
 

 

 

8 September 2014 

 

By email (response@hkex.com.hk) and by post 

 

Our Ref.: C/CGP, M96259 

 

Corporate Communications Department 

Hong Kong Exchanges and Clearing Limited 

12/F, One International Finance Centre 

1 Harbour View Street 

Central, Hong Kong 

 

Dear Sirs, 

 

Re. Consultation Paper on Risk Management and Internal Control:  

Review of the Corporate Governance Code and Corporate Governance Report   

 

--- Please find attached a completed questionnaire from the Hong Kong Institute of CPAs 

("Institute") in relation to the above consultation.  

 

Generally, we are supportive of the proposal to extend the scope of the relevant parts 

of the Corporate Governance Code ("the Code") and Corporate Governance Report 

("the Report") to cover risk management, in addition to internal control, for the reasons 

given in the consultation paper. Risk management and internal control should be seen 

as integrated activities and not as separate and unrelated functions. 

 

We agree that the board should take overall responsibility for the risk management 

and internal control systems and that the management should report on the 

effectiveness of the systems. However, we feel that there is still room for greater 

clarity in the Code in delineating the specific roles and responsibilities of different 

stakeholders, including the board, management, audit committee and, potentially, the 

risk committee, if one is established, internal audit and external audit.   

 

We also consider that the opportunity should be taken to clear up any ambiguities and 

overlap between the disclosure requirements of the provisions of the Code and the 

mandatory disclosure requirements in the Report. We have highlighted one such 

example in the response to question 9 in the questionnaire. 

 

mailto:response@hkex.com.hk
http://www.hkex.com.hk/eng/newsconsul/mktconsul/Documents/cp201406.pdf
http://www.hkex.com.hk/eng/newsconsul/mktconsul/Documents/cp201406.pdf
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The importance to listed companies of having effective risk identification processes 

and risk management and internal control systems is not in doubt. The recent financial 

crisis demonstrates what can happen if boards do not have adequate oversight of 

these areas and do not fully understand the risks that the company is taking, and the 

communication between the management the board is not effective. In this regard, we 

firmly believe that having a professional accountant as an executive on the board, or 

as a member of the senior management, who has the knowledge and expertise 

needed to oversee the company’s finance and accounting function, and the adequacy 

of its financial, as well as operational and compliance controls, is of fundamental 

importance.  

 

The Institute expressed strong reservations about the removal of the requirement for 

listed companies to have a "Qualified Accountant (QA)", when this requirement was 

reviewed and, ultimately, removed in 2008. Although certain new requirements were 

introduced, specifically, the requirement in the Code, that the board's annual review of 

the internal controls should, in particular, consider the adequacy of the resources, 

qualification and experience of staff of the issuer's accounting and financial reporting 

function, and their training programmes and budget, and the requirement in the listing 

rules, that at least one of the independent non-executive directors must have 

appropriate professional qualifications or accounting or related financial management 

expertise, these requirements do not ensure that a qualified professional is employed 

by listed companies at the most senior levels.  

 

The proposed change to the wording of the Code Provision, referred to above, which 

involves replacing "consider" with "ensure", and adding internal audit into the scope of 

resources to be included in the annual review, will not alter the above situation. 

Therefore, we would urge Hong Kong Exchanges and Clearing to consider 

reintroducing a requirement for a QA, who should be member of the Hong Kong 

Institute of CPAs, or a professional accountant of equivalent standing. In the case of 

an overseas- incorporated company, whose principal business and central 

management and control are outside Hong Kong, the QA might be a member in good 

standing, with requisite knowledge and experience (including knowledge of 

international financial reporting standards), of a national accounting body in the 

jurisdiction of the company's main base, who is properly regulated by a competent 

authority. 
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The reintroduction of a requirement for a QA would help to give greater assurance to 

investors as to the quality and effectiveness of issuers' risk management and internal 

control systems, as well as the internal audit function. Having a QA in place should be 

seen as, in itself, an important element of an effective risk management and internal 

control framework.         

 

If you have any questions on our submission or would like meet to discuss it, please 

contact Peter Tisman, Director Advocacy and Professional Development, in the first 

instance.  

 

We apologise for the slight delay in responding. 

