The Council Report 2003 covers the activities of the Council
for the period from 16 October 2002 to 7 October 2003.

Change of Council Members

At the last Annual General Meeting, Judy Tsui was newly
elected to the Council. Edward K.F. Chow and Wilson Fung
were co-opted as members of the Council under Section 10(4)
of the Professional Accountants Ordinance. Lucia Li replaced
the retired Shum Man-to as an ex-officio member of the
Council on 7 October 2003.

Professional & Technical

In view of the increasing globalisation and technology
advancement driving the market place in which business
operates, it was highlighted in the Society's 4th Long Range
Plan the need for the accounting profession to respond, in a
timely fashion, to the changing need of business and the
market it serves.

In last year's annual report, an account was given of the
Society's active involvement in the formation of the
International Innovation Network (IIN). This represented a new
first step that HKSA has taken to move on to the path of
technology and member innovation in response to the strategic
direction set forth in the 4th Long Range Plan.

The period from 16 October 2002 to 7 October 2003 marked
the beginning of a brand new structure that has been put in
place to bring this strategic aim to full realisation.

The Member Innovation and Technology Steering Board (MITSB)
under the Chairmanship of Vice-President Paul M.P. Chan was
formed. Tasked with setting the direction and strategy for
innovation and technology development in the profession,
the Board put forward a project plan that covers the following
three aspects:
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(a) Allow our members to gain access to the latest and best
technology being developed by and for the accounting
profession.

(b) Develop and launch a training programme focused on
technology as related to the roles of accountants in
business and practice.

(c) Building HKSA's global relationship with National Institutes
within the IIN for the advancement of the global profession.

This plan was put to work: This included the expansion of a
new division within the secretariat, setting up a network of
Committees and Task Forces and preparing plans for the start-
up of the project deliverables: Membership-wide Technology
Risk Training Programme, Trust Services, Anti-Fraud Campaign,
CA Source etc. As reported under the heading of "New Market
and Technology Development in Accounting Services', many
of the projects are close to completion and will be gradually
introduced to the membership during the last quarter of 2003.

The Society is pleased to have made significant advancement
in its strategy on all four core areas of its professional and
technical functions: standard-setting, business and practice
support and positioning, technical services to members, and
new market and technology development in accounting
services. It is particularly pleasing to see the last and newest
areas becoming fully operational within the short span of time
of the reporting period to begin to take advantage of the
opportunities that are presented in advancing the
competitiveness of Hong Kong accountants, and in turn, the
Hong Kong business community at large.

New Market and Technology Development in
Accounting Services

The MITSB has been tasked with assisting members to make
advances in the use of information technology through the
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introduction of innovative products and services. In order to
maximise its effectiveness the MITSB has been leveraging
off the HKSA's founding membership of the International
Innovation Network (IIN) which was inaugurated in July 2002.
IIN consists of 19 national accountancy institutes in 18
countries, all of whom are either creators or adopters, or both,
of new products and services.

HKSA plays an active role in the I[IN with its Senior Director
serves as a member of the IIN Board and two IIN task forces -
"Small and Medium Practitioners Task Force" and "Corporate
Management Tools Task Force'. The IIN Board conducted
meetings monthly via conference call and held two full
member body assemblies in January and July 2003.

Apart from the substantial gain from the cross country
information sharing and exchanges, the Society also
ear-marked a number of potential products for introduction
to Hong Kong.

The first project launched during the year was the free
circulation to all members of an anti-fraud educational CD
followed by a Symposium to be held in October 2003. This
CD was obtained via the IIN as the first product licensed from
the American Institute of Certified Public Accountants (AICPA).

The Society signed up two further product licenses during
the IIN meeting in Rome, Italy in July 2003. The first allows
HKSA to import the comprehensive Trust family of assurance
services comprising the WebTrust™ and SysTrust™ principles
and criteria, a programme developed by AICPA/CICA. The
second is a product called CA Source, licensed from the CICA.
CA Source is a web-based search tool for finding qualified
accountants. Preparations for the launching of these products
are underway and both are scheduled for rollout by the end of
2003.

Our first home grown product to provide an Executive Training
Programme focused on technology development for the
accounting profession was launched in October 2003. The
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first set of training courses that will be offered under this
program is the HKSA Executive Certificate in IT Risk
Management. The development and delivery of the courses
were awarded to two prominent leaders in IT education and
training, Hewlett-Packard and Hong Kong University SPACE
under the Course Framework defined by the Society. This
marks the first partnership collaboration HKSA has entered
into with a global leading technology provider and a local
premier tertiary institution. The combined strength of the three
premier bodies, representing professional, IT and academic
excellence, will provide a unique training opportunity for Hong
Kong's accountancy profession to advance itself as the
pioneering profession in IT risk management and assurance.

The MITSB is actively reviewing various practice and corporate
management products and tools focusing on support for small
and medium practices and members in business.

Standard-setting

Since July 2001, the Society has adopted a policy to make
Hong Kong's statements of professional ethics as well as
standards of accounting, auditing and assurance practices fully
converged with those set by the International Federation of
Accountants and the International Accounting Standards
Board. Under the HKSA's convergence programme, the HKSA
has adopted the same standard-setting agenda as the
international bodies and most of the existing differences
between Hong Kong's professional standards and international
standards are gradually being eliminated under this
programme. Full convergence with the international standards
are foreseeable in the near future.

Financial Reporting Standards

During the period the Financial Accounting Standards
Committee (FASC) issued Invitations to Comment on all
Exposure Drafts (ED) issued by the IASB during the same
period, and submitted comment letters to the IASB on all the
various EDs following the local consultation exercise. Following
the FASC's recommendations, the HKSA Council issued four
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new or revised Statements of Standard Accounting Practice
(SSAP), Interpretations of SSAPs, and related documents. For
details of the updated list of SSAPs and EDs, please refer to
Appendix B.

Two EDs issued prior to October 2002, concerning proposed
improvements to a number of existing SSAPs, and new SSAPs
on financial instruments, are awaiting finalisation pending
progress to be made by the IASB in finalising changes to the
equivalent international standards. When the IASB finalises
the revised standards they will be adopted and full product
convergence will be substantially complete.

The comment period on the first consultation paper on a
Proposed Framework for Differential Reporting concluded in
October 2002. The GAAP for Smaller Business Working Group
has considered the comments received, and is finalising a further
consultation which, in taking on board comments received as
part of its first consultation, will invite comments on a proposed
framework and separate financial reporting standard applicable
for small and medium-sized entities that is based on simpler
measurement principles than the existing SSAPs.

The Companies (Amendment) Bill 2003 proposed an
amendment to the Companies Ordinance definition of
subsidiary companies for group accounts purposes. The
proposed change in definition will more closely align the
meaning of 'subsidiary' found in the Ordinance with that
applying under Hong Kong SSAPs. The Bill is the culmination
of an extensive period of liaison and support from the Society.

Auditing and Assurance Standards

During the period the Auditing and Assurance Standards
Committee (AASC) made significant progress with its
'international plus' strategy, through which it seeks to fulfill
its commitment to the International Convergence programme
while simultaneously identifying emerging issues for which
locally based auditing and assurance guidance is required.
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As part of its International Convergence programme, the AASC
issued two Statements of Auditing Standards (SASs) and a
set of Exposure Drafts (EDs) of eight Practice Notes (PNs) to
converge with the International Auditing Statements. The
AASC also issued Invitations to Comment on all Exposure
Drafts issued by the International Auditing and Assurance
Standards Board (IAASB) during the same period, and
submitted comment letters to the IAASB on all the various
Exposure Drafts following the local consultation exercise.

A series of local guidance was developed and issued, including
a final Practice Note, a Bulletin and two Exposure Drafts.

For details of the updated list of Standards, PNs and EDs,
please refer to Appendix B.

The Society communicated actively to government
departments and industry regulators on the new reporting
framework under the Standards on Assurance Engagements
(SAE) issued by the Society in June 2001, and, working closely
with various public bodies such as the Innovation and
Technology Commission and the Securities and Futures
Commission (SFC), produced sample auditors' reports on
various compliance reporting engagements by auditors under
the SAE framework.

The AASC's ongoing projects include the development of a
Practice Note on the reporting responsibilities of auditors under
the Banking Ordinance and guidance on "production of audit
working papers to the SFC under section 179 of the Securities
and Futures Ordinance".

