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1. Development of the Auditing profession

- ——

ntil the advent of the ndustrial Revolution.

The Industrial Revolution saw the emergence of large business undertakings
cuch as railways, banks, and joint stock companies. The advantages of using
the services of auditors became apparent to the investing public when a large
sumber of corporate organisations were set up which employed enormous sums
of money under the management of a few individuals (managers). Further, with

growing government regulation of these business institutions, there was a need

for independent auditing.
As auditing grew during the ninetee

in England attained a n of importance.
Consolidation Act 1845 d for the appointment O

companies. In 186 panies Act contained a provisio
joint stock compa%

.'\

as part of the business world u

nth century, the accountancy profession
The Companies Clauses

f auditors for railway
n for the audit of

limited companies

audit of the accounts of registered
ith the Companies Amendment Act 1900. Prior to this,

:onal accountants were set up in England. The

f Accountants in Edinburgh, 1854; the Institute
in Glasgow, 1855; and the Society of Accountants
ce bodies merged to form the Institute of Chartered

d in 1951. The Institute of Chartered Accountants in

s ®.as established in 1880 as a result of a merger of four
— Incorporated Society of Liverpool Accountants, 1870;
countants in London, 1871; Manchester Institute of Accountants,

¢ Socnety of Accountants in England, 1872.

The formation of professional accountancy bodxes in England provided the
impetus for the development of the profession in the United States, Australia,

Canada, Hong Kong, Malaysia, Singapore, and other countries. In the early
days of British occupation in Hong Kong, | British accountants provided auditing
services with their head offices in London. There was no formal professional
accounting body based in Hong Kong until 1973, when the Hong Kong
Society of Accountants (the Society) was incorporated under the Professional
Accountants Ordinance (PAO), Chapter 50. Before the incorporation, the
Authorised Auditors Board under the Government’s Registrar of Comp;mes
carried out registration of accountants for public practice. et '

" The formation of the Society was a milestone in the development of a
professnonal accounting body in Hong Kong. In 1982, the Society established
its own Accounting Standards Committee to prepare and issue accounting
st_andarc.ls.- The committee membership was drawn from members of professional
accounting. firms, industrial and commercial organisations and academics. In
October 1977, the Society became a member of the International Federation
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(IFAC) upon 1ts inauguration, and in April 199¢
an associate member of the International Accounting Standard; ~(|‘x be,
: ()

(IASC). In January 1982, the Joint Examination Scheme with the A

of Chartered Certified Accountants (ACCA) commenced. A Steerip, ,‘( S50ciy,
on Professional Accreditation was formed to consider setting the S: ~Ommjyy,
examinations and related matters in July 1994. On 8 Septcmh\@kl:'n\ e
Society formally renamed itself as the Hong Kong Institute of Cpe T 2004,
Accountants (HKICPA). Srtthied pyy,

The HKICPA today is the only statutory licensing body of acc

Hong Kong, -mponsiblc for regulation of the accountancy profcssi(:;’llm.u,:\ "
PAQ. It has been very active in promoting the quality and status g)f ; .l\lmh;
in Hong Kong. For example, it conducted three long-range plann.’ntwm'“"
in 1981, 1987 and 1992. The 1992 long-range plan was important ,:; Li\m
that HKICPA recognised its role in the wider context of Mainland (,; 1€ seng,
the return of Hong Kong to China. The committee also recognised ”' jtm and
of Information Technology (IT) in the profession and the business u)]‘ IMpacy
The fourth long-range plan in 2000 focused on the development of thl.,nmm!"‘
and practices of professional accountants, the development of pn:f_\-,-\;\t.\
competences and attitudes, as well as the relationship between the S()cit,\"(”"‘“
its strategic alliances and the changing external environment. In the mm:[j\, "
Jong-range plan in 2007, HKICPA emphasises the role of the acc@r: g
profession in the Hong Kong’s status as one of the world’s leading ﬁn.m‘k}
centers, and contributes to the development and future of the global },rm_:::'

and that on the mainland.
The success and development of the HKICPA can be seen im tépns
)

the fact that in 1989 there were 4,754 members, and by June; 2042 there
were :33,901 members. No doubt HKICPA will play an - biga:'r ;Ln:;
more important role in the future in both Hong Kong and ‘the rcgi;);i. \Iore
consultations and working relationships with the Chinegb‘““*h)stitlltc of (:e;trﬁcc