 

                                    

Yours faithfully 

 

Peter Tisman 

Director, Advocacy & Practice Development 

 

Encl. 

PMT/sc 
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QUESTIONNAIRE ON PROPOSED CHANGES TO THE 

CORPORATE GOVERNANCE CODE AND CORPORATE 

GOVERNANCE REPORT ON RISK MANAGEMENT AND 

INTERNAL CONTROL 
 

We invite interested parties to respond to the Consultation Paper on Risk Management and 

Internal Control: Review of the Corporate Governance Code and Corporate Governance Report 

(Consultation Paper), which can be downloaded from the HKEx website at: 

http://www.hkex.com.hk/eng/newsconsul/mktconsul/Documents/cp201406.pdf 

 

This Questionnaire contains the Privacy Policy Statement; Part A: General Information of 

Respondents; and Part B: Consultation Questions. 

  

All responses should be made in writing by completing and returning to HKEx both Part A and 

Part B of this Questionnaire no later than 31 August 2014 by one of the following methods: 

 

By mail or  

hand delivery to: 

Corporate Communications Department 

Hong Kong Exchanges and Clearing Limited 

12
th
 Floor, One International Finance Centre 

1 Harbour View Street 

Central 

Hong Kong 

 

Re:   Consultation Paper on Risk Management and 

Internal Control: Review of the Corporate 

Governance Code and Corporate Governance 

Report 

 

 

By fax to:  (852) 2524-0149 

 

By e-mail to:  response@hkex.com.hk 

 

Please mark in the subject line:  

 

Re:   CP on CG Review relating to Risk Management and 

Internal Control 

 

 

Our submission enquiry number is (852) 2840-3844.  

 

The names of persons who submit comments together with the whole or part of their submissions 

may be disclosed to members of the public.  If you do not wish your name to be published please 

indicate so in Part A.  

 

http://www.hkex.com.hk/eng/newsconsul/mktconsul/Documents/cp201406.pdf
mailto:fil@hkex.com.hk


        
 

2 

Privacy Policy Statement 
 

Hong Kong Exchanges and Clearing Limited and from time to time, its subsidiaries, affiliated 

companies controlling it or under common control with it and its joint ventures (each such entity, 

from time to time, being “HKEx”, “we”, “us” or an “affiliate” for the purposes of this Privacy 

Policy Statement as appropriate) recognises its responsibilities in relation to the collection, 

holding, processing, use and/or transfer of personal data under the Personal Data (Privacy) 

Ordinance (Cap. 486) (“PDPO”).  Personal data will be collected only for lawful and relevant 

purposes and all practicable steps will be taken to ensure that personal data held by HKEx is 

accurate. HKEx will use your personal data in accordance with this Privacy Policy Statement.  

 

We regularly review this Privacy Policy Statement and may from time to time revise it or add 

specific instructions, policies and terms.  Where any changes to this Privacy Policy Statement are 

material, we will notify you using the contact details you have provided us with and, as required 

by the PDPO, give you the opportunity to opt out of these changes by means notified to you at 

that time.  Otherwise, in relation to personal data supplied to us through the HKEx website, 

continued use by you of the HKEx website shall be deemed to be your acceptance of and consent 

to this Privacy Policy Statement.  

 

If you have any questions about this Privacy Policy Statement or how we use your personal data, 

please contact us through one of the communication channels below.  

 

HKEx will take all practicable steps to ensure the security of the personal data and to avoid 

unauthorised or accidental access, erasure or other use.  This includes physical, technical and 

procedural security methods, where appropriate, to ensure that the personal data may only be 

accessed by authorised personnel.  

 

Please note that if you do not provide us with your personal data (or relevant personal data 

relating to persons appointed by you to act on your behalf) we may not be able to provide the 

information, products or services you have asked for or process your request.  

 

Purpose  

 

From time to time we may collect your personal data such as your name, mailing address, 

telephone number, email address and login name for the following purposes:  

 

1.     to process your applications, subscriptions and registration for our products and services;  

2. to perform or discharge the functions of HKEx and any company of which HKEx is the 

recognised exchange controller (as defined in the Securities and Futures Ordinance (Cap. 