The Accountants' Report Task Force (ARTF) continued its
project on developing professional pronouncements in relation
the work of reporting accountants in connection with the
issuance of investment circulars including prospectuses.
Significant progress has been made both in terms of the
drafting of a series of professional pronouncements and
communications with the SFC and Hong Kong Exchanges and
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Clearing Limited (HKEx) regarding the reporting framework
proposed by the ARTF. The reporting framework may
necessitate changes in the Listing Rules and the ARTF will
work closely with the SFC and HKEx in this regard.

Professional Ethics Standards

In accordance with the overall convergence process, the Ethics
Committee issued an Exposure Draft (ED) of proposed HKSA
Code of Ethics in late 2002, adopting the IFAC Code of Ethics
in Hong Kong. Finalisation of the proposed HKSA Code of
Ethics has been postponed because of revision of the IFAC
Code, the ED of which is under consultation until 30 November
2003. The Society has issued an Invitation to Comment on
the IFAC ED. Section 8 of the IFAC Code on "Independence
on assurance engagements" is outside the scope of the IFAC
ED, and the Society will proceed to adopt this in Hong Kong.

Business and Practice Support and Positioning

A primary role of the Society is to represent Hong Kong's
accountancy profession by collating and presenting the
profession's views on important issues affecting accountants
in business and practice.

The Society made conscious efforts this year to step up its
support to members in business. In order to flag these efforts
the Financial Management Committee was renamed
Professional Accountants in Business Committee (PAIBC). The
new committee has been endowed with revised terms of
reference in order to support the broadening role and
responsibilities of professional accountants in business
(PAIBs).

Among the initiatives to promote the interests of PAIBs, the
Society offered enthusiastic support to IFAC's strategy of
identifying the needs and expectations of the constituency in
relation to the work of IFAC and activities that would add value
to its membership. In this regard the PAIBC provided input to
IFAC by virtue of:
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(I) commenting on the Exposure Draft of the IFAC Code of
Ethics, focusing on the sections relevant to PAIBs;

(I) provided input to the IFAC survey to identify the most
important professional and technical issues faced by IFAC
member bodies in relation to PAIBs; and

(1) contributed to the IFAC project on Enterprise Governance.

To enhance professional development, a seminar for
"Accountants in Business Post-Enron" was conducted in
November 2002 and in 2003 the new Chief Executive of Hong
Kong Exchanges and Clearing Limited. was invited to speak
on Listing Rule changes at a CFO Forum.

The Society continued to promote the image of accountants
in business and increase public awareness of their role and
work, through a series of newspaper articles featuring
interviews with prominent Society members in commerce and
industry. The Hong Kong Accountant has also run a series of
articles reflecting the work and concerns of this core group of
the Society's membership.

The Society also supported the publication of ICAC's
'Ethics@work - a guide for business managers in the use
of IT".

During the reporting period the Society continued to distinguish
itself in the drive for enhanced levels of corporate governance.

Subsequent to forming a Joint Working Group (JWG) with
the Government in March 2002 to review the company law
provisions on corporate disclosures and reporting, the JWG
held 14 meetings. The clause by clause review of the
accounting, auditing and financial reporting disclosure
provisions of the Companies Ordinance is on-going.

The Society also issued commentary on corporate governance
- related consultation papers and proposals from the Standing
Committee On Company Law Reform, the Securities and Futures
Commission, Hong Kong Exchanges and Clearing Limited, the
Hong Kong Monetary Authority and the Insurance Authority.
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The Society was represented by the Chairman and Deputy
Chairman of the Corporate Governance Committee at the Fifth
OECD Asian Roundtable on Corporate Governance held in
Kuala Lumpur. Subsequent to the meeting, the Society
submitted further views to the OECD on the draft white paper
on Corporate Governance in Asia, which was published in June
2003.

The Society continues to organise its Best Corporate
Governance Disclosure Awards. The third annual Awards prize
presentation ceremony was held at the Gala Dinner of the
16th World Congress of Accountants in November 2002, and
the fourth annual Awards presentation will be held at the
Society's Annual Dinner in November 2003.

In addition the Society is at the final stage of developing a
new guide on establishing a corporate governance framework
for public sector bodies, which will be published in early 2004.

Over the past year, the Society has made some 50
submissions and oral presentations to the Legislative Council/
Government/regulatory bodies with respect to many diverse
proposals for new legislation and regulations that impact on
accountants' work. The following paragraphs are highlights of
this work:

The Society made a submission to the Financial Action Task
Force on Money Laundering (FATF) in response to the FATF's
consultation on its revised 'Forty Recommendations on Money
Laundering', which sought to extend anti-money laundering
measures to new sectors. The extension of anti-money
laundering measures has been limited more or less in line
with the Society's suggestion in its submission to the FATF.

The Expert Panel on Legal Matters is in the final stages of
updating the Society's Technical Bulletin (TB 13) 'Drug
Trafficking (Recovery of Proceeds) Ordinance 1989'. The
revised bulletin is expected to be published towards the end
of 2003.
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Part of the Society's advocacy role on behalf of its members
includes regular liaison meetings and contact with key
government departments and officials. In addition to the annual
official meeting with the Inland Revenue Department (IRD), a
number of special meetings were held with the IRD this year.
At the request of the IRD, the Society suggested items that
might be raised by the IRD with the Mainland tax authorities,
including the Memorandum of Understanding in respect of
the avoidance of double taxation between Hong Kong and
the Mainland, and tax issues arising from the Closer Economic
Partnership Agreement.

The Society also requested that the IRD consider measures
to alleviate the effect of SARS on the most deserving
taxpayers.

The Society's submission in October 2002 on the Review of
the Official Receiver's Office (ORO) Role released by the
Financial Services Bureau, contained a number of
recommendations regarding the administration of insolvency
cases.

In March 2003, the Society made a submission to the ORO
on the criteria for the contracting out of the preliminary
examination of bankrupts. With the expansion of Individual
Voluntary Arrangements under the Bankruptcy Ordinance and
the first tender, in March 2003, of the examination of
bankrupts, the increasing volume of personal bankruptcies is
becoming another source of work for members of the Society
engaged in insolvency practice.

In July 2003, the Society was pleased to obtain the ORO
recognition of its Insolvency Diploma course, completion of
which will count for the equivalent of 50 hours of insolvency
work in the context of qualification as an Insolvency Practitioner
under the Panel A Scheme or a Professional Person under
the tender schemes operated by the ORO.
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Subsequent to the submission of proposals to the Government
in April 2002 for a review of the liability of professionals,
particularly as it arises from the application of the joint and
several liability principle, the suggestions made in regard to
the proportionate liability alternative are awaiting a response
from the Government. The Professional Risk Management
Committee also pressed the case for proportionate liability
through its comments on the Standing Committee on
Company Law Reform's Corporate Governance Review
Consultation Paper under the section 'Auditors' Liability".

The Society also plays an important advocacy role in respect
of the specialised industries such as the banking industry, the
securities industry and the insurance industry.

Besides holding regular liaison meetings with the Hong Kong
Monetary Authority (HKMA) to discuss auditing and accounting
matters that are of mutual interest, the Expert Panel on
Banking also made submissions on the HKMA's draft
guidelines such as the annual financial disclosure package for
authorised institutions and the Supervisory Policy Manual in
relation to reporting by auditors under the Banking Ordinance.

The Society also has representation on the HKMA's Working
Group on Financial Disclosure and Working Group on
Regulatory Reporting to provide input to the HKMA from the
accounting and auditing perspectives.

On the securities industry side, with the introduction of the
Securities and Futures Ordinance (SFO), the Expert Panel on
Securities maintained close liaison with the SFC through
working meetings on various important topics such as auditors'
duty of secrecy and communications by the SFC to auditors
under the SFO, and making submissions on the SFC's draft
Audit Questionnaire, Account Disclosure Document, Business
Risk and Management Questionnaire, etc. in relation to the
audit of licensed corporations.

On the insurance side, the Expert Panel on Insurance held a
liaison meeting with the Insurance Authority and made a
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submission on the Mandatory Provident Fund Schemes
Authority's preliminary legislative proposals to amend the
Mandatory Provident Fund Schemes Ordinance.

Technical Services to Members
The Society's Professional & Technical Department continues
to enhance its technical services to members by:

¢ Co-ordinating the annual update conferences for members
on development of accounting standards, auditing and
assurance standards and taxation.

e Expanding the information and technical resources provided
on the Society's website - three additional mini websites
were launched during the period focusing on insolvency,
tax and members in business.

e Monthly newsletter "TechWatch" to alert members to current
professional and technical issues. At the Editorial Board's
invitation, TechWatch will be published in The Hong Kong
Accountant with effect from the October 2003 issue.

