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Notes:

1. The Code of Ethics for Professional Accountants (the Code) has been updated to reflect
the changes addressing certain non-assurance services provisions for audit and assurance
clients. The changes include:

. removal of provisions that permitted an audit firm to provide certain bookkeeping and
taxation services to public interest entity (PIE) audit clients in emergency situations;

. providing new and clarified guidance regarding what constitutes management
responsibility; and

*  providing clarified guidance regarding the concept of 'routine or mechanical' services
relating to the preparation of records and financial statements for audit clients that are
not PIEs.

The above revisions also include corresponding changes to the Code's non-assurance
services provisions with respect to other assurance clients.

The changes will be effective on 15 April 2016, except for the changes to Section 290 which
will be effective for audits of financial statements for periods commencing on or after 15
April 2016. Early adoption is permitted.
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The Code has also been updated to incorporate the change to the definition of
'Engagement Team', which was previously set out in Appendix 3 of the Code as it was not
yet effective, in the main body of the Code. Such change is effective for audits of financial
statements for periods ended on or after 15 December 2014.

Professional Ethics in Liquidation and Insolvency has been revised solely to update the
reference to the Companies (Winding Up and Miscellaneous Provisions) Ordinance.
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CODE OF ETHICS FOR PROFESSIONAL ACCOUNTANTS

COPYRIGHT
© Copyright 2015 Hong Kong Institute of Certified Public Accountants

This Code of Ethics for Professional Accountants is based on the Code of Ethics for
Professional Accountants of the International Ethics Standards Board for Accountants, published by
the International Federation of Accountants (IFAC) in April 2015 and is used with permission of IFAC.

Changes to the Code Addressing Certain Non-Assurance Services Provisions for Audit and
Assurance Clients, ISBN 978-1-60815-214-8 © April 2015 by the International Federation of
Accountants.

This Code of Ethics contains IFAC copyright material. Reproduction within Hong Kong in unaltered
form (retaining this notice) is permitted for personal and non-commercial use subject to the inclusion
of an acknowledgment of the source. Requests and inquiries concerning reproduction and rights for
commercial purposes within Hong Kong should be addressed to the Director, Operation and Finance,
Hong Kong Institute of Certified Public Accountants, 37/F., Wu Chung House, 213 Queen's Road East,
Wanchai, Hong Kong.

All rights in this material outside of Hong Kong are reserved by IFAC. Reproduction of Code of Ethics
outside of Hong Kong in unaltered form (retaining this notice) is permitted for personal and non-
commercial use only. Further information and requests for authorisation to reproduce for commercial
purposes outside Hong Kong should be addressed to the IFAC at www.ifac.org.
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Director or officer

Engagement
partner

Engagement
quality control
review

Engagement
team

Existing
accountant

External expert

Financial interest

Financial
statements

CODE OF ETHICS FOR PROFESSIONAL ACCOUNTANTS

Those charged with the governance of an entity, or acting in an equivalent
capacity, regardless of their title, which may vary from jurisdiction to jurisdiction.

The partner or other person in the firm who is responsible for the engagement
and its performance, and for the report that is issued on behalf of the firm, and
who, where required, has the appropriate authority from a professional, legal or
regulatory body.

A process designed to provide an objective evaluation, on or before the report is
issued, of the significant judgments the engagement team made and the
conclusions it reached in formulating the report.

All partners and staff performing the engagement, and any individuals engaged
by the firm or a network firm who perform assurance procedures on the
engagement. This excludes external experts engaged by the firm or by a network
firm.

The term "engagement team" also excludes individuals within the client's internal
audit function who provide direct assistance on an audit engagement when the
external auditor complies with the requirements of HKSA 610 (Revised 2013),
Using the Work of Internal Auditors.”