571));  

3. to provide you with our products and services and administer your account in relation to 

such products and services;  

4. to conduct research and statistical analysis; and  

5. other purposes directly relating to any of the above.  
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Direct marketing  

 

Except to the extent you have already opted out or in future opt out, we may also use your name, 

mailing address, telephone number and email address to send promotional materials to you and 

conduct direct marketing activities in relation to our financial services and information services, 

and related financial services and information services offered by our affiliates.  

 

If you do not wish to receive any promotional and direct marketing materials from HKEx or do 

not wish to receive particular types of promotional and direct marketing materials or do not wish 

to receive such materials through any particular means of communication, please contact us 

through one of the communication channels below.  

 

Identity Card Number  

 

We may also collect your identity card number and process this as required under applicable law 

or regulation, as required by any regulator having authority over us and, subject to the PDPO, for 

the purpose of identifying you where it is reasonable for your identity card number to be used for 

this purpose.  

 

Transfers of personal data for direct marketing purposes  

 

Except to the extent you have already opted out or in future opt out, we may transfer your name, 

mailing address, telephone number and email address to our affiliates for the purpose of enabling 

our affiliates to send promotional materials to you and conduct direct marketing activities in 

relation to their financial services and information services.  

 

Other transfers of personal data  

 

For one or more of the purposes specified above, the personal data may be:  

 

1. transferred to our affiliates and made available to appropriate persons in our affiliates, in 

Hong Kong or elsewhere and in this regard you consent to the transfer of your data 

outside of Hong Kong; and  

2. supplied to any agent, contractor or third party who provides administrative or other 

services to HKEx and/or any of our affiliates in Hong Kong or elsewhere. 
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How we use cookies  

 

If you access our information or services through the HKEx website, you should be aware that 

cookies are used. Cookies are data files stored on your browser.  The HKEx website 

automatically installs and uses cookies on your browser when you access it. Two kinds of 

cookies are used on the HKEx website:  

 

Session Cookies: temporary cookies that only remain in your browser until the time you leave 

the HKEx website, which are used to obtain and store configuration information and administer 

the HKEx website, including carrying information from one page to another as you browse the 

site so as to, for example, avoid you having to re-enter information on each page that you visit. 

Session cookies are also used to compile anonymous statistics about the use of the HKEx 

website.  

 

Persistent Cookies: cookies that remain in your browser for a longer period of time for the 

purpose of compiling anonymous statistics about the use of the HKEx website or to track and 

record user preferences.  

 

The cookies used in connection with the HKEx website do not contain personal data. You may 

refuse to accept cookies on your browser by modifying the settings in your browser or internet 

security software.  However, if you do so you may not be able to utilise or activate certain 

functions available on the HKEx website.  

 

Compliance with laws and regulations  

 

You agree that HKEx and its affiliates may be required to retain, process and/or disclose your 

personal data in order to comply with applicable laws and regulations, or in order to comply with 

a court order, subpoena or other legal process, or to comply with a request by a government 

authority, law enforcement agency or similar body (whether situated in Hong Kong or 

elsewhere).  You also agree that HKEx and its affiliates may need to disclose your personal data 

in order to enforce any agreement with you, protect our rights, property or safety, or the rights, 

property or safety of our affiliates and employees.  

 

Corporate reorganisation  

 

As HKEx continues to develop its business, we may reorganise our group structure, undergo a 

change of control or business combination.  In these circumstances it may be the case that your 

personal data is transferred to a third party who will continue to operate our business or a similar 

service under either this Privacy Policy Statement or a different privacy policy statement which 

will be notified to you.  Such a third party may be located, and use of your personal data may be 

made, outside of Hong Kong in connection with such acquisition or reorganisation.  
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Access and correction of personal data  

 

Under the PDPO, you have the right to ascertain whether HKEx holds your personal data, to 

obtain a copy of the data, and to correct any data that is inaccurate.  You may also request HKEx 

to inform you of the type of personal data held by it.  All data access requests shall be made 

using the form prescribed by the Privacy Commissioner for Personal Data (“Privacy 

Commissioner”) which may be found on the official website of the Office of the Privacy 

Commissioner.    