¢ Responding to technical enquiries from members averaged
50 per month.

e Running the various professional interest groups that provide
further membership interest support in specialist areas, such
as insolvency, financial services, property construction and
IT. Altogether, 22 regular discussion forums, seminars,
training programmes and site visits were organised in the
last year.

Monitoring and Enforcement

Regulatory Reform

Following corporate failures and accounting irregularities at
the international level in 2002, the accounting profession has
come under increasing scrutiny by regulators and the public.
In response to rising expectations internationally and locally,
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the Society has submitted reform proposals to the Government
which would address the calls for greater transparency and
independence of its regulatory functions. These proposals
were put before the Financial Services and the Treasury Bureau
in January 2003 and in summary are set out below:

1. The Society will increase the size of Council to 23 members
and at the same time, increase the number of lay members
and government appointed officials from the existing two
to six, thus increasing lay membership from 12.5% t0 26 %.
The additional four lay members shall be appointed by the
Government.

2. Membership of any Investigation Committee instigated by
Council shall be expanded from three to five; with the
majority of the members (including the chairman) to be lay
members.

3. Alter the composition of the five-member Disciplinary
Committee instigated by Council with a majority of
members (including the chairman) to be lay members.

4. In the longer term, to establish an Independent
Investigation Board outside the Society to deal with alleged
accounting, auditing and ethics irregularities related to listed
entities, whilst similar irregularities related to non-listed
entities will continue to be investigated by Investigation
Committees instigated by Council.

The Society's reform proposals were discussed at a Members'
Forum held in June 2003, where the proposals gained
substantial support.

In June 2003, the Society's proposals were also put before
the Legislative Council Panel on Financial Affairs and the
response from the Legislature was positive and that the
proposals were regarded as in the right direction.
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The views of the Society's membership were further
confirmed on 7 July 2003, when the Society held an
Extraordinary General Meeting to pass a Resolution to effect
the first three reform proposals through amendments to the
Professional Accountants Ordinance (PAO) and the By-laws.
The Resolution was carried by a majority of members present
and voting in person or by proxy at the meeting.

In September 2003, the Government issued a Consultation
Paper to the general public on the Society's proposal to
establish an Independent Investigation Board (lIB) as this
proposal will have an impact on a broader body of stakeholders
and in particular the issue of powers and funding of the
independent body. The Consultation Paper also sought public
views on establishing an oversight body to oversee practice
review matters. Council proposes to establish a Practice
Review Steering Board (PRSB) to act as an independent body
to oversee the policies, priorities and the adequacy of
resources allocated to the practice review programme. The
PRSB will comprise a majority of lay persons and initially will
be set up on a voluntary basis with the ultimate aim of putting
it under a statutory basis.

The results of the Consultation Paper and the Legislative
Council's timetable will ultimately determine whether or not
the proposal to establish the 1I1B will be taken forward and the
timing of its operation.

Disciplinary Proceedings

Legislative Changes

The Society took the opportunity to accelerate the legislative
amendments needed to effect the recommendations
contained in the White Paper on Proposed Changes to the
Disciplinary Committee Proceedings Rules and Other
Regulatory Matters that was published in September 2000.
The legislative amendments have been incorporated in the
Private Members’ Bill which is expected to be passed before
the end of the calendar year 2003. Proposed changes relating
to disciplinary issues include:
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e Disciplinary Committee hearings to be made public except
in circumstances envisaged in Article 10 of the Bill of Rights
Ordinance.

e Disciplinary Committees to be empowered to issue a
‘consent order" for lesser offences.

e A complainant aggrieved by a Council's decision not to refer
his complaint to a Disciplinary Committee shall be entitled
to request the Council to constitute a Disciplinary Committee
to enable him to present his case directly to the Disciplinary
Committee.

e A Disciplinary Committee to be empowered to:
e determine the effective date of a disciplinary order;
e order the withdrawal of a member's practising certificate
and thus his ability to act as an auditor either permanently
or temporarily.

e Council to be empowered to:

e compel a member to act in accordance with a direction
made by the Council in respect of registration matters,
the conduct of his practice and conduct unbecoming of a
certified public accountant;

e impose pecuniary fines for failure to comply with a
direction made by the Council;

* make continuing professional development (CPD) a
condition of membership and practising certificate
renewal; and

e cancel the practising certificate of a practising accountant
who is subject to a bankruptcy order.

Sentencing Guidelines

The Task Force to Study the Desirability for Establishing
Sentencing Guidelines for the Disciplinary Committee
(TFDESG) completed its project this year and developed a set
of guidelines which has been made available to all Disciplinary
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Panel members. In developing the guidelines, the TFDESG
took into account both the concerns and experience of past
disciplinary actions and the current disciplinary practice of
overseas accounting bodies as well as local professional
bodies.

Disciplinary Cases

During the year, five new cases were referred to the
Disciplinary Committees and four cases have been heard. As
at the end of the reporting year, there were five cases pending
hearing by Disciplinary Committees, of which two cases were
brought forward from last year.

In respect of the four cases heard during the year, there was
one conviction for knowingly making false documents and this
resulted in permanent removal of the member plus the
payment of costs. In another case which involved a failure to
comply with ethical standards, the member was ordered to
be removed for one year plus the payment of costs. A further
case concerned the non-return of a practice review
questionnaire and other documents. The member was
removed from the register for three years and ordered to pay
a penalty of $50,000 plus costs of the hearing.

In respect of the remaining case, the case was heard in
September 2003 concerning non-compliance with professional
standards by a member in his audit of a set of financial
statements. The member was ordered to be removed for six
months and payment of penalty of $100,000 and costs. The
complaint relating to this case was originally referred to the
Disciplinary Committee in 2001 and the member subsequently
sought judicial review of Council's decision to instigate
disciplinary proceedings against him. During the year, the
member appealed to the Court of Appeal on the judgment
made against him by the Court of First Instance. Having heard
the case, the Court of Appeal found in favour of the Society
together with costs. The member however further pursued
the matter to the Court of Final Appeal. The appeal was
dismissed in May 2003. In August 2003, the member filed a
writ of summons to the Court of First Instance against the
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Disciplinary Committee with a view to stay the Disciplinary
Committee hearing indefinitely. The disciplinary hearing was
however heard in September 2003 but the litigation concerning
the writ filed by the member is in progress.

Publication of Disciplinary Findings

Council has decided that from August 2003 after a disciplinary
hearing has been completed, findings made in respect of a
member by the Disciplinary Committees will be published by
way of a press release with reference to the professional
accountant by name. Details concerning this new practice
were published in the June and August 2003 issues of The
Hong Kong Accountant.

The Council's decision was made in light of an increased public
expectation at both the local and international level for greater
transparency in the administration of judicial and quasi-judicial
functions. As the regulatory body of the accounting profession
in Hong Kong, the Society is committed to enhancing the
community's awareness and understanding of its regulatory
functions, how these are carried out and the results.

Task Force on the Review of Regulation of

Members by HKSA

In accordance with the Society's 4th Long Range Plan and in
light of regulatory reforms of the accountancy profession
proposed or introduced overseas, a Task Force on the Review
of Regulation of Members (TFRRM) was established during
the year. The terms of reference of the TFRRM is to conduct
an overall review of the methodology and approach in the
Society's self-regulatory regime with emphasis on quality
control measures, and investigation and disciplinary
proceedings. The Task Force's work this year focused on
developing criteria for introducing consent orders to deal with
lesser offences. It is hoped that consent orders will help reduce
the time and cost incurred by the Society in handling less
serious disciplinary cases.
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Investigations

One investigation case concluded last year resulted in a referral
to the Disciplinary Panel and the case is now in the process of
disciplinary proceedings. The Society is currently involved in
another 13 investigations of which seven were brought
forward from the last reporting period. Two of the cases are
near completion.

Practice Review

Practice Review Programme

The practice review programme is a key monitoring function
of the Society in ensuring the quality of the work of its
members. The practice review programme is now in its 11th
year of operation and over 1,000 practice units have been
processed todate. The Society had pledged to review the entire
practice review process once the first cycle of reviews had
been completed. The review made progress during the year
and Council has committed to increase the headcount on
practice review matters.

After 11 years of operations and in view of increased public
interest and expectations on the quality of work of our
members, the existing educational thrust of the practice review
programme will be replaced by a regulatory thrust. A risk-based
approach will be adopted to replace the existing cyclical-based
approach to make practice reviews more efficient and
effective.

The risk-based approach will make use of a self-assessment
qguestionnaire to be submitted by practice units and the
information collected will facilitate the identification of riskier
practices to be prioritised for field visits, and will also assist in
planning the nature and scope of work to be done at a site
visit.

