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PART I OUTLINE OF THE AUDITING
SYSTEM/ IN HONG KONG

PARIFIIT USE OF HONG KONG
COMPANIES FOR-BUSINESS I
ASTABY*FOREIGN COMPANIES

by Antony Wong
Hastings & Co.,
Solicitors & Notaries
Hong Kong
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PARIFT OUNLINE OF THE AUDITING
SYSTEMIIN HONG KONG

Governing legislation: Companies Ordinance
(Cap. 32)

1. Appointment of Auditors

Section 131 : Every company is required to
appoint auditors.

SRl FEISHS (T AR T E DHLE

HRBE: SHEH (Bk B325)

1. BEEANDEE

1315 : IRXTORHAFEEATEZELZ TN
FeAZY (AN
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PARIFT OUNLINE OF THE AUDITING
SYSTEMIIN HONG KONG

2. Auditor’s Report

S.129C : Auditor’s Report shall be attached to accounts.

S.141(3) : Lists out the contents of the Auditor’s Report.
Auditor must state:

(@) whether accounts are properly prepared;

(b) whether a true and fair view given;

(c) whether proper books of account kept by company;

(d) whether the company’s balance sheet and Profit and
Loss are in agreement with the books.

129C%

14153): BEBEAREEDRNBEINZE,

EEANITREIZHLGTFNIEASLEL

(@) SEHBEENFEEIZERSNTINDD

(b) EEMNDAELGHEEIEHLHOTLEM

(c) SHLEEIREEFEEICHFZFLTLSH,

(d) %210)&* xR R IERTTEENMRFLSHLTL
N\
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PARIFT OUNLINE OF THE AUDITING
SYSTEMIIN HONG KONG

3. Auditor’s Duties
3.1 Duty to verify

3.2 Duty to assess the adequacy of the
company’s internal control system

3.3 Duty to carry out investigations

SRl FEISHS (T AR T E DHLE

3. BEEADER

3.1 REEEF

3.2 S OAEBIHHIT AT LOZR L EEETE
ERE T

RERITE
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PARIFT OUNLINE OF THE AUDITING
SYSTEMIIN HONG KONG

4. Auditor’s Liabilities
4.1 Statutory Liability
4.2 Common Law Liability

4.3 Limitation on Liability

SIEl HFEISHTAETT E DM E

. BEEADER

4.1 FIEELEDERE

4.2 OF>vO—tnEE

4.3 BEEDOHIRE
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PARIFT OUNLINE OF THE AUDITING
SYSTEMIIN HONG KONG

5. Circulation and Filing Requirement of Accounts

Company must at least 21 days before AGM,
send company’s Accounts + Director’s Report
+ Auditor’s Report to every Shareholder.

For Public Companies, further requirement of
filing Accounts along with Annual Return to
Companies Registry.

SEl FEISHS (T HER T E DELE

ERREREAL21AEIETIC, SHOFEER
HE + IR OMEE + EEABEEZIA
TOREANEFLEFNIEGESREN,

AREHIE, SoI2, FFABRESLERBREEZ
SR BRI (QEEMRE) ~DEHZET S,
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PARIFT OUNLINE OF THE AUDITING
SYSTEMIIN HONG KONG

No Statutory Auditors (as in Japan) under
Hong Kong Law.

However, have Audit Committees for listed
Companies.

SEl FEISHS (T HER T E DELE

- FRELE (BRIZEITAHFP) ERERIE. EL,

- =L, EERHRICEEREZERINRESND,
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PARIFT OUNLINE OF THE AUDITING
SYSTEMIIN HONG KONG

6. Audit Committees
(A) Outline
6.1 History

Audit Committees have been around since May
1998.

- See Main Board Code of Best Practice

Compulsory for Hong Kong listed companies
- See Guide for Effective Audit Committees
(February 2002)

SEl FEISHS (T HER T E DELE

6. BEEZES
(A) BiZ
6.1 BEs%
EAZERIF1998F5AICEAShT-,
- T KXH15 (Main Board) {TEIiREE 1SR

FEEDLBESH(ZDONTITINAE,
- TR LEERERZESDFS]1(20025F2R) SR
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PARIFT OUNLINE OF THE AUDITING
SYSTEMIIN HONG KONG

(B) Terms of Reference for Audit Committees

6.3 Review of the Company’s relationship with its
external auditors

6.4 Review of financial information of the issuer

6.5 Review of the issuer’s financial reporting system
and internal control procedures

SEl FEISHS (T HER T E DELE

(B) EEZEEL~DEREE
6.3 THENMEEADERDIRE
6.4 HFRAEITEHDUBEHROIRE

6.5 A RITEHICEITEIMBHME AT LL
NERIRH FRHRDIRE
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PARIFT OUNLINE OF THE AUDITING
SYSTEMIIN HONG KONG

(C) Structure of Audit Committees

6.6 Constitution

- Audit Committee established as a committee of the Board with written
terms of reference.