 

Requests for access and correction or for information regarding policies and practices and kinds 

of data held by HKEx should be addressed in writing and sent by post to us (see contact details 

below).  

 

A reasonable fee may be charged to offset HKEx’s administrative and actual costs incurred in 

complying with your data access requests.  

 

Termination or cancellation  

Should your account with us be cancelled or terminated at any time, we shall cease processing 

your personal data as soon as reasonably practicable following such cancellation or termination, 

provided that we may keep copies of your data as is reasonably required for archival purposes, 

for use in relation to any actual or potential dispute, for the purpose of compliance with 

applicable laws and regulations and for the purpose of enforcing any agreement we have with 

you, for protecting our rights, property or safety, or the rights, property or safety of our affiliates 

and employees.  

 

Contact us  

 

By Post:  

Personal Data Privacy Officer  

Hong Kong Exchanges and Clearing Limited  

12/F., One International Finance Centre  

1 Harbour View Street  

Central  

Hong Kong  

 

By Email:  

pdpo@hkex.com.hk 

mailto:pdpo@hkex.com.hk
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Part A General Information of the Respondent 
 

(1) Please state whether your response represents your personal or your company’s view by 

checking () the boxes below and filling in the information as appropriate:  

  Company view 

Company name*: Hong Kong Institute of Certified Public Accountants 

Company type*: 

 

HKEx Participant:-  SEHK  HKFE 

  HKSCC  SEOCH  HKCC 

 Listed company  Professional body / Industry association 

 Market practitioner  None of the above 

Contact person*: Mr Peter Tisman 

Title: Director, Advocacy and Practice Development 

Phone no.*:  22877084 Email address: peter@hkicpa.org.hk 
 

  Personal view 

Respondent’s full name*: Mr / Ms / Mrs    

Phone no.*:   Email address:  

Among the following, please select the one best describing your position*: 

  Listed company staff  HKEx participant staff      Retail investor   

  Institutional investor  None of the above 

Important note: All fields marked with an asterisk (*) are mandatory.  HKEx may use 

the contact information above to verify the identity of the respondent.  Responses 

without valid contact details may be treated as invalid. 

 

(2) Disclosure of identity 

HKEx may publish the identity of the respondent together with Part B of this response to 

the members of public.  Respondents who do not wish their identities to be published 

should check the box below:  

 

 I/We do not wish to disclose my/our identity to the members of the public. 

 

 

 

 

 

 

 

_________________________     

Signature (with Company Chop if the response represents company view) 
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Part B Consultation Questions 
 

Please indicate your preference by checking the appropriate boxes.  Please reply to the questions 

below on the proposed change discussed in the Consultation Paper downloadable from the HKEx 

website at: http://www.hkex.com.hk/eng/newsconsul/mktconsul/Documents/cp201406.pdf  

 

Where there is insufficient space provided for your comments, please attach additional pages. 

 

 

1. Do you agree with our proposal to amend the title of Section C.2 of the Code to “Risk 

management and internal control”? 

 

 Yes 

 

 No 

 

Please give reasons for your views. 

 

 

 

2. Do you agree with the proposed amendments to Principle C.2 to define the roles of the 

board and the management, and state that the management should provide assurance  

to the board on the effectiveness of the risk management systems? Is the intention of the 

proposed wording sufficiently clear? 

 

 Yes, but note the additional points raised in the response below  

 

 No    

 

Please give reasons for your views.  

As the consultation paper explains (paragraph 22), a review of global developments 

indicates that internal control is now seen as an integrated part of risk management 

and, conceptually, not as a separate issue. We agree with this approach.  The Hong 

Kong Institute of CPAs ("the Institute")'s 2005 guidance, which was published at the 

request of the Stock Exchange, prior to the introduction of the internal control 

requirements (in the then Code on Corporate Governance Practices), was entitled, 

"Internal Control and Risk Management – A Basic Framework" and covered both 

areas, as part of an overall framework.         

http://www.hkex.com.hk/eng/newsconsul/mktconsul/Documents/cp201406.pdf
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3. Do you agree with our proposal to introduce an amended RBP (C.2.6) to provide that  

the board may disclose in the Corporate Governance Report that it has received  

assurance from management on the effectiveness of the issuer’s risk management  

and internal control systems? Is the intention of the proposed wording sufficiently clear? 