The Society engaged an external consultant (Joint Monitoring
Unit Limited) during the year to provide advice and assistance
in developing a risk-based approach to practice reviews. The
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consultant is close to completing the first phase of the project
which includes the self-assessment questionnaire, a set of
risk indicators and a weighting system.

The second phase of the review of the practice review
programme will commence soon and will involve the detailed
review of practice review methodology and development of
new processes and documentation, including practice review
statements, manuals and guidance material. The Practice
Review Committee has targeted early 2005 as the
implementation the date for the revised risk-based approach.

Cases

During the year, a total of 58 practice review cases were
completed. In addition to the five complaints resolved to be
raised by the Practice Review Committee last year, the
Committee decided to raise complaints on a further seven
cases during the year against practitioners in respect of their
failure to observe, maintain or apply professional standards or
failure to comply with a direction issued by Council. Out of
these 12 complaint cases, two cases resulted in warning
letters issued by Council, one case resulted in Council directing
another practice review and a further case concerning the
failure to return a practice review questionnaire and other
documents resulted in a referral to a Disciplinary Committee.
The Disciplinary Committee ordered the removal of the
member for three years plus a penalty of $50,000 and costs
of the hearing to be paid to the Society. For the remaining
eight complaint cases, a Disciplinary Committee has been
formed pending hearing for one case, two cases are being
considered for further evidence, and complaint documents are
being prepared for the remainder.
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Complaints T

Dealing with complaints is part of the Society's enforcement  BRERFREACHRITEE TIEN—H - ASHE
work. A total of 204 complaints were handled during the year F R £ EE 204 R&KF ¢

as follows:

Cases Handled - Total REEEIX — 48 Number E&(H

Cases brought forward 114
(including those that have led to investigation and disciplinary hearings)

TER HEREBENER (BEMLERASNLELRT)

New cases this year AFEHZEZR 90
Total cases handled FZIE{EZAEEL 204
Cases completed 2K EZR 59
Cases Completed - Subject Matter ETHEE — #REE Number £(H
Non-compliance with professional standards or statutory requirements 27
BERBEEAIEETERK
Improper advertising and promotional activities & B4 S E M EEEE 14
Quality of services RIGE = 7
Request for assistance Z3kH#38) 9
Dishonesty & {2 1
Others Hffb 1
59
Cases Completed - Findings ESTHEIE — AEFR Number £(H
Not pursuable %R 35
Complaint unfounded #&aF AL 6
Conciliated at secretariat level B H#E &R A7
Complaints founded & &2
- Disapproval letters ZHIEEE
- issued to non-members for breach of the Professional Accountants Ordinance 8
HER (EEGFTREO) MmrZEE BT
- issued to members for non-compliance with the Society's professional standards 4
BRERAEHNFEEENMME B HH
- Disciplinary findings %@ /2EEER
- Removal of members from the Register of Professional Accountants 4
HeErgsXgstmafeafrikrsg
- Third practice review directed by Council FIESEEERETE ZEREEZX 1
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Monitoring of Financial Statements

As the establishment by the Government of a Financial
Reporting Review Panel to review compliance of listed
company's financial statements with disclosures requirements
is subject to public consultation, the Society has continued
with its non-statutory monitoring of listed companies' financial
statements during the reporting period. As there are more
than a thousand companies listed on the main board and GEM
board, a risk-based approach was introduced to replace the
five-year cycle approach adopted in previous years.

214 annual reports of listed companies were reviewed by the
Professional Standards Monitoring Committee (PSMC) during
the reporting period.

141 letters to the auditors of listed companies asking for
explanations for accounting treatments were sent out. These
letters included suggestions and recommendations for
improvements to annual reports that would be prepared for
subsequent years.

Overall the PSMC is pleased that compliance with reporting
standards has generally been satisfactory although some new
disclosures introduced by newly issued or revised professional
standards were sometimes overlooked.

Referrals

Two referrals from another regulator were received during the
year. One resulted in an Investigation Committee being
established and the investigation is in progress. For the other
a Complaints Committee was formed to deal with the case.
Both cases are in progress.

Education and Training

Mutual Recognition Agreements

The Society's Qualification Programme (QP) reached a
milestone in its development when it took its place alongside
the world's top accountancy qualifications last year. In a much-
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anticipated ceremony held during the 16th World Congress
of Accountants, on 20 November 2002, the Society signed
reciprocal membership agreements with six of the world's
chartered accountancy bodies. These are the Institutes of
Chartered Accountants in Australia, England and Wales,
Ireland, New Zealand, Scotland and South Africa. In December
2002, the Society signed a reciprocal membership agreement
with the Institute of Chartered Accountants of Zimbabwe. The
Society was the first body not bearing the chartered
accountants nomenclature to be accepted as part of this very
important international alliance.

This marks QP's achievement of a quality standard that is
internationally recognised.

Overseen by the International Recognition Task Force, the
Society is currently undergoing a separate review by the
International Qualification Appraisal Board of the Canadian
Institute of Chartered Accountants, with a view to signing a
similar reciprocal membership agreement in due course.

QP Promotion

Throughout the period under review the Society has been
earnestly pursuing its mission to make QP the preferred
programme for Hong Kong's prospective accountants. To this
end the QP Promotion Task Force was upgraded to full
‘Committee’ status as the 'QP Development and Promotion
Committee (QPDPC)', and now reports its progress directly
to the Council.

The newly established QPDPC did much to keep the
programme in the spotlight among educators, students and
employers by visits to key employers, roving exhibitions to
local universities, newspaper advertisements and personal
interviews, advertorials and press releases.

Recognising the influence that both employers and educators
may have on students' career and education decisions, the
QPDPC has developed close ties with a number of significant
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employers to update them of the value of the Society's
qualification while, at the same time, establishing a QP
mentorship system at local universities. Faculty members have
been given first hand information on QP in order that they
may advise students of the benefits of taking the QP option.

Relationships between students, employers and professional
accountants were further strengthened under the Prospective
Members' Training Guidelines with the registration of seven
member practices and 100 members as Authorised Employers
and Authorised Supervisors respectively.

From its inception it has been the aim of the QP to draw as
widely as possible from the pool of young talents available.
Over the last 12 months, the Accountancy Accreditation Board
accredited one new accountancy degree programme and one
new conversion programme. The Board also re-accredited
three accountancy degree programmes, one conversion
programme and one foundation programme during the period.

To date graduates from 15 local and one overseas accountancy
degree programme are eligible for direct entry to the QP. A
further ten conversion programmes and two foundation
programmes have been accredited. Together with a
professional bridging examination established under the
HKAAT, they offer a wide range of alternative routes for non-
accountancy degree holders and non-degree holders to reap
the benefit of joining the QP.

Prospective Members

Statistics

During the reporting period, the Society had 11,033 students
registered on its roll. This figure included registered students
under the Society's Qualification Programme and Joint
Examination Scheme (JES) Retainers under the HKSA Student
Register.
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Qualification Programme and Other Professional
Examination

A total of 4,183 students had registered under the QP. More
than 3,000 entries were recorded for the Professional
Programme Modules and Final Professional Examination.

During the reporting period, 236 students successfully
completed the Society's professional examinations. The QP
recorded its sixth cohort of graduates in June 2003.

The Transitional Examinations (TE), a bridging route for those
former JES students who are unable to meet the direct QP
admission, was offered for the second year in 2003. A total of
61 JES students completed the TE in December 2002 and
June 2003 sessions. All have been transferred to the QP
Register.

A total of 1,123 candidates sat the Practising Certificate (PC)
Examinations, to meet competency requirements for the
issuance of a licence to sign statutory audit reports. QP
graduates are exempted from the PC Examinations.

Ongoing QP Enhancement Measures
The reporting period represented the second year that QP
admited early bird registration from local universities. A total
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of 125 applicants applied for early bird registration in the June
2003 session. With this special arrangement, students were
able to start their first QP session immediately after University.

As a result of economy of scale and in recognition of the current
economic hardship, the Final Professional Examination fee was
reduced from $1,200 to $1,000 with effect from December
2002. For the same reasons the module enrolment fee was
reduced by $300 to $3,500 per module with effect from
February 2003. The fee reductions aimed to lighten the
financial burden of QP students.

The success of QP is highly dependent on the contributions
of members and selected experts with certain areas of
expertise. Over 300 of these served as our workshop
facilitators, to lead the QP workshops. This large number
demonstrates the strong commitment of the membership.
We are proud that two QP graduates who have become
members now serve in this role.

