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Further Reform of Requlatory
Regime for Accounting Professio
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To develop the Financial Reporting Council into a full-fledged
Independent regulatory and oversight body for the accounting profession
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Background
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» Since the commencement of the new auditor regulatory regime in October 2019,
the Financial Reporting Council (FRC) has been responsible for —
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» inspection, investigation and discipline of Public Interest Entities (PIE)
auditors
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» recognition of overseas PIE auditors
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» oversight of the Hong Kong Institute of Certified Public Accountants
(HKICPA)’s performance of functions in relation to PIE auditors, including
registration, setting requirements for continuing professional development
(CPD), and setting standards on professional ethics, auditing and assurance in
respect of local PIE auditors
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Justifications for the reform
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» To ensure that the essential regulatory powers are vested with a statutory
body independent from the profession to ensure impartiality and in line with
International practices
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» With FRC’s positive experience in implementing the new regime for PIE
auditors with effect from 2019, it is ready to take up more responsibilities to
regulate auditors and oversee the accounting profession
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» To rationalize the regulatory roles and powers of FRC and HKICPA to enhance
regulatory efficiency and consistency
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Registration
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» Currently, all registration powers of the accounting profession are vested with
HKICPA
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» We propose that registration powers concerning auditors be vested with
FRC, which include-
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» Registration of practice units and PIE auditors
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» Issuance of practising certificates
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» HKICPA will continue to register Certified Public Accountants (CPA)
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Inspection, investigation and discipline (I)
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Currently, FRC is vested with the powers of inspection, investigation and
discipline of PIE auditors; meanwhile, HKICPA is responsible for the
investigation and discipline of CPAs and practice units and practice review of
practice units

RS MESEREMARAREREZEEETEER - #EMCEED ;
MABRIBEZETEMANFEVUNRENCER D - LUKAEENHHR
FEZ

We propose that FRC’s investigation and disciplinary powers should be
expanded to cover all CPAs and practice units and its inspection powers to
cover all practice units

RMEERBEAMERNRBENLCEEZDEANLUASPAE ST EES
I UKERMERNERENLUNEPBHAEEN




Inspection, Iinvestigation and discipline(ll)
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Scope of powers (including investigable and sanctionable misconducts and
powers of inspectors and investigators) as well as types and levels of penalties
will remain largely unchanged after the transfer from HKICPA to FRC
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Procedures established by FRC will be adopted for its exercise of expanded
powers to ensure impartiality and independence from the profession
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Oversight
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» We propose that FRC’s oversight power over HKICPA be expanded to
cover —
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» Registration of CPAs
EREE

» Setting of professional and ethical standards for practice units and CPAs
MAEENN S TR ERE NBERIFE

» Setting of CPD requirements for practice units and CPAs
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Summary of regulatory functions before and after reform
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Review/appeal & #z/ L&k

» All registration and disciplinary decisions made by FRC will be subject to
review by an established Tribunal
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Transitional arrangements i8iE Z HE

» All registration applications approved by HKICPA will remain valid and
outstanding applications will be transferred to FRC for handling upon
commencement of new regime
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» Ongoing practice reviews, investigations and disciplinary cases of HKICPA
upon commencement of new regime will continue to be conducted under
HKICPA'’s respective mechanisms
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Funding &&

» New levies have been introduced under the PIE auditor regulatory regime to be
payable by PIE auditors, PIEs and sellers and purchasers of securities
respectively. The Government injected a seed capital of $400 million to FRC
in 2019 to help it migrate to the new regime before it starts collecting the said
levies from 1 January 2022. The unspent seed capital will fund FRC’s
expanded functions in initial years of proposed reform. We will review the
funding arrangement and consider appropriate fee mechanism in due course
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Renaming FRC S8 Ci f/[E 5 Z

» FRC will be renamed as Accounting and Financial Reporting Council
(AFRC) to reflect its expanded roles and functions
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Legislative Timetable
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» We plan to consult the Legislative Council (LegCo) Panel on Financial Affairs
in early July 2021 and introduce the Amendment Bill into LegCo within
this legislative year.
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