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in relation to some cash flows

6.6 Master netting agreements

Statutory disclosure requirements

Financial instruments: first-time adoption of HKFRSs
Introduction

1.1 First-time adoption

Reconciliations for first-time adopters

Transition to HKFRSs with respect to financial instruments

3.1 The key steps to conversion to HKFRSs for financial instruments

32 Identification of all financial assets and financial liabilities
on first-time adoption

3.3 Recognition of all financial instruments on first-time adoption

34 Classification and measurement of financial assets and financial liabilities on
transition

35 Impairment and other estimates

3.6 Classification as a financial liability or equity
3.7 Compound instruments

38 Designation of previously recognised financial instruments

39 Fair value measurement of financial assets or financial liabilities
Prohibition on retrospective application of HKAS 32 and HKAS 39

4.1 Transitional requirements on derecognition for first-time adopters

4.2 Option to apply derecognition rules retrospectively from a chosen date
4.3 Hedge accounting

Revenue

[ntroduction

Scope

2 HK(IFRIC)-Int 15 Agreements for the Construction of Real Estate
22 Distinguishing between the sale of goods,
the rendering of services and construction contracts
23 HK(IFRIC)-Int 18 Transfers of Assets from Customers
Definition of revenue

3.1 Gross or net presentation

Measurement of revenue

4.1 Trade discounts allowed and similar items

4.2 Deferred consideration

4.3 Exchanges of goods or services

4.4 Barter transactions involving advertising services
45 Price regulation

Identification of the transaction

5.1 Unbundling of separately identifiable components
] Linked transactions

53 Sales arrangements in which the seller has partially performed its obligations

54 Up—front fees
5.5 HEK(IFRIC)-Int 13 Customer Loyalty Programmes
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Recognition criteria — sale of goods

6.1 Risks and rewards of ownership

6.2 Continuing managerial involvement and effective control
6.3 Reliable measurement of revenue

6.4 Probability of receipt of economic benefits

6.5 Measurement of costs incurred related to the transaction
6.6 Additional examples

Recognition criteria — rendering of services

7.1 Outcome of transaction can be estimated reliably

12 QOutcome of transaction cannot be estimated reliably

13 Additional examples

1.4 Milestone payments

Recognition criteria — interest revenue

Recognition criteria — royalty revenue

Recognition criteria — dividend revenue

10.1 Dividends on equity investments declared from pre-acquisition profits
Disclosure

11.1 Statutory disclosure requirements

Future developments

12.1 Revenue recognition project

Employee benefits
introduction

Scope

Short—term employee benefits
3.1 Definition

32 Recognition of short-term employee benefits
33 Profit—sharing and bonus plans

34 Disclosure

Post—employment benefits

4.1 Post-employment benefit plans

42 Types of post-employment benefit plans
4.3 Funded and unfunded retirement plans
44 Insured benefits

Multi-employer plans, group plans and state plans
5.1 Multi-employer plans

5.2 Group plans

53 State plans

54 Mandatory provident fund

Defined contribution plans

6.1 Basic principles

6.2 Disclosure

Defined benefit plans

7.1 Basic principles

7.2 Recognition and measurement

73 Defined benefit obligation and current service cost
7.4 Interest cost and discount rate

1.5 Actuarial gains and losses

7.6 Past service cost

1.7 Plan assets

7.8 Curtailments and settlements

Defined benefit plans and business combinations
Presentation and disclosure for defined benefit plans

9.1 Presentation

9.2 Disclosure

Other post-employment benefits

10.1  Long service payments under the Employment Ordinance

Other long—term employee benefits
11.1 Recognition and measurement
11.2  Disclosure

11.3 Death—in—service benefits

1173
1174
1180
1180
1181

1181
1181
1185
1186
1188
1188
1192
1193
1194
1195
1196
1196
1197
1197
1197

1199
1199
1199
1201
1201
1202
1203
1205
1205
1205
1206
1207
1207
1208
1208
1211
1212
1213
1213
1213
1214
1214
1214
1215
1225
1237
1239
1242
1245
1251
1254
1255
1255
1255
1260
1260
1262
1263
1264
1264
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Termination benefits