A Workshop Observer Scheme was first implemented in the
October 2002 session. This is an ongoing scheme to safeguard
and upkeep the quality of the QP workshops. A total of 16
workshop observers have so far been appointed. All observers
are experienced workshop facilitators who have been identified
as having strong facilitation skills, coupled with a good
understanding of the requirements of QP workshops. This
quality assurance process has received very positive feedback
from both observers and facilitators.

The Society continues to engage external consultants to
update its module materials for the four modules. This
continuous update ensures that the materials provided by the
Society remain highly relevant to practice.

Student Affairs

In September 2003, the Society for the first time brought
together the Award Ceremony and the Graduation Ceremony
on to one platform. Awards were presented to the top
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candidates in the Qualification Programme (QP), recipients of
the HKSA QP Scholarships and HKSA Scholarships, and to
graduates who had successfully completed the QP.

The HKSA QP Scholarships and the HKSA Scholarships are
offered to outstanding undergraduate and postgraduate
accountancy students of local universities. This year a total of
17 HKSA QP Scholarships and 25 HKSA Scholarships were
awarded.

The Society continued to participate in the annual Education
and Careers Expo co-organised by the Hong Kong Trade
Development Council and the Labour Department on 20-23
February 2003. Nearly 6,000 participants visited the Society's
booth during the four-day period.

Student Support

During the reporting period, the Student Training and
Development Committee successfully applied to the Education
and Manpower Bureau to register the QP as a reimbursable
course under the Continuing Education Fund. This enables,
with effect from 1 October 2003, QP candidates to be eligible
to apply for reimbursement of up to $10,000 from this fund
prior to their module enrolment.

Revision courses were organised for candidates taking the
Final Professional Examination, the Transitional Examinations
and Practising Certificate Examinations.

Practical training functions were organised for registered
students of the Society. 307 students attended 11 topical
seminars, two career insight seminar and four workshops.

Over 3,000 students from local universities have joined the
Prospective Students Society (PSS). In 2002-2003, the PSS
organised a variety of activities including firm visits, career
development seminars, a QP Case Analysis Competition, a
High Table Dinner and outdoor team-building tasks.
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The first QP Case Analysis Competition, to develop PSS
members' generic business skills and cultivate their
professional judgment, was conducted in November 2002 with
great success.

To cultivate a stronger rapport between university students
and the Society, the Society's Student Training and
Development Committee and the Community Services
Committee have jointly organised a new Mentorship
Programme. The Society's Accountant Ambassadors were
invited to serve as honorary mentors offering mentoring and
counselling services to PSS members.

Continuing Professional Development (CPD)
During the period the Society has greatly expanded its range
of CPD programmes. Many of the new programmes
responded directly to the needs of accountants in business,
and also aimed to fulfil the demand for generic or 'soft skills'
training as well as the technical and PRC subjects.

New in 2003 was a series of five technical workshops on newly
issued Statements of Standard Accounting Practice (SSAPs).
These were conducted in June and July to meet members'
training needs in the practical application of these SSAPs.

In addition, Putonghua courses tailor-made to members, at
the elementary and commercial levels, were offered in May
and June 20083.

In all, a total of 177 CPD programmes, comprising 437 CPD
hours, were offered during the period. These programmes
consisted of 82 seminars, 14 workshops, four conferences,
65 e-Manager courses as well as 12 e-Seminars/
e-Conferences, attracting 15,546 registrations. Due to the
unfortunate outbreak of SARS, a total of seven CPD seminars
scheduled in late March and April had to be postponed,
resulting in a financial loss of $45,000. The uncertain economy
negatively impacted on enrolments to the extent that 16
seminars and five workshops were cancelled due to under-
subscription. All'in all, a drop of 9% in the registration number
from that of the last reporting period was recorded.
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CPD compliance continued at outstanding levels. Both the
annual declaration exercise and the annual random audit
exercise for CPD compliance recorded an impressive rate of
over 99%.

Since its launch in January 2002, the computerised ticketing
system for processing members' admission to CPD seminars/
conferences had been running smoothly. An average of 20%
of members per event used the system for admission.

In order to further extend the means to enrol for CPD course
electronically, an online enrolment service for members to
register and pay for CPD seminars via the Internet was
launched in December 2002. Around 5% of the total
enrolments were made through this option.

Insolvency Education

The reporting period recorded great success in the Society's
effort to attract recognition for providing quality insolvency
education. The Official Receiver's Office (ORO) has recognised
the Society's Diploma in Insolvency and henceforth will regard
successful completion of the Diploma (i.e. a pass) as being
the equivalent of 50 hours of insolvency work in the context
of qualification as an Insolvency Practitioner under the Panel
A Scheme or a Professional Person under the respective
tender schemes operated by the ORO.

To complement the Insolvency Diploma, two insolvency
manuals, Hong Kong Corporate Insolvency Manual and Hong
Kong Personal Insolvency Manual, were published. Apart from
serving as course materials for the Diploma programme, they
represented authoritative guides on the subject.

As annual training events for member practices, the
Introductory and Intermediate Insolvency Courses were held
in October and November 2002 and February and March 2003
respectively, attracting enrolments of 119 and 121.
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Language Proficiency

As part of its ongoing remit to provide members with means
to enhance their language skills, the Language Proficiency
Working Group completed its project to compile the manual
Chinese Writing for Accountants. Carried out in collaboration
with the Hong Kong Polytechnic University's Chinese
Language Centre, the manual was recognised as of timely
relevance to accountants, eyeing business opportunities in
the Mainland. This resulted in its publication in January 2003
by a commercial publisher, Chung Hwa Book Co Ltd, which
sells the book throughout its extensive outlets.

The Society was awarded funding by the Hong Kong SAR
Government's Language Fund as part of its Workplace English
Campaign for two projects: the Advanced Writing Programme
for Tax Specialists and Advanced Writing Programme for
Auditors. Led by consultants from Hong Kong Polytechnic
University's Centre for Professional & Business English
(CPBE), the final reports and course materials were completed
in May 2003. The two course books were published in June.
The CPBE began offering courses in July this year.

Hong Kong Association of Accounting
Technicians

The Society and its subsidiary, the Hong Kong Association of
Accounting Technicians (HKAAT), introduced professional
bridging examinations (PBE) to give sub-degree holders an
alternative route by which to qualify as a professional
accountant. From December 2002, students have been able
to apply for direct entry to the QP upon successful completion
of the new four-paper professional bridging examinations. The
four papers are:

e Financial Reporting

* Management Accounting,
Information Systems

e Financial Management, including Economics and Statistics

e |egal Environment

including Management
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The professional bridging examinations are offered in June
and December each year.

Apart from joining the QP, PBE graduates are also eligible for
admission to a Master of Finance Programme or certain
government posts. The master's programme is jointly
organised by the Curtin University of Technology, Australia
and the Open University of Hong Kong - LIPACE. The
programme is aimed at graduates who wish to broaden or
pursue careers in finance, investment and banking.

During the period, the Association also received confirmation
from the Hong Kong SAR Government Civil Service Bureau
that HKAAT graduates who have passed all four papers of the
PBE will be recognised as having met one of the entry
requirements for certain government posts (subject to other
criteria as specified by the recruiting department). These
include Accounting Officer Il in the Treasury, Assistant
Insurance Officer in the Office of the Commissioner of
Insurance, Examiner of the Audit Commission, Insolvency
Officer Il in the Official Receiver's Office and Assistant
Assessor in the Inland Revenue Department.

A total of 6,406 students enrolled for the two HKAAT
examination sittings during the reporting period. Some 557
students completed all papers and were accredited as HKAT.
Since its inauguration, the Association has qualified 5,236
students.

The Book-keeping and Accounts Examination, which is offered
in both English and Chinese, attracted 547 candidates, 31%
of whom attempted the Chinese paper. 316 candidates passed
the examination.

The Computerised Accounts Examination attracted a total of
439 candidates, of whom 296 candidates passed the
examinations. In addition to DacEasy versions 10 and 11, the
newly released MYOB Version 6 accounting software was
adopted with effect from the January 2004 diet as one of the
options for candidates to use in this examination.
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A number of important measures taken to enhance the status
of the HKAAT and its students came to fruition during the
period. Most significant of these was the approval by the
Society of the HKAAT's revised Memorandum and Articles
(M&A) to launch its membership. Graduates of the Accounting
Technician Examinations will be able to apply to be a Member
or Fellow of the Association after gaining prescribed working
experience. Members of the Association will enjoy benefits
such as using the designation of MHKAT or FHKAT,
participating in subsidised continuing professional
development programmes, seminars and social activities, as
well as receiving a free copy of the Association's journal, the
use of the library and other career enhancing services.
Currently the Association is seeking the Companies Registrar's
approval for its revised M&A.

