Hong Kong Institute of Certified Public Accountants
Regulatory Framework for Listed Company Audits Membership Consultation

Key issues under the proposed framework

Principles and objectives

Hong Kong's auditor oversight regime should be benchmarked
against international standards whilst being appropriate in the
local context.

Secure membership of the International Forum of Independent
Audit Regulators (IFIAR) and attain regulatory equivalence
status with the European Commission (EC).

Introduce an IOB responsible for oversight of auditors of listed
companies in respect of six regulatory functions (see below for
specific comments on each function).

We agree with the principles and
objectives subject to specific
comments set out below.




Exercise of oversight

The framework addresses each of the six functions and
includes separate oversight models for each of the three
functions (registration, CPD and standard setting) that the 10B
will not carry out directly.

The framework includes options for the basis on which
HKICPA carries out the three functions: (a) by delegation of
powers from the 10B; or (b) by express assignment in law.

We accept that functions carried
out by HKICPA will be subject to
oversight by the IOB. We believe
that the oversight models and the
exercise of oversight should be
consistent for all three areas.

We believe that option (b) is the
appropriate basis for HKICPA to
carry out these functions.




Features and regulatory
functions

Framework proposals

Responsibility of HKICPA

Responsibility of
Independent Oversight
Body (IOB)

HKICPA preferred outcome

Registration

Set and administer
registration criteria for Hong
Kong auditors of Hong Kong
listed companies (no change
to criteria as currently
established by the PAO).

Maintain the register of all
auditors of Hong Kong listed
companies (Hong Kong,
Mainland and other non-Hong
Kong) and specified
individuals.

HKICPA has the authority to
carry out this function by
either:

(a) Direct assignment in law;
or

(b) Delegation from the IOB.

Set and administer recognition
criteria for other (not
Mainland) non-Hong Kong
auditors.

Oversight of HKICPA activities
in respect of registration
criteria for Hong Kong
auditors of Hong Kong listed
companies and maintenance
of the register of all auditors of
Hong Kong listed companies.

We agree with the framework
proposal.

Authority should be by direct
assignment.




Inspection

May directly inspect Hong
Kong auditors of Hong Kong
listed companies (systems of
guality control and audit
engagements) under
delegation and direction by
the 10B.

Directly inspect Hong Kong
auditors of Hong Kong listed
companies (systems of quality
control and audit
engagements).

We agree with the framework
proposal.

Investigation

No powers to investigate
complaints concerning audits
of listed companies.

Powers to investigate
complaints concerning audits
of listed companies exist in

No change from the current
situation.




Features and regulatory
functions

Framework proposals

Responsibility of HKICPA

Responsibility of
Independent Oversight
Body (IOB)

HKICPA preferred outcome

the FRCO. Will continue to be
an activity exclusive to the
FRC.

Enforcement/discipline

No remit for taking disciplinary
action against Hong Kong
listed company auditors.

Responsible for taking
disciplinary action against
Hong Kong listed company
auditors arising from
inspection and investigation
activities.

Three options for a
disciplinary mechanism:

(a) Direct decision making
and sanctioning by the
IOB subject to appeal to
an independent tribunal,

(b) Cases arising from
inspection or investigation
sent to a fully
independent disciplinary
committee for decision

We agree in principle with the
framework proposal. The IOB will
need to have the ability to take
effective action to address
misconduct.

We support option (b). Those
responsible for investigation and
inspection should not also be
responsible for sanctioning.

We have also proposed a fourth
option allowing a matter to be
resolved by the 10B offering, and
the auditor accepting a sanction.
If the auditor declines the offer the
case should be taken to an
independent disciplinary
committee.




Features and regulatory
functions

Framework proposals

Responsibility of HKICPA

Responsibility of
Independent Oversight
Body (IOB)

HKICPA preferred outcome

and sanctioning; or

(c) Cases arising from
inspection or investigation
sent to a disciplinary
committee chaired by a
senior executive of the
IOB with independent
members for decision and
sanctioning.

The range of sanctions
available includes reprimand,
suspension or withdrawal of
registration and monetary
penalties. Monetary penalties
will be capped at the greater
of $10,000,000 or three times
the profit made or loss
avoided in carrying out the
audit.

We agree with the proposed
range of sanctions with the
exception of monetary penalties.
They are a punitive measure
rather than remedial or for public
protection. The reputational
damage, and potential civil action,
following any regulatory sanction
will far exceed the pain of a fine.
If monetary penalties are included
in the final framework we believe
that three times profit or loss is not
an appropriate measure and that
$10,000,000 is excessive.




Continuing professional Set CPD requirements for all | Oversight of HKICPA We agree with the framework
development (CPD) members, including listed activities. proposal.
company auditors, and




Features and regulatory
functions

Framework proposals

Responsibility of HKICPA

Responsibility of
Independent Oversight
Body (IOB)

HKICPA preferred outcome

monitor compliance.

HKICPA has the authority to
carry out this function by
either:

(a) Direct assignment in law;
or

(b) Delegation from the IOB.

Authority should be by direct
assignment.

Standard setting

Set auditing standards and
code of ethics in accordance
with existing due process.

HKICPA has the authority to
carry out this function by
either:

(a) Direct assignment in law;
or

(b) Delegation from the IOB.

Oversight of HKICPA
activities.

The framework is open about
whether standards set by
HKICPA would only become
effective after endorsement by
the 10B.

We agree with the framework
proposal.

There should not be a
requirement for standards to be
endorsed by the IOB.

Authority should be by direct
assignment.