121  Employee benefits payable irrespective of reason for employee departure
122 Timing of recognition

123  Measurement

12.4 Disclosures

Statutory disclosure requirements

Future developments

Share-based payment

Introduction

Scope

21 General

22 Groups

23 Transactions with owners as owners

24 Business combinations

2.5 Financial instruments

2.6 Goods or services cannot be specifically identified (HK(IFRIC)-Int 8)
Recognition

3.1 General

3.2 Timing

Measurement: equity-settled transactions

4.1 General

4.2 Determining the fair value of equity instruments granted

4.3 Treatment of vesting conditions
4.4 Reload features
4.5 Adjustments after vesting date

4.6 If fair value is not measurable

47 Share price denominated in a foreign currency
Modifications including cancellations and settlements
5.1 Modifications

5.2 Cancellations and settlements

Measurement: cash—settled transactions

6.1 Basic requirements

6.2 Treatment of vesting conditions

6.3 Disclosure of liability

6.4 Share price denominated in a foreign currency

Transactions with settlement alternatives

7.1 Basic principles

1.2 Counterparty’s choice

73 Entity’s choice.

7.4 Changes to method of settlement

7.5 Equity awards settled net of tax

Disclosure and presentation

8.1 Nature and extent of share-based payments

8.2 How fair value is determined

8.3 Effect of share-based payment transactions on the profit or
loss and financial position

8.4 Iustrative disclosures

8.5 Movements in reserves

Employee share ownership plans (ESOPs)

9.1 Background

9.2 Accounting requirements

9.3 Identification of sponsoring entity

Employment taxes on share-based payments

Accounting by entities within groups

11.1 Share-based payment arrangements
involving an entity’s own equity instruments

11.2  Share-based payment arrangements involving
equity instruments of the parent

11.3  Accounting in the parent’s separate financial statements
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11.4  Accounting for intragroup recharges

11.5  Cash-settled arrangements in the consolidated financial statements
11.6  Effect of the use of ESOP trusts

11.7  Subsidiary purchases parent's shares

Leases

Introduction

Scope

2.1 HE(IFRIC)-Int 4 Determining whether an Arrangement contains a Lease
Definition of a lease

3.1 Arrangements involving the legal form of a lease

Classification of leases

4.1 Definitions

42 Lease classification determined at the inception of a lease

4.3 Changes in lease classification

44 Leases of several assets

Characteristics of a finance lease

5.1 Situations that will generally lead to finance lease classification

5.2 Leases of land and buildings
3.3 Investment property
Calculating the minimum lease payments

Gl Lease term

2 Components of minimum lease payments
Accounting and disclosure by lessees

7.1 Accounting for finance leases

7.2 Accounting for operating leases

T3 Accounting for sale and leaseback and similar transactions
7.4 Disclosure requirements for lessees
Accounting and disclosure by lessors

8.1 Classification of leases

8.2 Accounting for finance leases

8.3 Accounting for operating leases

8.4 Accounting by manufacturer and dealer lessors
8.5 Disclosure requirements for lessors

Future developments

Borrowing costs

Introduction
Core principle and scope
2.1 Exchange differences to be included in borrowing costs
22 Costs associated with shares and similar
instruments classified as financial liabilities
23 Imputed interest on convertible debt instruments
Recognition of borrowing costs
3.1 Qualifying assets
3.2 Borrowing costs eligible for capitalisation
33 Interaction of capitalisation of borrowing costs and hedge accounting
34 Period of capitalisation
35 Recognition of an impairment loss or write-down
Disclosure
4.1 Statutory disclosure requirements
Effective date and transitional provisions
5.1 Elimination of option to expense all borrowing costs

— effective 1 January 2009
5.2 Amendments to description of components of borrowing costs
— effective 1 January 2009

Foreign exchange
Introduction
Foreign currency transactions and the scope of HKAS 21
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Definitions

3.1 Monetary items

3.2 Monetary item that forms part of a net investment in a foreign operation
3.3 Functional currency

34 Functional currency is the currency of a hyperinflationary economy

Reporting foreign currency transactions in the functional currency
4.1 Initial recognition

42 Reporting at the end of subsequent reporting periods

4.3 Change in functional currency

Presentation currency

5.1 Choice of presentation currency

5.2 Translation to the presentation currency

5.3 Translation to presentation currency from
the currency of a hyperinflationary economy

5.4 Translation of a foreign operation

5.5 Disposal or partial disposal of a foreign operation
Tax effects of all exchange differences
Presentation and disclosure

7.1 General requirements

7.2 Change in functional currency

7.3 Presentation currency different from functional currency
7.4 Supplementary information in other currencies

7.5 Statutory disclosure requirements

Non—current assets held for sale and discontinued operations
Introduction

Scope
21 Classification and presentation requirements
22 Measurement requirements