Another important move in the promotion of HKAAT is the
agreement with Caritas Hong Kong to offer the Book-keeping
and Accounts Examination and Computerised Accounts
Examination in Guangdong Province. This notable agreement
was signed on 10 April 2003. The two examinations will be
introduced in Shenzhen in December 2003 and January 2004
respectively. During the reporting period, the Association paid
up its loan taken up to fund the acquisition of its office
expansion at 17th floor, Fortis Bank Tower, totaling $9.6 million.

At the Annual General Meeting of the Association held on
9 September 2002, Board members who oversee the
administration of the HKAAT were appointed. The Board
comprised 12 incumbent members, William Chan, Dennis
C.0. Chung, George Ho, Kong Tze Wing, Jack Ng, Patrick Ng,
Kenneth Pang, David Tam, Wan Shiu Kee, Joseph S.W. Yau,
Joseph Y.K. Yau and Yeung Chi Keung, and five new
representatives from HKSA Council, Cho Lung Pui Lan, Stella,
Edward K.F. Chow*, Wilson Fung, Kennedy Tat-yin Liu* and
Doug Oxley. George Ho was re-elected as the President and
Dennis Chung and Doug Oxley, the Vice-Presidents.

* Edward K.F. Chow retired from the Board during the year
and was replaced by Kennedy Tat-yin Liu
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Corporate Affairs

The 16th World Congress of Accountants

From 18 to 21 November 2002, the Society together with
IFAC welcomed members of the worldwide accounting
fraternity, regulators and business leaders to Hong Kong to
participate in the 16th World Congress of Accountants.

Accredited by many of the over 5,000 delegates from 96
countries and regions as one of the best organised Congresses
ever, the event was distinguished by the officiation of the
Premier Zhu Rongji. As one of the most important gatherings
of the year in Hong Kong it grabbed the international media
limelight. Over 200 local and international media
representatives attended the event, generating some 1,300
clippings and 100 electronic reports during a three-month
period surrounding the Congress.

The technical programme of the Congress which comprised
three plenary sessions, 13 workshops and two China Forums
with 77 excellent speakers from 17 countries had provided an
unigue opportunity for the delegates to gain insights into how
the accountancy profession would prepare for the new
economy in the new millennium, both in terms of the
transformation required of professional accountants, as well
as their services.

The theme exhibition of the Congress was filled up by 65
exhibitors. Eleven sessions of on-site forum were conducted
by sponsors and exhibitors during the three-day exhibition
which had drawn a huge number of visitors totaling to 14,000.

A Daily Newsletter with a total of four issues was published
during the Congress period. The first three issues were
produced in hard copy format and available to all the Congress
delegates at various distribution points on site. A CD-Rom
which included the presentation of Congress speakers, a 10-
minute video clip and a photo gallery of the Congress highlights
was produced and over 1,000 copies had been ordered by
Congress delegates.
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It also formed the forum for the official signing of the Society's
reciprocal membership agreements with six leading
international chartered accountancy bodies.

30th Anniversary Celebration

The Society had been involving in its 30th Anniversary
celebration activities since October 2002. However, in
recognition of a generally ailing economy and the tragic
outbreak of SARS in the early part of 2003, the Society
considered it more appropriate to focus its celebratory activities
in ways that would be of direct benefit to Hong Kong's
community at large.

A Spring Cocktail Reception was held on 27 February 2003 at
the Hong Kong Convention and Exhibition Centre. This event
was officiated by the Secretary for Financial Services and the
Treasury, The Hon. Frederick Ma, and over 200 Society
members and guests attended. The event offered a platform
for the President to thank all Council members, committee
members and the Society's working partners for their support
of the Society's recent development, including its rebranding
and regulatory reforms, as well as the reciprocal mutual
recognitions signed with other international top-tier
accountancy bodies etc.

The commemoration of the Society's 30th anniversary also
saw the launch of the inaugural Outstanding Accountant
Ambassadors Awards. Held in early August 2003, the Awards
aimed to recognise the dedicated and arduous community
service efforts of the Society's Accountant Ambassadors. The
final adjudication will take place in late October while the prize
presentation ceremony will be held at the Society's 30th
anniversary dinner in mid-November 2003.

The anniversary dinner, with the Secretary for Financial
Services and the Treasury, The Hon. Federick Ma, to be
attending as the Guest of Honour, will mark another highlight
of the Society's celebration of this important milestone. More
than 700 members and guests are expected to attend this
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auspicious occasion at the Hong Kong Convention & Exhibition
Centre, while the Society's Past Presidents will each be
presented a special memento in appreciation of their significant
contribution to the development of the Society in the past
three decades.

The other climax will be the 30th anniversary Charity Walk
scheduled for 2 November at the Peak Galleria with the
officiation of The Hon. C.Y. Leung, member of the Executive
Council. The event is expected to attract over 500 Society
members and their families. A considerable sum will be raised
for the Hong Kong Society of Accountants Charitable Fund
(HKSA Charitable Fund) for donation to the Playright Children's
Play Association. The HKSA Charitable Fund has been serving
the mission of supporting and giving relief to the needy sectors
of the community since its inception two years ago. The Fund
is continuously receiving contributions from members and
business associates to support its charity and community
services.

Accountants Care Campaign

The Society's Accountants Care Campaign, launched in the
wake of the SARS outbreak, amply demonstrated members'
compassion for the victims of this epidemic, and their
appreciation and support of the medical practitioners and
frontline workers who faced up to the illness with little thought
for their own safety. Following the Society's joint donation of
$400,000 with ACCA (HK) to the Institute of Chinese Medicine
(ICM), Chinese University of Hong Kong and Hong Kong Red
Cross, the HKSA Charitable Fund was able to raise another
$1 million from members' contributions in response to a joint
appeal made by the Society, ACCA (HK) and CPA Australia
(HK) in May.

The raised funds were distributed to a number of beneficiaries
namely, the ICM, The Hong Kong Coalition of Professional
Services Atypical Pneumonia Charitable Trust, five community
services centres under the Hong Kong Council of Social
Services (HKCSS), the HKCSS itself as well as the Sau Po
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Centre on Ageing, University of Hong Kong. The funds were
used for further medical researches into anti-viral Chinese
medicines, helping the Amoy Garden owners replace the
sewage system and other aspects of building management
and improvement, provision of prevention kits for social
workers serving elderly people, as well as research into the
SARS impact on the aged. All these programmes would have
immediate and long-term impact on the community's
awareness and prevention of SARS and other similar infectious
diseases. Our members' speedy and enthusiastic response
to this campaign further demonstrated the "accountants care'
spirit and civic-mindedness of the profession.

An acknowledgement advert thanking all donors and
supporters of this campaign was carried in the July 2003 issue
of The Hong Kong Accountant and the Society's website.

Other Community Services

The Free Public Advisory Scheme (FPASS), after having
successfully operated with the Tung Wah Cares Hotline in the
Family Budgeting Counselling Programme, launched the
Creditors Partnership Scheme in March this year. Under the
Scheme, clients were referred to participating banks to seek
debt restructuring and other financial arrangements. The
Scheme, which is due to last for at least two years, has proved
to be of enormous benefit to many victims of Hong Kong's
difficult economic climate, providing both practical assistance
and emotional support when it is most needed.

As part of the Accountant Ambassadors' on-going collaboration
with the Environmental Protection Department to raise
members' awareness and support for environmental
protection, a number of field trips were organised for members
to the Mai Po Natural Reserve and other environmental
protection plants and facilities.
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Membership

Statistics

During the period, the Society's membership increased by
8.7% from 20,063 in October 2002, to 21,818 at October 2003.
The number of members holding practising certificates also
rose by 3.6% to 3,246. The number of registered CPA practices
increased by 3.9% from 1,195 to 1,242; 141 of these practices
were registered as corporate practices. For full analysis of the
Society's membership, please refer to Appendix A.
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Small and Medium Practitioners

During the year, the six Task Forces formed under the auspices
of the Small and Medium Practitioners Committee have had a
productive 12 months. Eight well-attended training courses
covering a wide range of topics of interest for small and
medium practitioners (SMPs) including, audit, PRC tax and
information security were organised. The SMPC also held five
open forums that addressed the need for SMPs to move
beyond their traditional core competencies. SMPs were
provided a valuable forum to exchange views and interests
on subjects such as the changing market place demands and
SMPs' suitability to act as independent non-executive
directors. Happy hour drinks were organised for young
practitioners to share their experience in a relaxed atmosphere.
On the technical side, the SMPC commented on the proposed
amendments to the Building Management Ordinance. In
addition, these Task Forces were also heavily involved in the
feasibility studies and the related preparatory work in updating
the practitioners' manuals, organising a business valuations
training course and conducting a management of accounting
practice survey.