6.7 Membership
- 3 to 5 members

- independent non-executive directors/Chairman

6.8 Independence
INED need to be independent of management

6.9 Chairman
Chairman of Audit Committee needs to have access and clear channel
of communication with the Board

SEl FEISHS (T HER T E DELE

(C) EEZE2DER

6.6 HAik

EERERE. FEHEICLIZEREICESNT, HRENDEERELT
|iIshd

#RE
- 3735 4
- HIFEEHEIHER S EER

It
M IERBRITIERIE. BESNSCOMIEZET D

EJ=F3
EREZEROZERE. BRSO TILRE, BFESEOBREGER
RBRBERFTISEEETD
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PARIFT OUNLINE OF THE AUDITING
SYSTEMIIN HONG KONG

(D) Responsibilities of Audit Committees

Should be set out in the terms of reference.

Responsibilities in 4 main headings: -

(1) Financial and other reporting

(2) Internal control and risk management
(3) Audits

(4) Other duties and responsibilities

SEl FEISHS (T HER T E DELE

(D) EEZE=DTHE
FEFHEELTHRESAGTNIEGSRN,

ADDEEREE:

(1) MHBFOWSE

(2) AEBHENRVIRIEE
(3) EBEE

(4) FOMmOEFHRUVEE
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PARIFT OUNLINE OF THE AUDITING
SYSTEMIIN HONG KONG

(1) Financial and other reportings
Concerned with completeness, accuracy and
fairness in Financial Statements, Director’s
Reports, Chairman’s Statement, Management
Discussion and analysis in annual/interim reports.

(2) Internal control and risk management
To ensure internal control and risk management

systems and procedures are in place and followed.

SEl FEISHS (T HER T E DELE

(1) Bt EHZEORE
HHHR. MMEBREE. RRSERER
KAERVEERTZEDKRETIZDOULNT, =
FER/HFREBMEXEHEOHMIOLT, T2
. FEERUVAESIZEALTHREETS,

(2) REMEHI R VYR Y EEE
RAEFHEH R VOIRIEED S AT L FiEH
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PARIFT OUNLINE OF THE AUDITING
SYSTEMIIN HONG KONG

(3) Audits
Audit Committee monitors internal and external
audit coverage to ensure all risk areas are
considered.

(4) Other duties and responsibilities
Audit Committee may address wider range of

issues delegated by the Board or prescribed in the
terms of reference.

SEl FEISHS (T HER T E DELE

) E&
EEZERFI. VRINHLIEFHERATEDLD.
NEREEE DX REBFH LS EREE DA REFH DN
ZEHRIT D,

(4) TOMDEHERUVEE
EEZERE. EREMNLEFEIN. RFTEES
HHRICEESHSINT, KYIRAGREEHRSIENTE
Do
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PARIFT OUNLINE OF THE AUDITING
SYSTEMIIN HONG KONG

(E) Reporting to the Board

Very important that communication channels between
Audit Committee and the Board are clearly defined.

(F) Conclusion

Hong Kong Audit Committee (for listed companies)
perform a key overview auditing role on accounting

but a lesser role in auditing of operations in a
company.

Za5 ) EEICHITAEEFIEDHE
(E) B E~DHME

EEREREBMRZOEOE BBREZIRNAEICE
BN TVBRIENEDLHTEE,

(F) #ih

FED(LBRHICHITI) EERZERL. =
MEIDEVVOEZLGREAZESIHN, D X5 BEE
BLTRE-IRIDEZEEITEL,
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PARIFT OUNLINE OF THE AUDITING
SYSTEMIIN HONG KONG

7. Operation Supervision Roles of Directors

Hong Kong company’s Constitution: ...... “business of
the company shall be managed by directors.”

Directors therefore are involved in day-to-day
operations/management of companies.

For small companies: more *hands on” management

For large companies: directors delegate to managers
or chief operating officers.

They supervise their work.
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PARIFIT  USE OF FONG KONG"COMPANIES
FOR BUSINESS IN ASIA BY
FOREIGNCONMPANIES

3 Types of Set-ups
(1) Branch Office;
(2) Representative Office; or

(3) Hong Kong Subsidiary Company.
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PARIFIT USE OF FONG KONG"COMPANIES
FOR BUSINESS IN ASIA BY
FOREIGNCONMPANIES

(1) Branch Office
Foreign company establish a ‘place of business’ in
Hong Kong as a ‘non-Hong Kong company’ under
Part XI of the Companies Ordinance.
No separate Hong Kong company.
Needs to apply for Business Registration
Certificate if have business activities in Hong
Kong.
Needs to file Annual Return to Companies
Registry.
Disadvantage : Needs to file Group Accounts along

with Annual Return every year.
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PARIFIT USE OF FONG KONG"COMPANIES
FOR BUSINESS IN ASIA BY
FOREIGNCONMPANIES

(2) Representative Office
- Suitable for foreign companies which carry out
purely promotional or public relations activities
using Hong Kong office that do not create legal

obligations.
Such Hong Kong office do not need to register
under Part XI of Companies Ordinance.