Public Accountants (CICPA) are expected to en%t@ii’&mlc of theN\HKICPA

of Accountants

' .
l‘-‘ln -

00

in t.he development of the accounting profession ind. For exgmpleya letter
of intent ans been signed with the Beijing Institutehof CPAs_inf2011 to boos
C?t0pc ratfon afnong small- and medium-sized accounting firis in the two
C.me;, ;:::sd China’s plans to develop at least 10 large ﬁ‘:’*"n{s},and 200 medium
:ﬁ;w e :th:: yeaxf' of 201.5' Trips and Confe‘rences are also organised 0
A atgie 0 ft‘:xpcmse afld the cs.tabhshment of ties between the
of Registered ef;ud('ms rom the Chinese Institute of CPAs, the Macau Societ)
fcchintig Whdve ‘lrtors, the Shc.:nzhen local tax bureau, and several other
b Cﬁm :f:ment l.aodxes.from greater China are also welcomed 10
on the mainland. 417 f:oux;temg skills to make the most of the opportunitics
Uniform Exami s from .HKICPA have enrolled in the PRC CI'A
nation in 2011 (according to HKICPA Annual Report 2011).

B

) . relation to listed entities, and (2) to enquire into possible non

. pevelopment of the Auditing Profession

1.2 The Financial Reporting Council

on in Hong Kong i largely :

and auditing profess
erned about the

CPA, the public became conc
high-profile corporate S

alse financial reporting
financial reporting and enhance

nd Australia each established

Council (FRC), and the United States set up
g Oversight Board to oversee public entity

the Public Company
‘Westor interests. In Hong Kong, after the FRC
n 13 July 2006, the FRC, which 1s independent from

auditing and to safeguar

Ordinance was ergf&?&o

the accountin jﬂ'g}afa‘;%ion, was established on 1 December 2006 and became
! ﬁiﬂx‘fd y on 16 July 2007. It has 11 members with

fully operaé‘t‘) | 4% statutory bod . |
a variety (O professional Qrounds and the majority of whom, including
% The organisational chart of FRC is provided in

the Cg’:‘i:gmn, are lay, {g
Fi "“< 3 6
ne as a regulator, but work with other

1
Qe FRC ddgﬁm stand alo
@ lators tosaphald the standard of financial reporting through (1) setting up
‘ ' n% ¥; rm of Memoranda of Understanding (MoUs)
Ki

While the accounting
under the HKI
self-regulation following the

and the suspected cases of f
hold the quality of
nited Kingdom a

regulated
effectiveness of
the United States
entities in Hong Kong. To up
protection for nvestors, the U

their own Financial Repor |

by listed

Cooperation, PEO ocols in the fo
Insurance Authority, the SFC and the HKICPA;

v with the HKBx the HKMA, the
(2) close ‘eontact with local law enforcement agencies, such as the Hong Kong

5 @ahd the ICAC; and (3) liaising with mainland China regulators, including
%g, CPA, the CSRC, and the MoFE

The FRC is entrusted with the statutory responsibilities (1) to conduct

sible auditing or reporting irregularities

-compliance

part of listed entities. The Council may

Oindependcm investigations Into pos

with accounting requirements on the
initiate investigations or enquiries upon receipt of complaints or on its own

: itiative. However, the FRC is not empowered to discipline or prosecute. Any
auditing or reporting irregularity found is referred to the HKICPA, or other
professional bodies, for disciplinary action. In cases of non-compliance or fraud,
1 referral is made to law enforcement agencies such as HKEx, SFC or even the
Hong Kong Police or the ICAC. In cases where potential non-compliance with
accounting requirements, whether arising from complaints or review of financial
statements, do not affect the fair presentation of the financial statements, the
FRC issues letters of advice to the listed entities and/or their auditors outli’ning
Fhese findings and suggesting improvement measures, rather than initiates an
investigation and/or an enquiry.

e e ot B
! it R B % , and three m.volved botl} a.udxtmg
irregu pliance with accounting requirements. This, in turn,
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Figure 1.1 Organisation Chart of the Financial Reporting Councj)

W Council
Advisory Panel
Independent

W 2 Audit Oversight Operations

Communications Co“a‘ '.caee Reform Oversight

Committes bl s Committee
Audit Investigation Financial Reporting | | Financial Reporting
Board Review Committee Review Panel

Source: Financial Reporting Council website <http://www.frc.org.hk/en/contentO1_04.php>

reculted in the initiation of three investigations. In addition, in the same.year
+he FRC screened all 131 modified auditors’ reports and made inquiries,wherc

appropriate.