 

 Yes, but we suggest considering making this a CP rather than a RBP  

 

 No    

 

Please give reasons for your views.  

 

 

 

4. Do you agree with the proposed amendments to CP C.2.1 to state that the board  

should oversee the issuer’s risk management and internal control systems on an  

ongoing basis? Is the intention of the proposed wording sufficiently clear? 

 

 Yes  

 

 No    

We agree on the need to delineate more clearly the roles of different parties within an 

issuer in relation to risk management and internal control. We also agree that 

management should give assurance to the board on the effectiveness of the risk 

management systems (although additional information could usefully be provided as 

to what kind of assurance is envisaged). While these are well accepted principles in 

internal controls/risk management best practices, the intentions underlying these 

principles may not be too clear in Appendix 14, as a stand-alone document. In this 

regard, we refer you to the Institute’s recent disclosure guide on this subject, "A 

Guide on Better Corporate Governance Disclosure" 

http://www.hkicpa.org.hk/en/membership-and-benefits/professional-

representation/corporate-governance/publications/gov-publications/cg-practices/ 

In that publication, we explain that the board would need to formulate its own review 

process, including obtaining assurances from various stakeholders (like management, 

internal audit, and external audit). The board should also satisfy itself that such 

assurances are well grounded.    

As this is a proposed RBP, a clearer stand should be taken on what should be 

regarded as good practice. As it is generally seen as good practice for the 

management to give such assurance (in fact, the proposed revised Principle C.2 

expects this) and disclosure should in itself be seen as good practice, the RBP should 

state that this information should be disclosed. Given the proposed Principle C.2, we 

would further suggest that consideration be given to turning the disclosure of the 

management's assurance into a CP. This way, if disclosure is not forthcoming, this 

will provide relevant information to investors about the risk management and internal 

control systems of the issuer. It will also give the board an opportunity to explain why 

such assurance has not been provided, as well as any follow up/remedial action that 

the board has taken.              

http://www.hkicpa.org.hk/en/membership-and-benefits/professional-representation/corporate-governance/publications/gov-publications/cg-practices/
http://www.hkicpa.org.hk/en/membership-and-benefits/professional-representation/corporate-governance/publications/gov-publications/cg-practices/
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Please give reasons for your views. 

 

 

 

5. Do you agree with our proposal to upgrade to a CP the existing RBP C.2.3, which sets 

out the matters that the board’s annual review should consider? 

 

 Yes 

 

 No 

 

Please give reasons for your views. 

 

 

 

6. Do you agree with our proposal to upgrade to a CP the existing RBP C.2.4, which sets out 

the particular disclosures that issuers should make in their Corporate Governance Reports 

in relation to how they have complied with the internal control CPs during the reporting 

period? 

 

 Yes, but subject to certain qualifications and clarifications in the detailed response 

below  

 

 No    

 

Please give reasons for your views. 

 

The proposed wording suggests that the board should seek and receive regular reports 

on the operation of the risk management and internal control systems, which should 

include how key risks are being managed, and any changes in the major risks facing 

the issuer.  In our view, this would be appropriate.     

Yes, generally, these are areas that should be considered in the annual review. In 

relation to item "(d), significant control failings or weaknesses…", some further 

guidance or definition of what would fall into this category would help issuers. We 

would also suggest adding the underlined wording below, to the end of the first 

phrase. The whole phrase would then read: "significant control failings or weaknesses 

that have been identified during the period and how these have been or will be 

remedied".      
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7. Do you agree with our proposal to amend the wording of proposed CP C.2.4 to  

simplify the requirements and remove ambiguous language, and to make clear that  

the risk management and internal control systems are designed to manage rather than  

eliminate risks? Is the intention of the proposed wording sufficiently clear? 

 

 Yes  

 

 No    

 

Please give reasons for your views. 

 

 

 

8. In relation to proposed CP C.2.4, do you agree with our proposal to upgrade the existing 

recommendation that issuers disclose their procedures and internal controls for handling 

and disseminating inside information (Section S., paragraph (a)(ii)), and amend it to 

include the handling of “other regulatory compliance risks”? 