No need to register for Business Registration
either if Hong Kong office has no business
activities in Hong Kong.
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PARIFIT USE OF FONG KONG"COMPANIES
FOR BUSINESS IN ASIA BY
FOREIGNCONMPANIES

(3) Hong Kong Subsidiary Company
Most common.

Hong Kong company formed and held 100% by
foreign parent company.

Advantage :Hong Kong company stands

on its own because of

‘separate legal entity’ principle.
Needs to prepare annual accounts and to have
them audited.
Pay tax only if Hong Kong subsidiary has made
profits arising in or derived from Hong Kong.
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PARIFIT USE OF FONG KONG"COMPANIES
FOR BUSINESS IN ASIA BY
FOREIGNCONMPANIES

Position of Hong Kong Subsidiary as a Buying Office

Very Common

Foreign company sets up Hong Kong subsidiary to
act as buying office for purchasing goods or
merchandise or for collecting information. If these

operations do not further involve the Hong Kong

subsidiary in their sale, either in Hong Kong or
elsewhere, there is no profits tax liability in Hong

Kong.
Transfer Pricing clampdowns on the increase.
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PARIFIT USE OF FONG KONG"COMPANIES
FOR BUSINESS IN ASIA BY
FOREIGNCONMPANIES

Relative Advantages of using Hong Kong companies as
Subsidiary Companies (when doing business in Hong
Kong and Asia)

1. No foreign exchange control or restrictions on foreign
investment generally in Hong Kong.

2. Lower tax rate in Hong Kong than most Asian
jurisdictions. Profit tax rate for 2009/10 are:-

For Incorporated business : 16.5%
For Unincorporated business : 15%
3. No Capital Gains Tax
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PARIFIT USE OF FONG KONG"COMPANIES
FOR BUSINESS IN ASIA BY
FOREIGNCONMPANIES

. No Profits Tax on profits on company for profits not
arising in or derived from Hong Kong.

. No taxes on dividends or offshore income. No VAT.
. Estate Duty or Inheritance Tax has been abolished.

. Stable independent system of law based on Common
Law and a clean, pro-business government.

. Hong Kong is China’s international financial capital.
Has good financial environment; sound banking
system; large equity market and diversified sources of
business funding including venture capitals.
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PARIFIT USE OF FONG KONG"COMPANIES
FOR BUSINESS IN ASIA BY
FOREIGNCONMPANIES
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PARIFIT USE OF FONG KONG"COMPANIES
FOR BUSINESS IN ASIA BY
FOREIGNCONMPANIES

9. Hong Kong is the gateway to China and the Pearl River
Delta.

To minimise their business risk, international firms or
corporations tend to place their highest value activities
(e.g. international corporate, management,
procurement, distribution, finance, information and
professional services) in Hong Kong.
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PARIFIT USE OF FONG KONG"COMPANIES
FOR BUSINESS IN ASIA BY
FOREIGNCONMPANIES

10. Closer Economic Partnership Arrangement (“CEPA")

- A free trade agreement between Central
Government of China and the HKSAR allowing Hong
Kong companies goods (of Hong Kong origin) to be
exported to China tariff free. Further Hong Kong
service suppliers in 44 sectors are eligible to receive
preferential treatment in setting up offices or
providing services in China.

Since 2003, already 6 Supplements extending the
scope and depth of the preferential treatments.
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Mainland and Foeng Kong Closer*Economic
Partnershipr Arrangement (“CEPA")
= SELVICE SEeChirs

Environmental Market Reseal Research and Telecommunications
Development
Advertising Freight Forwarding Medical al | Securities and Futures T m
Agency
Al sport Individually Owned Patent Agency Services incidental to Trade Mark Agency
Stores Mining
Audiovisual Information Photographic Services related to Translation and
Technology Management Consulting | Interpretation
road freight/passenger
Building-clean Public Utility Specialty Design transportation and
maritime transport)
Computer and Sporting Professional
related i Qualification
Examinations
Conven d Legal Real Estate a Storage and
Exhibi Construction Warehousing
Cultural Related Scientific Technical Testing &

and Technical Analysis and Product
Distribution Management Consulting Testing
Consulting Services
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Hong Kong companies normally set up Wholly Owned
Foreign Enterprises ("WOFE") in China to qualify as Hong
Kong Service Supplier under CEPA. To qualify as a “Hong
Kong Service Supplier”, the Hong Kong company must
satisfy the following criteria: -

(@) incorporated in Hong Kong;

(b) has operated for 3 to 5 years in Hong Kong
(depending on the sector);

(c) is liable to pay Hong Kong Profits Tax; and

(d) employs 50% or more of its staff locally in Hong
Kong.
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- THE END -
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