2 Influences on the Development of

‘(b‘-‘
veldpment of\ audming

In this section, the general influences on t
in social, ¢egnomic and

are discussed. These influences have their 1c
tf ological factors. As mentioned earlier the maj catalystsWwere the adven!
of the Industrial Revolution, the emergence of large indujg%{ hd commercial

.
<

companies, and the separation of ownership and cont
corporate business organisations. The separation of ownership and contf
had. major implications for auditing. Outside shareholders were concerned tha!
their .funds may not be used in ways to maximise the value of the company by
appointed managers. The audited financial statements were expected tO P“"'"d“‘
some credibility to the reported earnings in the financial statements pr epared 2
management.
o isl: i]ie Stal:e, through the Companies Act§/Companies Ordinances and rtf"“ )
gislation, has over the years gradually increased its regulation of busine?

d Jssociated with
ol

t(‘Li

5 Development of the Auditing Profession

3

>

ow, the duties, rights and responsibilities of auditors are
he relevant Corporations/Companies [ aw. The courts of

ly interpreted these statutory requirements, and cases
’ public for an

enterprise SO that n

clearly laid out in t
law have also extensive
over the years have reflected

¢ auditing is the role of the
developing and implementing
globalisation of business

ds.)2) In line with the
Quality Standard. The

recommended a Global

following:

and commerce, the [FAC
Standard is likely to inclu

e having auds ,g's..rf’ es and a methodology for conducting transnational

ds of Auditing;

with the IFAC Code of Ethics;

. taining tre
O)n internat@

O maintainﬁg’quality control standards and conducting regular quality

as ce reviews to monitor compliance with the firm’s policies and

ology.

programmes to keep partners and staff up to date

!
velopments in financial reporting; and

v ht decades, another major influence on the development of auditing
en the advent of computer technology. With the increasing use of

uters and E-commerce by most companies, appropriate techniques of

C
%diting have been developed to meet the changing methods of processing

accounting data. No longer can the auditor rely entirely on a visible ‘audit
trail’,l’! since the accounting steps are not visible to the human eye. The

proliferation of computerised accounting information systems has added a new

and exciting dimension to auditing and has imposed a new range of auditing

skills. Subsequent chapters will discuss various issues associated with the
effects of electronic commerce on the audit of financial statements, including
the related business risks, internal control considerations, confirmation and

retentions of audit evidence, etc.

Auditing in Focus 1.1

The China Element

The accounting and auditing profession is proven to be strongly influenced
by the relevant development in China. For example, in early 2011, Hong
Kong-listed mainland companies have been relieved from an obligation 10
hire Hong Kong accounting firms to do their annual audits, if their books
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are audited by a mainiand firm. Hong Kong Institute of Certifie,;
Accountants president Philip Teal Wing-chung expected that h;{”rl-, h

) O

China may still hire Hong Kong auditors at least in the short terp,

sink all 164 mainland firms will change to mainland auditors 5 do

as some would like to take a wait-and-see approach to « diate),
e h

ternational investors respond to the new rule.... but it would be jne,;.,
.\wt' |

\JIr

that some mainiand firms may choose to hire mainland auditors |,
As a result, we are going to see some loss of auditing business, ater o,

Despite the expected l0ss of business, Hong Kong accountin
will also benefit from the new rule as it allows Hong Kong Comg .ﬁw«.s;
listed on the mainland to hire the services of Hong Kong accoumqhtt.w.t:v.:,s..

auditors.’
Another example is the convergence of auditing standards. A -
declaration was signed 5 September 2011 between the China /\ud:;

Standards Board and the Hong Kong Institute of CPAs on the ong
: ANO
convergence between the mainland and Hong Kong's auditing st andw‘r.-.