A professional accountant
appointment or carrying out
professional services for a client.

in public practice currently holding an audit
accounting, taxation, consulting or similar

An individual (who is not a partner or a member of the professional staff, including
temporary staff, of the firm or a network firm) or organization possessing skills,
knowledge and experience in a field other than accounting or auditing, whose
work in that field is used to assist the professional accountant in obtaining
sufficient appropriate evidence.

An interest in an equity or other security, debenture, loan or other debt instrument
of an entity, including rights and obligations to acquire such an interest and
derivatives directly related to such interest.

A structured representation of historical financial information, including related
notes, intended to communicate an entity’'s economic resources or obligations at
a point in time or the changes therein for a period of time in accordance with a
financial reporting framework. The related notes ordinarily comprise a summary of
significant accounting policies and other explanatory information. The term can
relate to a complete set of financial statements, but it can also refer to a single
financial statement, for example, a balance sheet, or a statement of revenues and
expenses, and related explanatory notes.

*

HKSA 610 (Revised 2013) establishes limits on the use of direct assistance. It also acknowledges that the external auditor

may be prohibited by law or regulation from obtaining direct assistance from internal auditors. Therefore, the use of direct
assistance is restricted to situations where it is permitted.
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Financial
statements on
which the firm will
express an
opinion

Firm

Historical
financial
information

Immediate family

Independence

Indirect financial
interest

Key audit partner

Listed entity

CODE OF ETHICS FOR PROFESSIONAL ACCOUNTANTS

In the case of a single entity, the financial statements of that entity. In the case of
consolidated financial statements, also referred to as group financial statements,
the consolidated financial statements.

(@) Asole practitioner, partnership or corporation of professional accountants;

(b)  An entity that controls such parties, through ownership, management or
other means; and

(c) An entity controlled by such parties, through ownership, management or
other means.

Information expressed in financial terms in relation to a particular entity, derived
primarily from that entity’s accounting system, about economic events occurring
in past time periods or about economic conditions or circumstances at points in
time in the past.

A spouse (or equivalent) or dependent.

Independence is:

(@) Independence of mind — the state of mind that permits the expression of a
conclusion without being affected by influences that compromise
professional judgment, thereby allowing an individual to act with integrity,
and exercise objectivity and professional skepticism

(b) Independence in appearance — the avoidance of facts and circumstances
that are so significant that a reasonable and informed third party would be
likely to conclude, weighing all the specific facts and circumstances, that a
firm’s, or a member of the audit or assurance team’s, integrity, objectivity
or professional skepticism has been compromised.

A financial interest beneficially owned through a collective investment vehicle,
estate, trust or other intermediary over which the individual or entity has no
control or ability to influence investment decisions.

The engagement partner, the individual responsible for the engagement quality
control review, and other audit partners, if any, on the engagement team who
make key decisions or judgments on significant matters with respect to the audit
of the financial statements on which the firm will express an opinion. Depending
upon the circumstances and the role of the individuals on the audit, “other audit
partners” may include, for example, audit partners responsible for significant
subsidiaries or divisions.

An entity whose shares, stock or debt are quoted or listed on a recognized stock
exchange, or are marketed under the regulations of a recognized stock exchange
or other equivalent body.
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CODE OF ETHICS FOR PROFESSIONAL ACCOUNTANTS

APPENDIX 3
Amendments to the Code of Ethics for Professional Accountants

The following sets out amendments required for this Code of Ethics for Professional Accountants. The
amendments set out below will be incorporated into the text of this Code after being effective and
relevant content in this appendix will be deleted.

Change to the Code of Ethics for Professional Accountants
Addressing Certain Non-Assurance Services Provisions for Audit
and Assurance Clients

(The changes will be effective on 15 April 2016, except for the changes to
Section 290 which will be effective for audits of financial statements for
periods commencing on or after 15 April 2016; early adoption is permitted)

SECTION 290
Provision of Non-assurance Services to an Audit Client
Management Responsibilities

[Paragraphs 290.159 — 290.163 will be deleted and replaced with the following paragraphs 290.159 —
290.162.]