Classification of non—current assets (or disposal groups) as held for sale
31 Assets that are to be sold

52 Assets that are to be abandoned

33 Assets that are to be exchanged

34 Disposals and partial disposals

35 Assets that are to be distributed to owners

36 Assets ceasing to qualify as held for sale

Measuring assets (and disposal groups) held for sale

4.1 Individual assets held for sale

42 Disposal groups

4.3 Measuring costs to sell

44 Gains and losses on disposal

4.5 Additional evidence obtained subsequent to the end of the reporting period
4.6 Changes to a plan of sale

47 Non—current assets and disposal groups held for distribution to owners
Assets acquired exclusively with a view to subsequent disposal
Discontinued operations

6.1 Definition of a discontinued operation

6.2 Presenting discontinued operations

Other presentation and disclosure requirements

7.1 Gains or losses relating to continuing operations

12 Non—current assets and disposal groups classified as held for sale
7.3 Additional disclosures

Future developments

8.1 Convergence with US GAAP

8.2 Possible annual improvement to IFRS 5

Statement of cash flows
Introduction

Scope

Form of statement of cash flows

1450
1451
1452
1455
1459
1459
1460
1460
1467
1469
1469
1469

1471
1471
1474
1480
1480
1480
1480
1480
1481
1481

1483
1483
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1485
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1496
1498
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1508
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Reporting cash flows on a net basis
Exclusion of nen—cash transactions
Exclusion of movements between items
that constitute cash or cash equivalents
Cash and cash equivalents
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4.1 Cash
42 Cash equivalents
4.3 Change in policy for components of cash equivalents

Classification of cash flows
5.1 Operating activities

5.2 Investing activities
53 Financing activities
5.4 Interest and dividends
55 Taxes

Investments in subsidiaries, associates and joint ventures
Changes in ownership interests in subsidiaries and other businesses

7.1 Separate presentation of cash flows relating to changes in ownership interests
7.2 Cash flows arising from shares issued by a subsidiary
7.3 Cash flows arising subsequent to an acquisition

Foreign currency cash flows
Additional disclosure requirements

o Non-cash transactions

Q.2 Components of cash and cash equivalents
0.3 Balances not available for use by the group
9.4 Additional recommended disclosures

Future developments

Events after the reporting period

Introduction

Definitions

2.1 Date when financial statements are authorised for issue
Adjusting events

Non-adjusting events

4.1 Dividends proposed after the reporting period

42 Changes in tax rates after the reporting period

43 Dividends receivable

Going concern

Disclosure

6.1 Non-adjusting events

6.2 Date of authorisation for issue

6.3 Updating disclosures about conditions at the end of the reporting period
6.4 Dividends proposed or declared after the reporting period
6.5 Going concern

Related party disclosures

Introduction *

Purpose of related party disclosures

Scope

31 Consolidated financial statements

32 Separate financial statements

3.3 Relationships that change during the period
34 Parties related to a group

35 State—controlled entities

Definitions

4.1 Related party

42 Control

4.3 Joint control

44 Significant influence

4.5 Close members of the family of an individual
4.6 Key management personnel

4.7 Related party transaction
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5 Disclosure requirements
5.1 Relationships
5.2 Compensation of key management personnel
5.3 Other related party transactions
5.4 Statutory disclosure requirements
6 Major changes in HKAS 24 (2009)
6.1 Partial exemption for government-related entities

6.2 Revised definition of a related party

35 Consolidated and separate financial statements
| Introduction
2 Scope
2.1 Consolidated financial statements
22 Separate financial statements
3 Identifying a subsidiary
3.1 Control
3.2 Potential voting rights
33 Special purpose entities
34 Problem areas in the identification of subsidiaries
4 Presentation of consolidated financial statements
4.1 Requirement to prepare consolidated financial statements
42 Exemption from the requirement to prepare consolidated financial statements
43 Scope of consolidated financial statements
5 Consolidation procedures
5.1 Reciprocal interests
5.2 Elimination of intragroup transactions
5.3 Non—controlling interests (previously minority interests)
54 Reporting periods of subsidiaries
55 Uniform accounting policies
5.6 Changes in a parent’s ownership interest in a subsidiary without loss of control
5.7 Disposal of a subsidiary
6 Separate financial statements
6.1 Accounting for investments in subsidiaries,
Jointly controlled entities or associates at cost
6.2 Investments in subsidiaries, jointly controlled entities
and associates that are classified as held for sale
7 Disclosure
7l Consolidated financial statements
7.2 Separate financial statements
7.3 Statutory disclosure requirements
8 Effective date and transition: HKAS 27(2008)
9 Future developments