The declaration is necessary given the increasing global nature of cap;t

| . ) ADIA!
markets. and desire that many companies have to raise capital in multiple
jurisdictions. It is important to have a set of standards that are glob:in‘:

compatible,’ says Philip Tsai, the president of the Hong Kong Institute of
CPAs.
The only difference between the Hong Kong and mainland stafidagds

N
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nce of intended users in the

ved by the expression of an
statements are

‘o enhance the degree of confide

financial statements ' which is ‘achie

opinion by the auditor on whether the financial
accordance with an applicable

repared, in all material respects, in |
A and  ‘whether the financial

financial reporting framework . .
statements are presented fairly, in all material respects, or give d
th the framework (HKSA 200,

true and fair view in accordance wi
in paragraph Al:

on the financial statements deals with

pinion |
financial statements are prepared, in all material

. accordance with the applicab
to all audits of financial

work. Su opinion is common
ements. itor's opinion therefore does not assure, for

example, re viability of the entity nor the efficiency or
effectivenesy with which management has conducted the affairs of

theentity.

paragraph 3).

HKSA 200 build

ce provided by an audit and it 1s
an audit (e.g. testing and internal
- auditor to offer a guarantee. It
ds to the collection of ‘sufficient
ill be required of an auditor to

0 focuses on the level of assuran
there are certain inherent features of

qogrol features) which make it impossible for a

her indicates that the duty of an auditor exten

ie an additional standard included in the revised China Auditing,Stagdards /
about communication between predecessor and successor audftors. This ;
|

3$appropriate audit evidence and that judgement W

| fulfil this important requirement.
A more comprehensive definition of an audit which says more about

reflects specific requirements and circumstances in maiRlafnd’and dogs
not conflict with the clarified Hong Kong Auditing $§ahdérds (issuedyn

June 2010). O*\.

Sources: K <\

‘New Auditing Rules to Affect Hong Kong Acceunting Firmﬁ;‘};;\ (2011). CFO
nnovation Asia February. oSN

‘China, Hong Kong Converge Audit Standards'. (ﬁ'@ﬂ,,). CFO Innovation
Asia September.

3  Auditing Defined

The HKICPA stated in its Hong Kong Standards on Audi
objective of an audit is:

(ng (HKSAS) chat the

the audit process can he found in the report of the American Accounting
Association Committee on Basic Auditing Concepts (1973, pp- 8):

‘Auditing is a systematic process of objectively obtaining and
evaluating evidence regarding assertions about economic actions
and events to ascertain the degree of correspondence between those
assertions and established criteria and communicating the results to

interested users'.
Several terms used in this definition warrant further comment since they
affect auditing practice:
Auditing is a systematic process...

| The term process connotes a dynamic activity and systematic suggests a
loglc.al, structured and scientific approach to evidence-gathering and decision-
making. Auditing therefore is a logical, structured, and scientific activity.
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of objectively obtaining and evaluating evidence...
: evaluating evidence is the cornerstone of aygy,;

thering and evaluation of evidence should be donc in a systemay.
fhaongh the evi&én&~itséif_maYﬁ°ft-,al_ways be objective.

regarding assertions about economic actions and events...

b

|

The assertions are representations about economic matters mad

ST 2 ' NCl | | n. T dsSs : |
management in the pubbshed' financial information. The assertione mad.
atters related to the overall control Structy,

the entity. There 5. theq-..,CQmP.elu“S. physical evidence available to (], Sl

181,

the assertions of management, such as the EXiStenc,
" - 0}

to support some of the . |
a physical asset. For other types of assertions, such as assertions aboyt 1

existence of non-physical assets (€.g. accounts recewable, creditors,

| goodwill) or the nbn-cmsnencgipf.{liabilities, the auditor cannot obtain pl'-"m,;;“
compelllng evidence. To verify these assertions, audit procedures hay, beer

developed which first confirm the existence of the asset and then confiyy, th
proper amount. The search for unrecorded liabilities is the most difficy]; Ju'\:.‘,
task, requiring an indirect approach and close attention to all anomalies th,, ,
up by a range of audit techniques.

1o ascertain the degree of correspondence between those assertions
and established criteria.

For users of financial reports to understand the communication$of™7
auditor, there must be some common language that the parties can Wderstang
The common language is the established criteria, which largely e6nsist of [egy)
regulations and Generally Accepted Accounting Principles &AP) '

O

and communicating the results to interested usersx

This relates to the final task of the auditor, unication, @nd\réporting.