290.159 Management responsibilities involve controlling, leading and directing an entity, including
making decisions regarding the acquisition, deployment and control of human, financial,
technological, physical and intangible resources.

290.160 Determining whether an activity is a management responsibility depends on the
circumstances and requires the exercise of judgment. Examples of activities that would be
considered a management responsibility include:

. Setting policies and strategic direction.
. Hiring or dismissing employees.
. Directing and taking responsibility for the actions of employees in relation to the

employees’ work for the entity.

. Authorizing transactions.

. Controlling or managing of bank accounts or investments.

. Deciding which recommendations of the firm or other third parties to implement.

. Reporting to those charged with governance on behalf of management.

. Taking responsibility for the preparation and fair presentation of financial statements

in accordance with the applicable financial reporting framework.

. Taking responsibility for designing, implementing, monitoring or maintaining internal
controls.

290.161 A firm shall not assume a management responsibility for an audit client. The threats created
would be so significant that no safeguards could reduce the threats to an acceptable level.
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290.162

CODE OF ETHICS FOR PROFESSIONAL ACCOUNTANTS

For example, deciding which recommendations of the firm to implement will create self-
review and self-interest threats. Further, assuming a management responsibility creates a
familiarity threat because the firm becomes too closely aligned with the views and interests
of management. Subject to compliance with paragraph 290.162, providing advice and
recommendations to assist management in discharging its responsibilities is not assuming a
management responsibility.

To avoid the risk of assuming a management responsibility when providing non-assurance
services to an audit client, the firm shall be satisfied that client management makes all
judgments and decisions that are the responsibility of management. This includes ensuring
that the client's management:

. Designates an individual who possesses suitable skill, knowledge and experience to
be responsible at all times for the client’s decisions and to oversee the services. Such
an individual, preferably within senior management, would understand the objectives,
nature and results of the services and the respective client and firm responsibilities.
However, the individual is not required to possess the expertise to perform or re-
perform the services;

. Provides oversight of the services and evaluates the adequacy of the results of the
services performed for the client’s purpose; and

o Accepts responsibility for the actions, if any, to be taken arising from the results of the
services.

[Paragraph 290.163 and its heading below will be inserted after paragraph 290.162.]

Administrative Services

290.163

Administrative services involve assisting clients with their routine or mechanical tasks within
the normal course of operations. Such services require little to no professional judgment
and are clerical in nature. Examples of administrative services include word processing
services, preparing administrative or statutory forms for client approval, submitting such
forms as instructed by the client, monitoring statutory filing dates, and advising an audit
client of those dates. Providing such services does not generally create a threat to
independence. However, the significance of any threat created shall be evaluated and
safeguards applied when necessary to eliminate the threat or reduce it to an acceptable
level.

Preparing Accounting Records and Financial Statements

General Provisions

[Paragraphs 290.164 — 290.170 will be deleted and replaced with the following paragraphs 290.164 —

290.170.]

290.164 Management is responsible for the preparation and fair presentation of the financial

statements in accordance with the applicable financial reporting framework. These
responsibilities include:

. Determining accounting policies and the accounting treatment within those policies.

. Preparing or changing source documents or originating data, in electronic or other
form, evidencing the occurrence of a transaction (for example, purchase orders,
payroll time records, and customer orders).
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290.166

290.167

CODE OF ETHICS FOR PROFESSIONAL ACCOUNTANTS

. Originating or changing journal entries, or determining or approving the account
classifications of transactions.

Providing an audit client with accounting and bookkeeping services, such as preparing
accounting records or financial statements, creates a self-review threat when the firm
subsequently audits the financial statements.

The audit process, however, necessitates dialogue between the firm and management of
the audit client, which may involve:

. The application of accounting standards or policies and financial statement disclosure
requirements;

. The appropriateness of financial and accounting control and the methods used in
determining the stated amounts of assets and liabilities; or

. Proposing adjusting journal entries.