The rapid growth of the Pearl River Delta and its integration
with the Hong Kong economy presents ample opportunities
for Hong Kong SMPs. The SMPC has tasked itself with
assisting SMPs to exploit these opportunities. Under an
cooperation plan with the Shenzhen Institute of CPAs, a
number of projects were organised during the year. Through
discussion forums, dinner receptions and lectures on both
sides of the border, SMPs have gained useful introductions
to their counterparts on the Mainland and made contacts with
potential business clients.

This innovative form of cross-border cooperation will continue
with the Hong Kong Professional Services Expo to be held in
Shenzhen on 17-19 December 2003.

This form of cross border cooperation has proven so successful
that the concept was developed by the SMPC, when it joined
a SME Market Day, organised by the Hong Kong Trade
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Development Council on 5-7 June 2003. The Society set up a
booth to promote the professional services offered by CPA
practices in Hong Kong amongst the local and overseas
enterprises.

Internationally, the Society was represented at the IFAC Small
and Medium Practices Task Force by the SMPC Chairman to
reflect the needs and interests of local SMPs.

Amenities and Services

Since the inception of the Society's current Affinity Card
Programme in June 2001, more than 11,000 members,
registered students and their dependents have chosen the
Society's credit card. A portion of the rebate from the
programme has been allocated to the HKSA Trust Fund and
the HKSA Charitable Fund.

The Society's library continued to serve members and
registered students, with regular additions of new
accountancy-related titles and publications.

In addition to the annual Spring Cocktail Reception held in
February 2003, a cocktail reception was organised in October
2002 to welcome new members.

The Society negotiated a number of favourable discount offers
on goods and services, including professional books, group
insurance programmes, air travel, hotels, concert tickets,
petroleum products and home appliances etc. for members,
registered students and CPA practices during the period.

Tournaments in basketball, bridge, football and golf were held
for members and CPA practices. The five sports interest
groups, including the newly established bridge interest group,
organised a number of activities for their members and their
representative teams participated in many sports competitions
on behalf of the Society, including the Discovery Bay dragon
boat races, an inter-professional golf competition with the
Hong Kong Medical Golfers Association, basketball and football
amateur leagues.

BR-ZEZ=FXALELtRERNTIEMS
HER - RURBRNEREIIEEHERER B
EerMmEBRRENERRY -

FEEFE ZESIREEIVEERME KK
ANEHEEER A €8 Small and Medium
Practices Task Force i 8 -+ I [A) 5% T 1E/)N 48 S Bk
RBRNREMOTENBATSE -

R TENFIRS

RERTNBERABE T —FRXAHELN
K-BEAEBN00EEER  SEfMSELERERES
Ao BERTENTE D EAMFBECSEART LSS
MAGEXESNERGFAMASEEES -

ARNEEREE AL BNEMBLRUET
LAEFEREHFLEEHET -

BT _ZZ_F_ANFEFHEEGI RGN
R-ZZE_ETABTTAMNES -

EAREHE REREER - EMEBLEMMER
RIAERZEREYARGES  BRFXET
SRS BE CBE  SE£EM5 - O
EmMEXEERSF °

BN REINAE EFMEEATEY TE B2 -
RHMEaBANELZELE RENAEEH K
FREEFB/ A - BIENKLAB RS/ NE - TR
RIEBRITT —RIES  WAHABKKEZRLAE2M
ZEHEHLE  BEMSEEATE © & Hong
Kong Medical Golfers Association # 17 8] = # <
KT AREXRMBRNERBE -



NN "
| #|
(4lehafing

Rl

Report of the Council for 2003 —ZEZ=FEEESRE

Some 800 members and their guests visited the Society's
private boxes at the Shatin and Happy Valley Racecourses
during the 2002/2003 season. Given the drop in demand over
the past few years, Council decided to stop operating the
service from August 2003 to better devote the resources of
the Society to other service areas.

The Society's Employment Information Service continues to
serve as a channel for members and CPA practices to place
advertisements on job vacancies.

Public Relations

Media Briefings and Publications

The need for regulatory reform in the wake of US corporate
collapses and the subsequent debate at the World Congress
of Accountants meant that the media paid close attention to
the Society's role in moving the debate forward. The Society's
submission of regulatory reform proposals to the Financial
Services and Treasury Bureau in January 2003, following a
well-attended press conference in December 2002, was the
subject of over 162 news and electronic reports generated as
a result of more than 30 media interviews conducted by the
President or the Vice-Presidents.

The Society's presentations to the LegCo Panel on Financial
Affairs on 7 April and 13 June regarding its regulatory reform
proposals and the Private Members' Bill to amend the
Professional Accountants Ordinance and By-laws attracted a
great deal of positive media coverage.

The Society's comments on the impact of the Closer Economic
Partnership Agreement on the accounting profession led to
over 20 interviews with members of the Hong Kong and
Mainland press.

The Society organised regular media briefings and press
releases to keep the public and the business community
informed of changes to accounting and auditing standards,

E-TT-/"TT=FEEET HL0KEE
FEERFERTASEDASEMIEASISH

MA@V°EFME%$E6£§EWEI%ﬁ
M@%¢§ﬁ&kﬁmaéﬁﬁ

RENBUEREARGEE RS ENREMR
H—EHERLE ﬁfimﬁ °

AL

HEEHFITIYILR
—RIIEBECEARREMNERETREMA
SETNN RS BN AR EE GG BN

BHEHK BRI ASEARImER
RTENAR B _TT_F+ - ARGE{T
FEEhEEMEH S ERETRNENEE
e TAOERELERER  —T2=F—F 1§

RS EGENEERDIRSEENERED MK
TZMmEREESRNASRMFETHE
FEBOHRTIME FRELE 16218 -

ﬁﬁhﬂﬁﬁ'ﬁiﬁAWW$%§é
EHREARE

/8 oo &

ESR%

nEH [EETRERELY] HETEXNT
EMBERNER Wﬁ&?$%mmﬁﬁﬁ“A
SEB20RNHHELYE -

i85 1\ OO

“@Wﬁﬁﬁ%ﬁﬁﬁ@ﬂﬁﬁ%ﬁﬁ'ﬁAm
ATMERT EE G BZEEL I“i%

MBREARIER - EM%%?EQWE%




exposure drafts and interpretations. Other briefings covered
topics on the Society's self-regulatory and disciplinary
proceedings, its corporate governance advocacy and its
Government budget proposals, among others.

Mainland Relations

Council members and Mainland Affairs Committee (MAC)
members will visit the Mainland in mid-October 2003. The
delegates will call at a number of organisations in Beijing during
their three-day visit, including the Ministry of Finance, Chinese
Institute of Certified Public Accountants, China Securities
Regulatory Commission and State Administration of Taxation.

During the year, the Society organised two workshops on PRC
accounting, auditing, taxation, capital markets and corporate
governance, together with three stand alone PRC taxation
workshops. All workshops were over-subscribed.

A total of 974 candidates, 794 from Hong Kong and 180 from
overseas, have enrolled to sit the PRC CPA Uniform Examination
to be held in Hong Kong at the end of October 2003.

To help members obtain up-to-date trade and commerce-
related information about the Mainland, the Society had come
to an arrangement with the Hong Kong Chamber of Commerce
in China (HKCCC) - Guangdong, HKCCC - Shanghai, and the
Economic and Trade Office in Guangdong of the Government
of the Hong Kong SAR to upload their circulars and newsletters
on the Society's website. Information on company registration
and how to do a company search in the Mainland had also
been posted on the Society's website.

The Society renewed the contract for the China Desk with
the Guangdong Federation of Industry and Commerce for one
year commencing January 2003. This service has provided
support services to members intending to do business in the
Mainland.
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Under the auspices of the MAC, the Mainland Business
Interest Group, PRC Accounting and Auditing Sub-Committee,
PRC Legal and Taxation Sub-Committee, and Task Force on
PRC Corporate Governance and Listing Rules embarked on a
number of projects and events, including:

e organisation of three seminars during the year, covering PRC-
related topics such as different set-ups in the Mainland by
Hong Kong CPA firms, and the latest developments in
Mainland Custom policy;

e translation of the fifth and sixth batches of China's
Independent Auditing Standards (CIAS); and

e attendance of a five-person delegation at the annual meeting
with the State Administration of Taxation in January 2003 in
Beijing. The meeting discussed and exchanged views on
various tax administration and procedural matters of interest
to the accounting profession.