. - . - P “"",;
Here the auditor uses a formally published audit opinion to QLIEStLo the degree
of correspondence between the assertions of managc(ngﬁf;éﬁmincd in the

financial statements and the economic events represente e statements. The
auditor’s opinion is in this way communicated to shareholders, creditors and

other interested parties, thus lending credibility to the financial reports prepared
by management.

3.1 Relationship between Accounting and Auditing

Accounting is the process of identifying, recording, classifying, summarising,
and communicating information about an organisation’s business activites

10
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al information to a wide variety of users. Two

may be identified: fnancial accounting and
accounting information

it is designed to provide financi
types of accounting activities

ing. Finan
management accounting. .
developed for the use of external parties such as investors, current shareholders,

1] | : | 0
creditors, taxing authorities and employees. Management .1c§011ntxngfrcfrrs t
accounting information developed tor internal decision making and facilitates

the achievement of organisational objectives. | S
Auditing is related to cial accounting since it is the process O lending

credibility to the financ unting) statements prepared by managcfncnt.. It
e ®nus for preparing the financial reports lies with

is worth emphasisin
management. This%ly enunciated in HKSA 200, paragraph 4:
‘Th (lﬁ% statements subject to audit are those of the entity,
, mm:@ of the entity with oversight from those
& %: with govégartee. HKSAs do not impose responsibilities on
nagement @s charged with governance and do not override
laws and ons that govern their responsibilities. However, an

1
audit arcgmce with HKSAs is conducted on the premise that

* . .
man t@f nt and, where appropriate, those charged with governance

I kuowledged certain responsibilities that are fundamental to
fonduct of the audit. The audit of the financial statements does

ot relieve management or those charged with governance of their

6 responsibilities.’

As shown in Figure 1.2, the auditor’s assertion is the audit opinion
regarding the financial reports. In forming an opinion, the auditor has to
ascertain that the assertions made by management (published financial
statements prepared by management) correspond with established criteria
which are within legal regulation and GAAP. In order to do this, the auditor has
to systematically and objectively collect and evaluate evidence. The evidence is
expected to provide information about the degree of correspondence between
the financial statements and the established criteria, and provide a basis for the
audit opinion on the truth and fairness of the financial statements. The auditor
has to communicate his findings in the statutory audit report. Auditing is thus a
form of assurance service provided by the auditor to external parties who need
to rely on these statements.

cial accounting refers to

3.2 Assurance Services

In recent times, the term ‘assurance service® is widely used to describe the
various services provided by the auditor other than the financial statement
audit, One common type of ‘assurance services’ is the compliance audit, which is

11
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Figure 1.2
Auditing and the Financial Report Audit

o Financial report aUat of finane..

I | \-‘ (’ r‘-‘[ |

Emrd Cmaia Accounting Staﬂdarq.‘.
Degree of corespondenoe Truth and fairness
Communication of results

Audit report

undertaken to determine whether the client is conforming to certain p;
and regulations set by management or a regulatory authority. The e )
criteria in a compliance audit may include certain Operating hfﬂc.(.(‘; -:l\}‘.:,-kﬁ
companies, or regulations for government and public cnfcrprig(.s m{i\
compliance audit reports are prepared for the authority that has csmbli-\.lm:k-\-\.
criteria.

The terms operational audit and management audir |
interchangeably in the literature; Chapter 18 discusses this areq further
the broad heading of ‘Internal and Operational Auditing’, which
management audit. It is, however, possible to draw a distinction Hery -
the two types of audit. Operational auditing is confined to operagon$ i :hfj
functional areas of business and is executed for management, apd=ma. 1
defined as a systematic independent appraisal activity within Organis;\'uun‘
for the review of entire departmental operations as a SCf&’..‘iée_,", U0 managemne
A management audit, on the other hand, normally d ,{vv}ith the manadgemh:
process as a whole by evaluating the various M
functions. The various policies and actions o
reviewed and appraised in terms of certain ¢ 4@ véstandards, \

Another addition to the auditors’ portfolio% ‘assurancegguge_g:;’fces’ is the ‘debr
letters’, when the auditor has to issue a formal report t ~?“;}én”organisarion has
complied with the restrictions of the loan agreemen »to maintain working
capital ratios or restrict dividend pay-outs). The ‘debt letters’ should explicitl;
state that the report is for the use of specific parties (e.g. parties to the debt

contract). ‘Assurance services’ are rising in popularity and ‘assurance services
provided by CPAs include assurance about:

()\k\‘ln' \

‘(!
P
i

ave been Used

UNGer
also Incliitid

gement progesses and
gement are eXamined,

* the reliability of E-commerce;

* the quality and reliability of medical testing care;

1, Development of the Auditing Profession

o the fairness of Mark Six draws; and
o the accuracy of ballot results in an election.