These activities are considered to be a normal part of the audit process and do not,
generally, create threats to independence so long as the client is responsible for making
decisions in the preparation of the accounting records and financial statements.

Similarly, the client may request technical assistance from the firm on matters such as
resolving account reconciliation problems or analyzing and accumulating information for
regulatory reporting. In addition, the client may request technical advice on accounting
issues such as the conversion of existing financial statements from one financial reporting
framework to another (for example, to comply with group accounting policies or to transition
to a different financial reporting framework such as International Financial Reporting
Standards). Such services do not, generally, create threats to independence provided the
firm does not assume a management responsibility for the client.

Audit clients that are Not Public Interest Entities

290.168

The firm may provide services related to the preparation of accounting records and financial
statements to an audit client that is not a public interest entity where the services are of a
routine or mechanical nature, so long as any self-review threat created is reduced to an
acceptable level. Services that are routine or mechanical in nature require little to no
professional judgment from the professional accountant. Some examples of such services
are:

. Preparing payroll calculations or reports based on client-originated data for approval
and payment by the client.

. Recording recurring transactions for which amounts are easily determinable from
source documents or originating data, such as a utility bill where the client has
determined or approved the appropriate account classification.

. Recording a transaction for which the client has already determined the amount to be
recorded, even though the transaction involves a significant degree of subjectivity.

. Calculating depreciation on fixed assets when the client determines the accounting
policy and estimates of useful life and residual values.

. Posting client-approved entries to the trial balance.

. Preparing financial statements based on information in the client-approved trial
balance and preparing the related notes based on client-approved records.
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CODE OF ETHICS FOR PROFESSIONAL ACCOUNTANTS

In all cases, the significance of any threat created shall be evaluated and safeguards applied
when necessary to eliminate the threat or reduce it to an acceptable level. Examples of such
safeguards include:

. Arranging for such services to be performed by an individual who is not a member of
the audit team; or

. If such services are performed by a member of the audit team, using a partner or
senior staff member with appropriate expertise who is not a member of the audit team
to review the work performed.

Audit clients that are Public Interest Entities

290.169 A firm shall not provide to an audit client that is a public interest entity accounting and
bookkeeping services, including payroll services, or prepare financial statements on which
the firm will express an opinion or financial information which forms the basis of the financial
statements.

290.170 Despite paragraph 290.169, a firm may provide accounting and bookkeeping services,
including payroll services and the preparation of financial statements or other financial
information, of a routine or mechanical nature for divisions or related entities of an audit
client that is a public interest entity if the personnel providing the services are not members
of the audit team and:

(@) The divisions or related entities for which the service is provided are collectively
immaterial to the financial statements on which the firm will express an opinion; or

(b) The services relate to matters that are collectively immaterial to the financial
statements of the division or related entity.
[Paragraph 290.171 and its heading “Emergency Situation” will be deleted.]
Taxation Services

Tax Calculations for the Purpose of Preparing Accounting Entries
Audit clients that are Public Interest Entities

[Paragraph 290.182 will be deleted and replaced with the following paragraph 290.181.]

290.181 In the case of an audit client that is a public interest entity, a firm shall not prepare tax
calculations of current and deferred tax liabilities (or assets) for the purpose of preparing
accounting entries that are material to the financial statements on which the firm will
express an opinion.

[Paragraph 290.183 will be deleted.]

SECTION 291

Provision of Non-assurance Services to an Assurance Client
Management Responsibilities

[Paragraphs 291.141 — 291.145 will be deleted and replaced with the following paragraph 291.141 —
291.144.]
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291.144

CODE OF ETHICS FOR PROFESSIONAL ACCOUNTANTS

Management responsibilities involve controlling, leading and directing an entity, including
making decisions regarding the acquisition, deployment and control of human, financial,
technological, physical and intangible resources.