 

 Yes, partially   

 

 No, partially   

 

Please give reasons for your views. 

 

Generally, these are areas that should be disclosed in an issuer's Corporate 

Governance Report. To be more consistent with the proposed revised CP C.2.1, in the 

first arm of (c), it may be better to refer to an acknowledgment by the board that it is 

responsible for oversight of the risk management and internal control systems. It is 

also for consideration whether this should be a mandatory disclosure requirement 

under the Corporate Governance Report, section Q, rather than a CP.  

 

Due to the structure of the code, the implications of not including in the Corporate 

Governance Report (i.e., in Section Q) an acknowledgment by the board that it is 

responsible for the risk management and internal control systems and, instead, 

making this a "comply or explain" disclosure, could be somewhat ambiguous.  

It would be prudent for the management to make the suggested clarification, which 

should make it clear to investors that having effective risk management and internal 

controls systems does not amount to eliminating all risk.   
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9. Do you agree with our proposal to upgrade to Mandatory Disclosures the following 

existing Recommended Disclosures in relation to internal controls (Section S.): 

 

(a) whether the issuer has an internal audit function;  

(b) how often the risk management and internal control systems are reviewed, the 

period covered, and where an issuer has not conducted a review during the year, an 

explanation why not; 

(c) a statement that a review of the effectiveness of the risk management and internal 

control systems has been conducted and whether the issuer considers them effective 

and adequate; and 

(d) significant views or proposals put forward by the audit committee?  

 

 Yes, mainly, subject to the qualifications below  

 

 No, partially    

 

Please give reasons for your views. 

  

We would agree with upgrading the existing recommended disclosure in relation 

handling and disseminating inside information to a CP, but not to extending this to 

"other regulatory compliance risks", which would be a new, and rather open-ended, 

requirement.  In addition, this is not necessary, as compliance risks should, by 

implication, already be covered under the proposed CP C.2.4 (a) which requires the 

disclosure of "the process used to identify, evaluate and manage significant risks”. 

Compliance controls are also specified as being a key component of the scope of the 

board's annual review, so it could be confusing to require separate disclosure of 

internal controls around compliance risks, while not doing so around financial or 

operational risks. 
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10. Do you agree with our proposal to move the existing recommendation that issuers 

disclose details of any significant areas of concern (Section S., paragraph (a)(ix)) to a 

new RBP C.2.7, and to amend the provision to widen its application by removing the 

reference to areas of concern “which may affect shareholders”? 

 

 Yes, but with the qualification indicated below 

 

 No 

 

Please give reasons for your views. 

 

 

 

11. Do you agree with our proposal to remove RBP C.2.5, which states that issuers should 

ensure their disclosures provide meaningful information and do not give a misleading 

impression? 

 

 Yes 

 

 No 

 

 

 

Although, generally, we support this proposal, we have reservations regarding the 

inclusion of item (d), which could discourage the audit committee from being open 

and frank with the management and the board. However, if the audit committee has 

indicated some disagreement with the assessment reflected in (c), this should be 

disclosed.   

 

The current review provides a good opportunity to address some of the ambiguities in 

the existing code, but the proposal may not completely achieve this. For example, 

item (b) requires disclosure where an issuer has not conducted a review of the risk 

management and internal control systems during the year and an explanation why not. 

However, this would appear to overlap with the proposed revised CP C.2.1, which 

requires the board to ensure that a review of the effectiveness of these systems be 

conducted at least annually. As CP C.2.1 is a ''comply or explain'' requirement, the 

structure of the code would seem to require an issuer that has not conducted a review 

to acknowledge that fact and to explain why it has not done so. How these two, 

apparently overlapping, requirements (one a proposed mandatory disclosure and the 

other a ''comply or explain'' CP) relate to one another needs to be clarified.          

While we have no objection to an RBP, that "[t]he board may disclose in the 

Corporate Governance Report details of any significant areas of concern", this may be 

too broad to encourage to issuers to expand their disclosure. It may also be 

worthwhile to make clear that any matters that may constitute inside information 

would be subject to the statutory regime governing the disclosure of such information.   

 



        
 

13 

Please give reasons for your views. 