These services are sought by the public because of two critical skills that
auditors possess: objectivity and technical knowledge.

4 Types of rs

Three broad of auditors may be identified, depending upon their

different rcs% lities.
) @hendsn ors
he most visitors are independent auditors who render professional

diting servides td clients on a fee-for-service basis. These auditors may pro'v.ide
any of thesservices identified earlier. An important aspect of this type of audlnrfg
| independence’ of the auditor. The concept of independence, taken up in
4 Nequires that the auditor should be without bias, and also appear
bjective so as to reassure those who are relying on the financial reports.
t independent auditors have to be registered to practise, and for registration,

% ey have to be members of the HKICPA or another recognised accounting
| ) body.

|
4.2 Internal Auditors

The second category of auditors is internal auditors, who are employees within
an entity, although outsourcing internal auditors is common practice today. In
general, internal auditors assist the management of the organisation to discharge
its responsibilities effectively. Their main role is to ensure that the internal
controls are adequate and effective to safeguard assets; check the accuracy
and reliability of financial data; promote efficiency; ensure that the financial
accounting and other records and reports show the results of actual operations
accurately and promptly; and ensure that each unit of the organisation follows
the established policies and procedures. Internal auditors are also expected to
suggest improvements and changes to increase overall efficiency. The importance
of internal auditing is evidenced by the fact that there are professional bodies

of internal auditors to cater for this highly specialised function. The Institute of
Internal Auditors in the United States defines internal auditing as:

13
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e assurance. and consulting  qacy;y
..an independent, object! )
Jee_and. improve an Organisation's operatjo,

It helps an organ tion accomplish. its objectives by bringy,,

K ne fs 'W""’d qpproach to evaluate and imprm.(,

the .W. riveness of Tisk management, control, and governap,..

pma‘mv"

ned later, 1t can be expected that the importance and star, ;|
l [;\,:

As explai : . !
-rernal auditor will increase and in particular that the internal audiy, . |
in assisting the external independent auditor’s contribution will take o 0l

v i l“]“,.:‘.

significance in the future.

43 Government Auditors

The third type of auditors is a government auditor employed by v,
gommcnt.agencics-SUCh"astthc Hong Kong Audit Commission. The funcnm\::
of government auditors extend beyond the examination of financial reports (1;;;1
artesting to the fairness of the statements to matters related to compliance itk
Jaws and regulations, use of resources and overall efficiency of the governmey,
department. It 1s important that the auditors observe the fundamental pring; ples
of serving the public interest and maintaining the highest degree of integpin
objectivity and independence. The description provided by the United S\mt..;;
General Accountability Office (GAO) captures the matters that goycrnment

auditors are concerned with:

e financial matters and compliance — whether (1) financial’operations
are conducted with propriety, (2) financial reports‘ ‘Fe-"prescnrcd fairly.
and (3) the department or unit being audited {@x s with applicable

laws and regulations;

* economy and efficiency — whether theMdepartmeng,or unit being
audited is managing its resources in an econonfiéal,, and efficient
manner; and "

"y programme results — whether (1) desired results or benefits arc
being achieved, (2) objectives established by the legislative or other
authorising body are being met, and (3) the department or unit beiné
audited has considered alternatives which might yield desired results &
a lower cost.

: pevelopment of the Auditing profession

5 The Accountancy Profession

ated earlier in this Chapter, accountants have acquired a professional

This section reviews the conditions necessary for an

pational group to he considered as professionals. There are a nufnb'cr‘of
are generally considered to be necessary before a discipline

professional. The most important of these are: an undctrlyfing
lex body of specialised knowledge; limited

an international recognition, CONtinuing
the existence of a voluntary

commitment to curreng professional practice; ence .
organisation, which 6 regulate and improve the discipline; and a code
of ethical conducim] cRaracteristics are discussed below in relation to the
organisation ?ﬁv}tountancy profession.