A Task Force on Offering the Qualification Programme in the
Mainland was formed during the year to explore the feasibility
of launching the programme in China.

During the reporting period, the Society organised training
programmes in Hong Kong for the Henan Institute of Certified
Public Accountants and the Hubei Institute of Certified Public
Accountants. The programmes provided the delegates with
an understanding of the operation of the Society and the
development of the Hong Kong accountancy profession.

The Society received a number of delegations from various
Mainland authorities during the reporting period, including the
State Administration of Taxation, Jilin Provincial Institute of
Certified Public Accountants, and the Changsha Municipal the
Department of Finance, Hunan Province.

The Society participated in a promotional visit to Shanghai
organised by the Coalition of Professional Services in January
2003. The Society's representatives also spoke at a number
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of seminars held in Wenzhou, Ningbo, Hangzhou and Fujian
during the year, introducing Hong Kong's accounting system
and practices to Mainland enterprises and promoting the
accountancy profession.

External Relations

The Society continues to maintain strong and active
relationships with regional and international accounting and
professional bodies by serving on their relevant committees:

IFAC

During the year, Peter H.T. Wong served on the International
Federation of Accountants (IFAC) Board, Wong Tak Wai, Alvin
on the Compliance Committee, Paul M.P. Chan on the Small
and Medium Practices Task Force, Edward K.F. Chow on the
Professional Accountants in Business Committee, and Shum
Man-to on the Public Sector Committee.

IASB

In addition, Marvin K.T. Cheung continued to serve on the
International Accounting Standards Board (IASB) Standards
Advisory Council, and Paul M.P. Chan on the Advisory Panel
on Accounting and Financial Reporting by Small and Medium
Entities and in Emerging Markets.

Other international bodies

As for other international and regional professional bodies,
P.M. Kam continued to serve on the CAPA Executive
Committee, Alan Tang on the Board of INSOL International,
and Winnie C.W. Cheung on the Board of the International
Innovation Network.

Local representation

Locally, Paul M.P. Chan continued to serve on the Board of
Directors of the Hong Kong Coalition of Professional Services
and the Official Receiver's Office Working Party on Consumer
Debt and Bankruptcy, Edward K.F. Chow on the Advisory
Committee on Human Resources Development in the Financial
Sector, and Judy Tsui on the Joint Training Committee of the
Hong Kong Exchange and Clearing Limited.
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In addition, Kennedy Tat-yin Liu and Philip Fung served on the  Itt9) - BEB S N HEETBENRB ST EIER
Accountancy Training Board of Vocational Training Council, Lee ZE€mKE : TRMENAHABEHE %E’Jfﬁiﬁrﬁ
Kai-fat on the Steering Committee on Principals' Professional #RERZESNALLBCEERELZES
Development of the Education and Manpower Bureau, the %FI{’E?‘E&% ?E*”ﬁﬁﬂﬂ)\ﬁﬂﬂ&%i%TE’\]
Professional Services Committee of the Hong Kong General A/ EKEERKTAENEZES  MEEZE
Chamber of Commerce, and the Agency for Volunteer Service. HIEBRERFRENEZESREBEIAENR
Winnie C.W. Cheung served on the Information Technology XZXEZXEHZEZEEKE -

Services Department's Advisory Committee on Code of

Practice for Recognised Certification Authorities and the

Official Receiver's Office Services Advisory Committee.

Georgina S.T. Chan served on the Government's Qualifications

Framework Sub-committee and the Departmental Advisory

Committee of the Hong Kong Polytechnic University's

Department of English.

Members' Services SR

Electronic Members' Handbook EF (SEFM)

Preparation is in hand to replace the existing Ab-sized loose- A&HFEEEBERMN AGEER (28Ff) &
leaf Handbook volumes with A4-sized loose-leaf Handbook i a pa K/NEEER (28 FM) @ SEHH
volumes and binders. This will facilitate members whose  Fify (2 & F ) e S UK BISHENFHE -
preference is to have at hand a paper version of the Handbook, H{EE#H (@8 FM) - HELEENFEEEEHE AR ©
to easily update their Handbook by simply printing the amended

or new pages from their computer. Details of the new

arrangements will be announced later.

Electronic Voting System EFRERS
After receiving overwhelming support from 94% (1,922 #fF—E@ELERFEH - 94% OEE (811,922
members) of respondents to an online survey, the Society %Z&5) ﬁtt%@aﬁmﬁﬁ BIREZRS - FHtt

decided to introduce electronic voting to supplement the A& RKNIBESIREAS| AT FIHZHS| -
existing ballot voting method for voting of members to the I EMEEHEE RS © BRIA L ELHE
Council in future. Amendment to the Professional Accountants 2 (E % & :HETIEH) - IUEEHBNE -
Ordinance to effect the change was being arranged.




Electronic Record Management System

Council has agreed that there is a need for the Society to move
towards a paperless working environment and approved the
development of an Electronic Record Management System.
As a priority, we will archive the existing 40,000 plus paper
records of our members and students and create an electronic
record for each of our members and students. A service
provider has been identified to help the secretariat implement
the proposed system.

Customer Relationship Management System

The Society has pledged to invest $2.7 million to replace its
existing membership management system with a new one. The
system will provide a central database and a variety of web-based
support functions to help the Society improve and streamline its
communication and services to members. The alignment of
processes such as membership admission, renewal and
membership activities, student registration/enrolment,
examinations, CPD and training will help us enhance our
professional compliance work and provide technical and
professional support to different clusters in our membership. A
contract has been awarded and project development is underway.
The new system is scheduled to be operational in early 2005.

Finance and Administration

Business Continuity Plan

A full Business Continuity Plan has been developed with all
the necessary back-up arrangements in place to ensure that
the Society can maintain its essential services to members in
the event of a major disaster and/or IT system breakdown.

Pay Adjustment

Having reviewed the remuneration package of the staff of the
Society in the light of the economic conditions of Hong Kong,
the deflation trend that enhances the purchasing power of
take-home pay in the past few years and other factors, Council
decided to cease the year-end bonus payable to staff of the
Society with effect from 1 January 2004.
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Report of the Council for 2003 —ZEZ=FEEESRE

Financial Results

The consolidated financial statements for the year from 1 July
2002 to 30 June 2003 recorded a surplus of $9.7 million before
tax. This compares with a surplus of $1.8 million for the
previous year.

The Group's total operating income showed a significant
increase as compared with last year, rising to $127.5 million
in 2002/2003 from $99.9 million in 2001/2002. The increase
was mainly attributed to the one-off revenue of $27.0 million
from the 16th World Congress of Accountants and a moderate
growth in membership.

The Group's total operating expenses increased by $19.8
million or 20% from $98.1 million in 2001/2002 to $117.9
million in 2002/2003. The increase was mainly due to the
substantial increase of $24.0 million in operating expenses in
organising the 16th World Congress of Accountants.

Conference and Training Facilities

The Society has leased a new area of about 2,700 sq. ft. on
the 12th floor of Tower Two, Lippo Centre to replace the
conference rooms on the 4th floor to cope with the planned
expansion of the Council and the increasing demand for
meeting venues. The space released on the 4th floor has been
converted to offices to accommodate additional headcount.
The new conference rooms, which are partitioned by sound-
proof operable walls, are also used as venues for some of the
Society's training programmes such as CPD workshops and
QP programmes. They can also be used to hold disciplinary
hearings, seminars, press conferences and receptions.

Research and Surveys

To help the Council keep in view of the needs and opinions of
the membership, the Society plans to conduct more online
surveys on relevant social and economic issues as well as
matters affecting the profession and members' interest. The
results will assist policy formulation and strengthen the
Society's thought leadership role in the community.
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The Society has enhanced its internal capacity by streamlining
the internal systems for conducting research and surveys. The
surveys conducted during the year included:

e Online survey on Electronic Voting and Election of Council
Members
e The Hong Kong Accountant Readership survey

National Security (Legislative Provisions) Bill -
Article 23 of the Basic Law

This Bill was introduced by the Government of the Hong Kong
SAR to discharge its responsibility to protect the state by
implementing Article 23 of the Basic Law. Given the significant
implications of the Bill and the controversies that surrounded
it, Council agreed to facilitate The Hon. Li Ka-cheung, Eric,
Legislative Council representative of the accountancy
constituency, to seek members' views on the Bill. A total of
5,273 members responded to the survey and 87.5% were
against the passage of the Bill as presented at the time.
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