9.1 ED 10 Consolidated Financial Statements

36 Business combinations (HKFRS 3(2008))

1 Introduction
1.1 HKFRS 3(2008) and HKFRS 3(2004)
1.2 HKFRS 3 Business Combinations (2008)
1.3 Principles underlying the revised Standards

2 Scope

2.1 Definition of a business combination

22 Transactions outside the scope of HKFRS 3(2008)
3 The acquisition method of accounting
- Identifying a business combination

4.1 Scope of HKFRS 3(2008)

4.2 Identifying a business combination

43 Identifying a business

4.4 Accounting for a transaction that is not a business combination
5 Identifying the acquirer

5.1 Meaning of control
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5.3 Application to specific cases 1658
6 Determining the acquisition date 1660
6.1 Definition of acquisition date 1660
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6.3 Equity securities transferred as consideration 1660
6.4 Practical guidance 1661
7 Recognising and measuring the identifiable assets acquired, the liabilities and contingent
liabilities assumed and any non—confrolling interest in the acquiree 1661
Tl Recognition principle 1662
1.2 Measurement principle for assets and liabilities 1664
1.3 Non—controlling interest (NCI) in an acquiree 1665
74 Guidance on specific assets and liabilities 1667
1.5 Exceptions to the recognition and measurement principles 1682
8 ldentifying and measuring consideration 1690
8.1 Consideration transferred 1690
8.2 Contingent consideration 1691
8.3 Determining what is part of the business combination transaction 1693
8.4 Acquisition—related costs 1707
8.5 Business combinations with no transfer of consideration 1707
9 Recognising and measuring goodwill or a gain from a bargain purchase 1710
9.1 Measuring goodwill or a gain from a bargain purchase 1710
Q.2 Special situations 1711
9.3 Bargain purchases 1713
16 Post—combination accounting 1715
10.1 Adjustments to provisional values 1715
10.2  Guidance on subsequent measurement and accounting 1719
I Step acquisitions 1719
12 Reverse acquisitions 1722
12.1 Identifying a reverse acquisition 1722
12.2  Accounting for a reverse acquisition 1723
13 Disclosure 1730
13.1 Business combinations in the current period or after the reporting period 1730
13,2 Adjustments recognised for business combinations
that occurred in the current or previous reporting periods 1737
133 Statutory disclosure requirements 1739
14 Effective date and transition 1739
14.1  HKFRS 3(2008) —effective date 1739
142 Transition 1741
15 Future developments 1745
15.1 ED/2009/5 Fair Value Measurement 1745
16 Accounting Guideline 5: Merger Accounting for Common Control Combinations 1745
16.1 Principles of merger accounting 1745
16.2  Procedures of applying merger accounting 1746
16.3  Accounting period covered by a newly formed parent 1747
16.4  Eamings per share 1748
37 Investments in associates 1755
1 Introduction 1755
2 Scope 1755
3 Significant influence 1756
3.1 Indicators of significant influence 1756
32 Holding 20 per cent or more of voting power 1757
i3 Holding less than 20 per cent of voting power 1758
34 Potential voting rights 1759
35 Investments in preferred shares 1760
36 Ceasing to have significant influence 1761
4 Equity accounting for investments in associates 1761
4.1 Associates generally accounted for using the equity method 1761
42 Exemptions from applying the equity method 1762
43 Application of the equity method 1762
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] Presentation and disclosure 1780
6.1 Presentation 1780
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38 Interests in joint ventures 1785
1 Introduction 1785
2 Scope 1785
3 Definitions 1786
4 Joint ventures and joint control 1786
4.1 Contractual arrangement 1786
4.2 Characteristics of joint control 1787
43 Ability to influence benefits derived 1788
44 Exercise of rights in practice 1788
45 Role of the operator of a joint venture 1788
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5.1 Jointly controlled operations 1789
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8.2 Exemptions from proportionate consolidation and the equity method 1792
8.3 Proportionate consolidation 1793
8.4 Equity accounting 1795
8.5 Transactions between a venturer and a joint venture 1796
9 Separate financial statements 1798
10 Reporting interests in joint ventures in the financial statements of an investor 1799
11 Operators of joint ventures 1799
12 Presentation and disclosure 1799
12.1 Presentation 1799
122 Disclosure 1800
13 Future developments 1802
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3 Scope 1805
31 Disclosures that might be seriously prejudicial 1806
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Measurement of segment information