5.1 ’Ic Servic
_ @crvicc is i

dires the pic

1] serviet
o a3 ds possible for the client. However, this duty must be balanced

moral and legal duty to comply with the law, and to protect
f a broader group of parties who are owed a duty of care. This

th?j
@ ing act is among the most difficult aspects of professional life.

) 5.2 Specialised Body of Knowledge

An important requirement for professional recognition is the existence of a
specialised body of knowledge. Individuals entering a profession should be able
to demonstrate that they have acquired this knowledge. This is normally done

through formal examination requirements.

As indic
status In society.
occu
characteristics that

can be identified as
motive of public service; a comp

.dmission to the right to practise;

5.3 Admission Requirements

Most professions have stringent requirements for admission, and the
accountancy profession is no exception. The HKICPA has educational and
experience requirements for admission to membership. In general, these include
a recognised degree or diploma from a university; a term of relevant practical
experience; and satisfactory performance in the professional study programme
conducted by the accounting bodies.

The HKICPA has introduced its Qualification Programme (CPA QP)
as from 1 January 1999 (with an Enhanced QP introduced in 2010). The
Programme includes the requirements for student registration and membership

15
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“ f.@ The Routes to Qualify as a Professional Accountant
through the HKICPA Qualification Programme

Accountancy
Degree Holders

AAT
Graduates

: Professional
conversion

Brndging

Prigramme
Programme

QP Components
¢ Pre-education entry

o Rrofessional accountancy education
Practical experience framework

A1
A
"" $ ‘_ Certified Public Accountant
' I' , L '.Q'.‘v-,. .
7 ,,,-':-"\ L4 )
¥y _L_”“kk hlp Agreements Source:" ‘*@,%‘ﬂ 009. Information Paper on Enhancements to the CPA QF. April.
 bodies. ey are lnstltut e T
l " {l‘:“‘ 2 Ireland ‘ .'. .}q
' ™ The Convers qud Foundation Programmes offer alternative routes for non-accountancy
{ ‘:;';n_w_',;:;;;;.;aﬁ_o,_;" S sub-degree holders respectively to satisfy the pre-entry educational

he first
' 3A in 200

x:.-;-i*‘_";}f; j it ons Appr
3 Accou arx

""--'i CPA . 1],
nts (CIMBNin 2013.

3 ,1'\,“

:-'.-z"liéf;.l;""'* 1 ﬂd fOStCl’

rofessios ’{ c HKICPA's
gl
i

‘."

Y ",
| '\a

.ru) 12 l devclopmeﬂf
ommitm n; to current

> of ;f:_.';_gs | Aé nts

_ “'} 3 T 'vt
qu :tr-g,»-n,mj“. e institute. These bridging programmes are offered by tertiary institutes and

ey
- ,._._.;;:’ff;"_o te ; e I %Sweo

JKAAT & Hong Kong Association of Accounting Technicians. It was formed in 1988 unde the
auspic ::.;;_-sf,_c';:-‘s*{_?jj"' | 4 e PA to aocredtt a second tier of accounting professionals.

?‘Tf{ .‘,;'ft‘,'.

N {}mﬁ. TR T IR

‘."f.'t‘fv S ' AP : - , \
‘;fiir.‘,iss‘nj '_i;%.'?éa% ‘i-IKICPA in its Statement 1.500 Continuing Professional

Developme 5 graph 30, for example, has stipulated that all members (except

d 1nﬂv\”n n"(aYr re l,'equll‘ed tO.
v'}'

o q,y;‘g;ﬂ, é’!&;&at least 120 hours of relevant CPD activity in each
m‘??w gﬁreeqyear period, of which 60 hours should be verifiable:;

A

4. ‘. !

s con letg.at least 20 hours (of the 120 hours required in (@)
?@) in each year; and

l

..? %@k ‘and measure learning activities 10 meet the above

re inremen ts.