Determining whether an activity is a management responsibility depends on the
circumstances and requires the exercise of judgment. Examples of activities that would be
considered a management responsibility include:

. Setting policies and strategic direction.
o Hiring or dismissing employees.
. Directing and taking responsibility for the actions of employees in relation to the

employees’ work for the entity.

. Authorizing transactions.

. Control or management of bank accounts or investments.

. Deciding which recommendations of the firm or other third parties to implement.

. Reporting to those charged with governance on behalf of management.

. Taking responsibility for designing, implementing, monitoring or maintaining internal
controls.

In providing assurance services to an assurance client, a firm shall not assume a
management responsibility as part of the assurance service. If the firm were to assume a
management responsibility as part of the assurance service, the threats created would be
so significant that no safeguards could reduce the threats to an acceptable level. If the firm
assumes a management responsibility as part of any other services provided to the
assurance client, the firm shall ensure that the responsibility is not related to the subject
matter or subject matter information of the assurance engagement provided by the firm.

When providing services that are related to the subject matter or subject matter information
of an assurance engagement provided by the firm, the firm shall be satisfied that client
management makes all judgments and decisions relating to the subject matter or subject
matter information of the assurance engagement that are the responsibility of management.
This includes ensuring that the client's management:

. Designates an individual who possesses suitable skill, knowledge and experience to
be responsible at all times for the client’s decisions and to oversee the services. Such
an individual, preferably within senior management, would understand the objectives,
nature and results of the services and the respective client and firm responsibilities.
However, the individual is not required to possess the expertise to perform or re-
perform the services;

. Provides oversight of the services and evaluates the adequacy of the results of the
services performed for the client’s purpose; and

. Accepts responsibility for the actions, if any, to be taken arising from the results of the
services.
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Category B Examples relating to previous or existing appointments

500.86

500.87

500.88

The following situations involve a prior professional relationship that involves a previous or
existing appointment.

Appointment following appointment as receiver
Previous/existing appointment:

An individual within the practice is, or in the previous two years has been, a receiver (or
receiver and manager) of an entity or any of its assets.

Proposed appointment:
Appointment in an insolvent liquidation.
Response:

No individual within the practice should accept an appointment in relation to the entity in an
insolvent liquidation. This restriction does not apply where the previous appointment was
made by the court. However, before a court-appointed receiver accepts a subsequent
appointment, he should disclose the position to the relevant parties. Even if the creditors do
not object to the appointment, he should give careful consideration as to whether there are
any circumstances that give rise to an unacceptable threat to compliance with the
fundamental principles, such as whether his objectivity might be, or appear to be, impaired,
and, if so, the appointment should be refused.

Conversion of members’ voluntary winding-up into creditors’ voluntary winding-up
Previous/existing appointment:

An individual within the practice has been the liquidator of a company in a members’ voluntary
winding-up.

Proposed appointment:

Liquidator in a members’ voluntary winding-up, where it has been necessary to convene a
creditors’ meeting under section 237A of the Companies (Winding Up and Miscellaneous
Provisions) Ordinance because it appears that the entity will be unable to pay its debts in full
within the period stated in the certificate of solvency. The insolvency practitioner's
continuance as liquidator will depend on whether or not he believes on reasonable grounds
that the entity will eventually be able to pay its debts in full.

Response:
If the entity will not be able to pay its debts in full:

(a) Where there has been a significant professional relationship, an insolvency practitioner
should not accept nomination under the creditors' winding-up.

(b) In situations where an insolvency practitioner has had no significant professional
relationship, he may continue or accept an appointment as liquidator, subject to
creditors’ approval. However, the insolvency practitioner should consider whether there
are any other circumstances that give rise to an unacceptable threat to compliance with
the fundamental principles.

If the insolvency practitioner concludes that the entity will eventually be able to pay its debts in
full, he may accept nomination by the creditors and continue as liquidator. However, if it
should subsequently appear that this belief was mistaken, and where he has previously had a
significant professional relationship, the insolvency practitioner must then resign and should
not seek re-appointment.
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