Measures for 4 Main Objectives)

4. Modernising 
the Law

a. Abolishing Par Value for Shares

i. Adopting a mandatory system of no-par for all 
companies with a share capital
• as par value is an antiquated concept that may give 

rise to practical problems, such as inhibiting the 
raising of new capital and unnecessarily complicating 
the accounting regime

NO PAR

New CO Part 4 S. 135
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Major Initiatives 
(Measures for 4 Main Objectives)

4. Modernising 
the Law

b. Removing the Power to Issue Share Warrants

i. Removing the power of companies to issue share 
warrants to bearers. 
• Share warrants are rarely issued by companies 

nowadays and are undesirable from the perspective 
of anti-money laundering because of the lack of 
transparency in the recording of their ownership and 
the manner by which they are transferred.

New CO Part 4 S. 139
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Major Initiatives 
(Measures for 4 Main Objectives)

4. Modernising 
the Law

c. Clarifying the Rules on Indemnification of 
Directors against Liabilities to Third Parties

i. Clarifying the rules on the indemnification of 
directors against liabilities to third parties
• in order to remove the uncertainties at common law.

New CO Part 10 S. 467 & etc.
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