! & '.
h
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Extreme cases of failure to comply or persistent non-compliance iy}, th,
CPD r('QUircments may be teferl‘ed to the COUI‘IC“. Su‘Ch.Ci?SCS n]i‘y "C\llll I
disciplinary action under PAO Chapter 50 s.33 (Part V: Disciplinary Proceedin,.
It is clear that the trend in the profession 1s towards more education and trainin,
to upgrade and maintain the competence and skill of accountants. >

5.6 Self-regulation

Society as a whole must recognise the status of a discipline before it ¢y, be
regarded as professional. This status carries with it an entitlement to Certajp
privileged communications and rights. While society bestows this honoyr on
the professionals, there is a concomitant responsibility to provide and Maintain
high standards of service to society. Accountants today enjoy this status, 4,
to retain this recognition, they must continue to provide high quality seryic,.
by exercising independence, skills, and care in their work. There must be 1
deliberate effort among professional accountants to avoid negligence in the;,
work which in the long run may affect society’s recognition of their status.

For a profession to maintain social recognition it must be willing to regulag.
itself by maintaining a high level of ethical and moral conduct individually ang
collectively. There must also be an organisation that the public can recognise
as generally controlling the activities of the profession. This organisation deals
with the government and other agencies, and provides a forum for the exchange
of ideas, and input for policy formulation by governments and businesses. In ;
general sense, this organisation provides a vehicle to maintain and develop the
preconditions of a profession.

In Hong Kong, the major organisation within the accounting profession s
the HKICPA. One of the objectives stated in the memorandum of the*HKICPA
1s to support, protect and advance the character, status and .nigfgStS of the
accountancy profession generally and particularly of accountafits s members of

the HKICPA. gn
In recent years, in response to the increasinngm
1

corporate governance, financial reporting and aud
the public’s growing expectations for the establishment of fecountable,
transparent and effective oversight body that acts independently of the
accounting profession, the FRC is established in 2006 (see Section 1.2).
Subsequent to its establishment, the investigative powers of the HKICPA over
listed company audits were passed to the FRC. Its disciplinary powers are
now independent of the HKICPA with Disciplinary Committees composed of
a majority of non-accountants appointed by the government. Their hearings
are als.o open to the public. In addition, the HKICPA’s governing body, the
Council, C?mPOSCd of a certain proportion of members who are government
representatives or non-accountants appointed by the government.

Ity coneern ‘over

ractices, Sas\ well as
T A

1. Development of the Auditing Profession

\
G

>

PCAOB Inspections of Foreign Auditors

One of the primary duties of the Public Company Accounting Oversight
Board (PCAOB), established in 2002 in the U.S., is to inspect all
registered public company audit firms. SOX section 104(b) requires annual
inspections for all ‘large’ firms that audit more than 100 issuer chentg,
or inspections at least once every three years for ‘'small’ firms that audit
fawer than 100 issuer clients. Inspections involve a review by members of
the PCAOB inspection teamof audit and review engagement work papers

4(!} .
for sufficiency and reagqip‘%ness of conclusions.

®OB encounters significant difficulties in the
. auditors that audit U.S. issuers due to the

inspection of R
reluctance,o non-U.S. oversight bodies in allowing PCAOB to have
nformai or various sovereignty and / or legal reasons.

However,

For ex % only bysMay, 2013 PCAOB entered into a Memorandum
srstand forcement cooperation with the China Securities
latory Comimission and the Ministry of Finance of China. The deal wil

papers fr hinese accounting firms. There are a number of detailed
opera es, including one that requires the PCAOB to describe
t uct or suspected conduct which gives rise to the request.
however, that this agreement only relates to sharing of documents
Chinese regulators in connection with investigations, but not on

Pégo to get access to audit documents, including working

k inspections. Nevertheless this would have implications on Chinese / Hong

O

Kong auditors registered with PCAOB.

Further readings:
- Nottbohm, M., D.A. Elingson and K. Campbell. (2012). ‘PCAOB Auditor
Inspections and Foreign Auditors’. The CPA Journal 82 (11), pp. 32-35.

PCAOB website. 2013. ‘PCAOB Enters into Enforcement Cooperation
Agreement with Chinese Regulators’. Retrieved from http://pcaobus.org/

- News/Releases/Pages/05202013_ChinaMOU.aspx.

L T T R R e v e S e S ST
Auditing in Focus 1.3

PCAOB Censures Firm for Audit Improprieties

In 2012 it is reported that the Public Company Accounting Oversight
Board in the United States penalised Brock, Schechter & Polakoff for
Improper work done for three companies in the mainland and Taiwan. The
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