 

 

 

12. Do you agree with our proposals to remove the recommendations that issuers include in 

their Corporate Governance Reports:  

 

(a) an explanation of how the internal control system has been defined for them (Section 

S., paragraph (a)(i)); and  

 

(b) the directors’ criteria for assessing the effectiveness of the internal control system 

(Section S., paragraph (a)(vii))?  

 

 Yes  

 

 No   

 

Please give reasons for your views. 

 

 

 

13. Do you agree with our proposal to upgrade RBP C.2.6 to a CP (re-numbered C.2.5) and 

amend it to state that an issuer should have an internal audit function, and issuers without 

an internal audit function should review the need for one on an annual basis and disclose 

the reasons for the absence of such function in the Corporate Governance Report? Is the 

intention of the proposed wording sufficiently clear? 

 

 Yes, with the qualification indicated below  

 

 No 

 

Please give reasons for your views. 

 

We agree with the rationale provided at paragraph 76 of the consultation paper.  

We agree that (a) is not very clear. As regards (b), this should already be adequately 

covered by the proposed revised CP C2.4(d).  
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14. Do you agree with our proposal to introduce new Notes to the proposed CP C.2.5 to 

clarify that:  

 

(a) the role of  the internal audit function is to carry out the analysis and independent 

appraisal of the adequacy and effectiveness of an issuer’s risk management and 

internal control systems; and 

 

(b) a group with multiple listed issuers may share group resources of the holding 

company to carry out the internal audit function for members of the group? 

 

 Yes, partially 

 

 No, partially 

  

Is the intention of the proposed wording sufficiently clear?  Please give reasons for your 

views. 

 

We agree with this proposal and on the importance of having an internal audit 

function. The consultation paper notes, at paragraph 79, that "the internal audit 

function plays an important role in ensuring the effectiveness of an issuer's risk 

management and internal control systems" and that "it is often seen as the third line of 

defence". It also points out that some even take the view "that it may be impossible to 

have an effective internal control system without an internal audit function". Stock 

markets in a number of other jurisdictions make it a requirement to have such 

function.  Under the circumstances, it may not be sufficient for issuers without such a 

function to re-consider the issues only on an annual basis. We would suggest that 

consideration be given to requiring issuers to review the need on a half-yearly basis.                    

 

During the soft consultation, the Institute was one of the stakeholders that expressed 

reservations about requiring an in-house internal audit function and suggested that 

this should be allowed to be outsourced, to accommodate smaller less-well-resourced 

issuers, which could have difficulty recruiting suitable staff. We pointed out that this 

was regarded as acceptable to the internal audit profession. We note also that this 

practice is also accepted as compliance in the case of a number of similar corporate 

governance codes overseas. We are pleased to see, therefore, that the point has been 

taken on board in the current consultation paper (e.g., paragraphs 80 and 88). We 

would suggest that, for the avoidance of doubt, this matter be made more explicit in 

CP C2.5, by, for example, adding another note, along the lines of the following:  

 

3 Compliance may be achieved either by way of establishing an in-house internal 

audit function or outsourcing the function to competent persons.             
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15. Do you agree with our proposal to amend the existing CP C.2.2 to state that the board’s 

annual review should ensure the adequacy of resources, staff qualifications and 

experience, training programmes and budget of the issuer’s internal audit function (in 

addition to its accounting and financial reporting functions)? 

 

 Yes, partially   

 

 No, partially     

 

Please give reasons for your views. 

 

It may be better to make reference to an existing definition of the role of internal audit 

in Note 1. The website of the Institute of Internal Auditors defines internal auditing as 

"an independent, objective assurance and consulting activity designed to add value 

and improve an organization's operations. It helps an organization accomplish its 

objectives by bringing a systematic, disciplined approach to evaluate and improve the 

effectiveness of risk management, control, and governance processes." 

 

An extract or modified version of the above may be suitable.    

 

As regards, Note 2, if, as we suggest in the response to question 13 above, it is made 

clear that compliance may be achieved either by way of establishing an in-house 

internal audit function or outsourcing the function, there may be no need for the 

second note. Furthermore, as currently proposed, the note could give rise to various 

questions, such as whether resources sharing among holding companies and their 

listed subsidiaries could constitute a continuing connected transaction, and whether, 

for Mainland state-owned enterprises, certain types of audits by government 

departments could be regarded as an internal audit function of the listed issuers.   
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16. Do you agree with our proposal to amend Principle C.3 in respect of audit committees 

and CP C.3.3 in respect of their terms of reference to incorporate “risk management” 

where appropriate?  

