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Foreword

The Hong Kong Master GAAP Guide is a comprehensive, practical and up-to-
date commentary on the approved accounting standards in Hong Kong. It is
an essential tool for accountants and professionals who are required to
prepare the accounts of a business enterprise. This book also serves as a useful
reference for auditors when analysing the financial statements of corporations.
The Hong Kong Master GAAP Guide is divided into the following sections:

® Financial Reporting Environment;
HK Interpretations (“"HK-Int");
Hong Kong Financial Reporting Standards (“HKFRS”);
HK(IFRIC) Interpretations (“HK(IFRIC)-Int"”);
Hong Kong Accounting Standards ("HKAS”);
Hong Kong (SIC) Interpretations (“"HK(SIC)-Int”); and
Recent Developments.

The Financial Reporting Environment gives an overview of the overall
regulatory framework under which all companies operate. The HKFRS, HKAS
and Interpretations form the subject matter of this Guide. Each accounting
standard and interpretation is covered under a separate chapter and discussed
using non-technical language and illustrated with worked examples.

The section on Recent Developments features the latest accounting standards
issued by the Hong Kong Institute of Certified Public Accountants. A
comprehensive topical index is included at the end. Readers can easily locate
commentary on any subject by searching the index.

This new 2012 edition of the Hong Kong Master GAAP Guide is current as at
30 April 2012.

CCH Accounting Editors
June 2012
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Introduction 3

1 Introduction
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1-100 Introduction

The generally accepted accounting practices (GAAP) in Hong Kong are
influenced by both the public sector legislation and private sector regulatory
bodies.

1-200 Public sector legislation

Public sector legislation principally consists of the statutes promulgated by the
government. Compliance with the provisions of these statutes is legally
enforceable. The statutes which have a significant impact on the GAAP in
Hong Kong are:

(a) Companies Ordinance (Cap 32); and
(b) Inland Revenue Ordinance (Cap 112).

Hong Kong, previously a British colony, has a common law tradition. Like
other common law countries such as England and the United States, financial
reporting requirements are only outlined by the Companies Ordinance. The
Inland Revenue Ordinance plays a very minimal part on financial reporting.
Accounting principles, practices and rules that have developed are largely
those of the private sector as discussed in section 1-300 below.

1-300 Private sector regulatory bodies

The private sector regulatory bodies comprise mainly professional bodies and
advisory committees. These private sector bodies do not have legal power to
enforce compliance. However, professional sanctions and public reprimand
are often strong deterrents against deviations from accepted practices. The
principal private sources of regulation on the GAAP in Hong Kong are:

(a) the requirements contained in the Rules Governing the Listing of
Securities (“Listing Rules”’) of the Stock Exchange of Hong Kong Limited
(SEHK); and

(b) the Hong Kong Institute of Certified Public Accountants (HKICPA).

Hong Kong Master GAAP Guide 1-300




4 Financial reporting environment

In July 2006, the Financial Reporting Council Bill was passed by the Legislative
Council. The Financial Reporting Council takes over the investigation of
irregularities in the financial reporting of listed companies and has greater
power and authority than the HKICPA to perform this role.

1-400 Business organisations and their disclosure
requirements

In Hong Kong, a business organisation may take the form of a sole
proprietorship, a partnership, or a company incorporated under the Companies
Ordinance. Companies incorporated under the Companies Ordinance may be
public companies or private companies. Public companies may or may not be
listed on the SEHK. Private companies cannot be listed.

As explained below, the extent of influence of each of the above regulatory
bodies depends on the form of business organisation:

(@) The requirements of the Companies Ordinance are applicable only to
companies incorporated under the Companies Ordinance. All other
business organisations not incorporated under the Ordinance do not
have to comply.

(b) The requirements of the SEHK Listing Rules are applicable only to
companies listed on the SEHK. Companies not listed on the SEHK do not
have to comply.

(c) The Hong Kong Financial Reporting Standards (HKFRS), issued by the
HKICPA, are applicable to general purpose financial statements and
other financial reporting of all profit-oriented entities, whether
incorporated or not, and whether listed or not. (The HKEFRS are financial
reporting standards and interpretations issued by the HKICPA, and
include HKFRS, Hong Kong Accounting Standards (HKAS) and
Interpretations currently in use.)

(d) The requirements of the Inland Revenue Ordinance are applicable to every
business organisation with assessable profit.

Thus, a listed company has to comply with the HKFRS, the requirements of
the Companies Ordinance and the Inland Revenue Ordinance, as well as those of
the SEHK. Specifically, a listed company will have to submit its audited
financial statements to the Registrar of Companies and to the Commissioner of
Inland Revenue. In addition, it may also have to submit its half-yearly
financial statements and preliminary financial statements to the SEHK. All the
financial statements are to be prepared to give a “true and fair”” view of the
financial position, financial performance and cash flows of an entity in
compliance with the requirements of HKFRS, the provisions of the Companies
Ordinance and the Inland Revenue Ordinance, and the SEHK requirements.

1-400 © 2012 CCH Hong Kong Limited