Disclosure

7.1 General information

7.2 Information about profit or loss, assets and liabilities

73 Explanation of the measurement of segment information
T4 Reconciliations

7.5 Restatement of previously-reported information

1.6 Entity—wide disclosures
Effective date and transition
Future developments

Earnings per share

Introduction

Scope

21 Mutual-to-shares conversions

22 Entities voluntarily presenting EPS information

23 Consolidated and separate financial statements

24 Shares listed but not intended to be traded

Definitions

3.1 Ordinary share

32 Potential ordinary share

Calculation of basic earnings per share

4l Earnings numerator

42 Number of shares

Calculation of diluted earnings per share

5.1 Definition and general principles

5.2 Identifying dilutive potential ordinary shares

53 Convertible debt or equity instruments

54 Options, warrants and similar items

55 Contingently issuable shares

5.6 Purchased options

5.7 Written put options

58 Summary of adjustments for potential ordinary shares
in diluted EPS calculations

5.9 Potential ordinary shares issued by a subsidiary, joint venture or associate

5.10  Partly paid shares

5.11 Potential ordinary shares outstanding for part of an accounting period

Reporting additional earnings per share on an alternative basis

6.1 Additional per share measures

Presentation and disclosure

7 Presentation

T2 Disclosure

Future developments

Interim financial reporting

Introduction

Scope

2.1 Preliminary announcements of interim results
Content of an interim financial report

3.1 Minimum components

32 Periods required to be presented

33 Consolidated financial statements

34 Form and content of interim financial statements
35 Selected explanatory notes

36 Disclosure of compliance with HKFRSs

3.7 Materiality

38 Disclosure in annual financial statements

Accounting policies

4.1 Same accounting policies as annual financial statements
4.2 Changes in accounting policies

4.3 Restatement of previously reported interim periods
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5 Recognition and measurement
51 General principles
5.2 Seasonal, cyclical or occasional revenues
53 Uneven costs
54 Use of estimates
55 Changes in estimates
3.6 Additional examples
6 Review of interim financial information by the audit committee and independent auditor
7 Other requirements under the Listing Rules and GEM Rules
8 Summary half-year reports
9 Recent and potential future amendments to the Listing Rules and GEM Rules
9.1 Shortening half-year reporting deadlines for Main Board listed entities
9.2 Quarterly reporting for Main Board listed entities
9.3 Alignment of GEM Rules on quarterly reporting to proposed
Main Board quarterly reporting requirements
42 Construetion contracts
1 Introduction
2 Scope
3 Types of construction contract
4 Combining and segmenting contracts
4.1 Segregating contracts
42 Combining contracts
43 Construction of additional assets
5 Contract revenue
5.1 Variations
52 Claims
53 Incentive payments
54 Sales revenue denominated in foreign currency
[ Contract costs
6.1 Components of contract costs
6.2 Pre—contract costs
7 Recognition of contract revenue and costs
7.1 Estimating the outcome of a contract
72 Estimating the stage of completion
73 Recognition of contract losses
7.4 Recognition of contract revenue
7.5 Recognition of contract costs
1.6 When the outcome of a contract cannot be estimated reliably
8 Recognition of amounts in the statement of financial position
9 Disclosure
9.1 Accounting policies
9.2 Contract revenue
9.3 Statement of financial position
9.4 Statutory disclosure requirements
10 Service concession arrangements
10.1 Background
102 Scope of HK(IFRIC)-Int 12
10.3  The accounting models
10.4  Financial asset model
10.5 Intangible asset model
10.6  Bifurcated model
10.7 Maintenance obligations
10.8 Borrowing costs
10.9  Arrangements that do not give rise 1o construction or upgrade services
10.10  Disclosures about service concession arrangements
10.11  Effective date and transition
11 Future developments
11.1 Revenue recognition project
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Government grants

Introduction

Scope

Definitions

3.1 Government assistance

3.2 Government grants
Recognition of government grants

4.1 General principles

42 Recognition in profit or loss
43 Government loans at below—market rate of interest
Measurement of non-monetary granis
Presentation