 Yes, possibly, but subject to further consideration of the issues raised below  

 

 No   

 

Please give reasons for your views. 

 

In the light of the response to question 13 above, and the proposals in the consultation 

paper, it should be recognised that internal audit function may be outsourced and the 

wording should clearly reflect this. We would suggest something along the lines of 

the following:    

 

The board’s annual review should, in particular, ensure the adequacy of resources, 

staff qualifications and experience, training programmes and budget of the issuer’s 

accounting, internal audit and financial reporting functions. Where the internal audit 

function is outsourced, the board should ensure the adequacy of the budget and that 

every effort is made to outsource to competent persons with sufficient resources to 

carry out the function.   

 

In addition, we would draw your attention to an issue raised in the covering letter, 

namely that consideration should be given to reintroducing the requirement 

previously in the listing rules for issuers to employ a "qualified accountant". This 

would ensure that issuers have a competent individual to assist the company in 

fulfilling its financial reporting obligations and developing and maintaining effective 

risk management and internal controls in relation to financial and other matters. 

In principle, yes, for the reason given in response to question 1, above, that internal 

control is now seen as an integrated part of risk management and, conceptually, not as 

a separate activity. 

 

However, while we agree that it is the board’s responsibility to oversee the issuer’s 

risk management and internal control systems on an ongoing basis, we have some 

reservations about continuing to channel this into the terms of reference of the audit 

committee, without further consideration, and in the light also of the other changes 

being proposed to the code. It could be, for example, that the board decides to set up a 

separate risk committee, as envisaged in question 17 below. What then would be the 

interface between the work of the audit committee and that of the risk committee?  

Now that the listing rules require that audit committees comprise only non-executive 

directors, are they the best vehicle to take up oversight of the review of risk 

management on behalf of the board, given that risk and controls relating to business 

operations will be an import part of the process? Where there is an internal audit 

function, how do the respective roles of internal audit and the audit committee/ risk 

committee to relate to one another?  See also the response to question 17 below. 
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17. Do you agree that the matter of establishing a separate board risk committee should be 

left to issuers to decide in accordance with their own circumstances? 

 Yes, but subject to qualifications below  

 

 No   

 

Please give reasons for your views. 

 

 

18. What would be an appropriate period of time between the publication of the consultation 

conclusions and the implementation of the amendments set out in the Consultation Paper? 

 

 Six months  

 

 Nine months  

 

 12 months 

 

 Others (please specify:     )  

 

Please give reasons for your views. 

 

Yes, for the reasons given in the consultation paper (paragraph 95 refers). However, if 

an issuer chooses to set up a separate risk committee, unless, as provided for in the 

Australian code, it is part of (or a subcommittee of ) the audit committee, then the 

Hong Kong code would need to make allowances for this, as, it seems, the UK code 

has done. If the Stock Exchange were to accept the establishment of a separate risk 

committee, which assumed the role and responsibilities currently proposed for the 

audit committee in relation to risk management and internal control, as complying 

with the code, then CP C3.3 would need to explain that the relevant terms of 

reference may, instead, be taken up by a risk committee.  

 

The composition of a risk committee should also be considered. We understand that, 

in the US, risk committees must have an independent chair. While, as we suggest in 

the response to question 16 above, it is appropriate that some executives should be 

able to participate in oversight of the review of the risk management and internal 

control systems, there is also a case for requiring that the relevant committee should 

be chaired by an independent director, particularly in the light of the apparent 

pressure on companies in certain sectors to take on excessive amounts of risk for 

higher returns.                        
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- End - 

Given the substantial changes that some issuers would need to make in order to 

integrate their risk management and internal control functions and systems, including 

recruiting suitable personnel, a reasonable lead time should be allowed. Issuers should 

be encouraged to implement the changes early. In the case of some larger and well-

governed issuers, the changes required to implement the new requirements will not be 

substantial.      

 