6.1 Grants related to assets

6.2 Grants related to income
Grants related to agricultural activities
Repayment of government granis
Disclosure

Future developments

Financial reporting in hyperinflationary economies
Introduction

Scope

Definition of hyperinflation

Restatement of financial statements — general principles

4.1 The status of restated financial statements
42 Required adjustments

4.3 General price index

4.4 Gain or loss on net monetary position

4.5 Deferred taxes

4.6 Statement of cash flows

4.7 Consolidated financial statements

4.8 HK(IFRIC)}-Int 7 Applving the Restatement Approach under
HKAS 29 Financial Reporting in Hyperinflationary Economies

Historical cost financial statements

5.1 Statement of financial position

52 Statement of comprehensive income
53 Gain or loss arising on net monetary position
Current cost financial statements

6.1 Statement of financial position

6.2 Statement of comprehensive income
6.3 Gain or loss on net monetary position
Economies ceasing to be hyperinflationary
Disclosure

Agriculture

Introduction

The fair value model for agricultural activity
Scope

3.1 Definitions

32 Accounting after the point of harvest
33 Other assets used in agricultural activity
Recognition of assets

Measurement

51 Biological assets

52 Agricultural produce

Reporting of gains and losses

Government grants

7.1 Biological assets measured on a fair value basis
7.2 Biological assets measured on a cost basis
Presentation and disclosure
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8.1 Presentation

8.2 Disclosure

Future developments

9.1 ED/2009/5 Fair Value Measurement

Insurance contracts

Introduction

When is a contract an insurance contract?

2.1 Definition of an insurance contract

22 Key elements of the definition

23 Payments in kind

24 Changes in the level of insurance risk

25 Examples of msurance contracts

26 Examples of contracts that are not insurance contracts
Scope of HKFRS 4

3.1 Direct insurance contracts and reinsurance contracts
32 Items to which HKFRS 4 applies

33 Items to which HKFRS 4 does not apply

34 Embedded derivatives

35 Unbundling of deposit components

Recognition and measurement

4.1 Retention of existing accounting policies

4.2 Minimum requirements for accounting policies

4.3 Changes in accounting policies

4.4 Insurance contracts acquired in a business combination or portfolio transfer
4.5 Discretionary participation features

Disclosure

5.1 Explanation of recognised amounts

52 Amount, timing and uncertainty of cash flows

Future developments

Exploration for and evaluation of mineral resources
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Introduction

The specialised issues facing insurance companies are beyond the scope of this manual but
the requirements of HKFRS 4 Insurance Contracts are discussed in chapter 46. Those
requirements are of wider application, because they specify how all entities should determine
whether certain arrangements are within the scope of HKFRS 4 or of other Standards such as
HKAS 39.

4.2 Appendices

Appendix 1 — A summary of HKFRS 9 Financial Instruments

Appendix 2 ~ Business Combinations (HKFRS 3 (2004))

Appendix 3~ A list of HKFRSs and related guidance issued by the HKICPA in issue at
31 December 2009

Appendix4  — A comparison between HKFRSs and IFRSs at 31 December 2009

Appendix 5 — A glossary of terms, which provides definitions for expressions used
throughout this manual and in Hong Kong and international accounting
literature

Appendix 6 - IFRS for SMEs

1  Financial Reporting in Hong Kong

1 Introduction

This chapter provides a brief introduction to the Hong Kong financial reporting environment,
in the following sections:

Section 2 Forms of business organisation

Section 3 Preparation, filing and publishing of financial statements
Section 4 Financial reporting regime

Section 5 [nternational Financial Reporting Standards

Section 6 Use of IFRSs around the world

2 Forms of business organisation

2.1 Introduction

The principal forms of business organisation in Hong Kong are companies (both public and
private), branches, partnerships and sole proprietorships. Companies are generally formed as
limited liability companies and, less commonly, as unlimited companies or companies limited
by guarantee.

22 Limited liability companies

The most common form of business organisation is the limited liability company, which can
be either public or private. A private company is one that restricts the right to transfer its
shares, limits the number of members to fifty, and prohibits any offers to the public of its
shares or debentures. [s 29] Companies that do not have these restrictions are referred to as
public companies.

2.2.1 Formation

Incorporation of a limited liability company in Hong Kong is governed by the Companies
Ordinance. Since the abolition of the name reservation system, one may proceed to
incorporate a company if its name is not the same as a name already on the index maintained
by the Registrar of Companies at the Companies Registry. However, the Registrar has the
power within twelve months of the registration to direct the company to change its name if
the name is the same as or, in the Registrar’s opinion, is too similar to a name that appears or
should have appeared in the Registrar’s index, or if its name is the same as that of a body
corporate incorporated or established under any ordinance at the time of registration. Such
issues will normally be brought to the Registrar’s attention by objections filed by persons who
believe that the name adopted is the same as, or too similar to, that of previously registered
companies.
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